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Glossary

AML Anti-money laundering

AML/CFT Act  Anti-Money Laundering and Countering Financing of Terrorism Act 2009

CO Act Companies Act 1993 @
EU European Union % ( E
FATF Financial Action Task Force &
An intergovernmenta! body established to de omote natiopal @
international policies to combat money lau i terrorist fipar
GDP Gross domestic product
IACCC International Anti-Corruptio n Centre

IRD Inland Revenue D me

LP Act Limited Pa s@ZO(B

MBIE Miist% , Innovati , oyment
’

NGO 0 nmental or

NzB % Zealand B@ber
] Over as%gne Office i
NS |

ignificant control

and company service provider

TCSP x
Q% United Kingdom of Great Britain and Northern ireland
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Key concepts

AML/CFT reporting entity Persons and organisations who have obligations under the
AML/CFT Act. These obligations include carrying out due
diligence on customers and reporting suspicious transactions.
Reporting entities include most financial service providers and
certain professional service providers (eg lawyers,
accountants, real estate agents and TCSPs).

Beneficial owner The natural person(s) who ultimately o r ci
' effective control over a corporate entity.

behalf ofm&% or

Nominee shareholder Someone\who hgldy shares ondiaha anpther person or
o) tio

Sheli company @ ny that is ug ) e to conduct transactions

Corporate entities In this paper, we are using ’
companies and limited

Nominee director A director appoint
organisation

operations or assets.



1 Introduction

New Zealand is a great place to do business...

1. New Zealand is one of the easiest places in the world to do business. Starting a company
is simple, quick and low cost - allowing firms to get on with growing their business.

2, New Zealand is also well regarded internationally. Our trustworthy reputat nd low
rates of corruption’ give other countries confidence to do business wit aftract
investment into New Zealand.

...and we want to keep it that way
3. Unfortunately, our good reputation also makes Ne landyan attractive
criminals who want to set up a company herg Ve eer of legiti :
activities. While New Zealand is not a majii : ime, there
have been cases where New Zeala Sbrdve been u chghjnal purposes,
particularly by criminals based @.ﬁ

4. Corporate entities — in thispape nies and limity ips — can be used by
criminals to distance s from their actigikig 1leX ownership structures with
multiple layers, ingfdi corporate ¢ BS\aR sts, make it difficult for law

jcenti

enforcement fy the indiviigdlsDehind a corporate entity and hold them
to accou use corporg {feSto launder money by moving the proceeds
from gri @ s ‘economy tgrake itappear to be from legitimate sources.

5. Th R bf corporate g riminals is an international problem. Collective action

ne oth to detégt 2 \ secute criminals and to put in place laws and practices
tuce the gpportugRiagfor criminals to use corporate entitiej. If only a few
untri nges, ¢criminals will simply relocate their activities.

) New Zes

is may make it harder for our firms to do business and reduce foreign
t into the economy.

New Zealand has undertaken several steps in recent years to help combat the misuse of
companies and other entities by criminals. These include:

a. extending the Anti-Money Laundering and Countering the Financing of Terrorism
(AML/CFT) regime to cover more businesses (including real estate agents and
conveyancers, lawyers and accountants, some businesses that deal in expensive goods,
and betting on sports and racing)

! For example, New Zealand is ranked first in the ease of doing business and in starting a business categories in
the World Bank’s Doing Business rankings www.doingbusiness.ora/reports/alobal-reports/doing-business-

2018 and second in Forbes’ Best Countries for Business 2018 www.forbes.com/best-countries-for-
business/list/

) Transparency International’s Corruption Perceptions Index 2016 www.transparency.org/country/NZL



b. requiring the registration of foreign trusts with one or more New Zealand resident
trustees (New Zealand foreign trusts)

c. introducing a residency requirement for New Zealand company directors and the
general partners of New Zealand limited partnerships

d. providing the Registrar of Companies with new powers to investigate companies and
limited partnerships.

We want to know if more should be done

8. it is impossible for us to entirely prevent corporate entities being used to f ate criminal
activities. However, we can make it easier to detect criminal activities a e the
attractiveness of New Zealand to criminals.

9. Knowing the identity of the actual person controlling a corpor i he beneficia
owner - is a crucial piece of information for law enforce . Manwgountries are looki
at ways to improve the transparency of the benefici ip of their corp
entities.

10. The main focus of this paper is on what reg S e should

companies and limited partnerships t

owners. Our preliminary assessme of assumptions

that we need to test before wegan ars.\We welcome your

thoughts on the potential benefi J% d in hearing about any
g be en toaddress conCerAs g Plew Zealand corporate

@' and
syttheir beneficial

ed partnerships

he criminal misuse of New Zealand companies and
misuse has been uncovered, the majority of cases
panies. We have included limited partnerships in this
ilar characteristics to companies® which may make them
here is a risk that if only companies were considered, Triminals
0 using limited partnerships.

woul p
12. isr sible for a number of other types of entities (eg incorporated societies,
% cieties, credit unions). We have not included these other entities as they are less
i

attractive

to be seen as an attractive alternative to companies or the concept of beneficial

whnership would pe difficult to apply (eg friendly societies and credit unions are mutual
organisations where one member has one vote).

13.  We are aware that trusts can also be used by criminals. Trusts would be captured by the
options in this paper where the beneficial owners of corporate entities are people who
control a trust. However, we have not considered a beneficial ownership register for trusts
in this paper. The Law Commission® considered the question of a register for trusts during
its trusts review and determined that a register was not required. This was on the basis
that a register would fundamentally change the nature of trusts, as trusts are inherently
private arrangements (in the same way most contracts are private arrangements). Privacy

3 For example, limited partnerships are able to enter into contracts and open bank accounts in the name of the
limited partnership.
* For the Law Commission’s review of trusts see: w.lawcom.govt.n r-profects/law-



and confidentiality have historically been recognised as among the essential virtues of
trusts, and a register would be a significant departure from that. Further, a register would
come with significant compliance costs to private individuals and businesses, and
administrative costs to government. As flagged by the Law Commission, a register has the
potential to be a significant change and require considerable analysis. The focus of the

Ministry of Justice has been on the Trusts Bill 2017 and no policy work on the concept has
been undertaken to date.

What this paper covers

14. The five key parts of this paper are:

¢ Section 2 outlines what beneficial ownership is and why it is impegta who is
controlling a corporate entity. This section also discusses th ORthis work.

¢ Section 3 sets out why the existing tools for accessing heneficid aw rship
information are insufficient.

ons to impr,

e Section 4 summarises our initial assessment o E!
beneficial ownership information. @

e Section 5 discusses some key desi t relate to t ns in section
4,
e Section 6 asks if there are odkr a that coul use by criminals of
companies and limi ne in New Zaalakdh
15.  There are questio I this paper j submission. We welcome other

relevant com%
What happens ©
b s close on BN 1y 2018. Instructions on how to make a submission are
es 4-5. ’
N R t

gised in submissions will be taken into account in MBIE’s advice to
hwrferce and Consumer Affairs. We plan to also undertake further work ‘
e potential benefits and costs of the options before we finalise our
riisters. Depending on which option the government decides on, MBIE may
further public consultation on the design of that option.

If the government decides to make legislative changes, the public would have another

opportunity to comment on any changes as part of the Select Committee’s consideration |
of those changes.
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2 Why the transparency of beneficial
ownership is important

Corporate entities can be used to hide criminal activities

19. Internationally there is concern about corporate entities being involved in Vi
laundering. It is difficult to estimate how much money is laundered inte each
f

year. The United Nations Office on Drugs and Crime estimates th money

laundered globally in one year is around 2 to 5 per cent of glo P’
20. New Zealand is not a major international centre for fin

laundering into New Zealand, or thpaughNew\Yes ateentities, from the
proceeds of crime generated o

21.  Information from overseas-f irkelligence units\ihdicates that money laundering
involving New Zeala oney laundering using
New Zealand com counts that are in offshore

jurisdictions.
22.  The Poli el ified the f @c eristics as indicators of companies that may
be jrgdlv hey laundegi m financing’:
! Ies are regi Zealand but do not undertake any business activities
. They may ha umber or New Zealand bank account and use a virtual

@Sofﬁce as thej\registekel address. |
% b. Compa nominee directofs and/or shareholders. If the same person is the

r eholder for a large number of companies, this may be an indicator that
ominee director or shareholder.

ey
% anies with complex ownership structures that are mostly based overseas.
% d. New Zealand companies that are setjup from overseas, for instance by an offshore
23.

trust and company service provider (TCSP).

While we believe that the vast majority of New Zealand corporate entities are legitimate

businesses, we are unable to quantify how many are involved in illegal activities and it
would be difficult to do so.

24.  We do know that an analysis of 57 domestic cases involving the recovery of high value
proceeds from crime found that shell companies and similar arrangements were used in

* UNODC website: .unodc.org/uno money-launderin abalizati tml

) Ministry of Justice website: www./ustice.govt.nz/ustice-sector-policy/key-initiatives/ami-cft/

7 Financial Intelligence Unit New Zealand Police {January 2015) Quarterly Typology Report Second Quarter
2014-2015. Available at: www.police.govt.nz/advice/businesses-and-organisations/fiu/news-and-documents
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cases accounting for 30 per cent of the total assets recovered®. In a sample of international
requests for information to the Financial Intelligence Unit, 60 per cent of requests where a
link to New Zealand was established related to a New Zealand company. In 75 per cent of
those cases, no New Zealand bank accounts were identified. This indicates that a large

proportion of companies that authorities are interested in may not have any business
activities in New Zealand.

Beneficial owners are the actual people who own or control a corporate
entity

25. A ‘beneficial owner’ of a corporate entity is any natural person who ulti wns or
exercises effective control over the corporate entitys. This is distinct fto owners,
which may be another entity (eg another company) or an inter g inee

Figure 1: Example of simple ownership stru

shareholder).
26. ltis easy to determine beneficial ownership where the e@ cial owhers and legdhown
are the same natural person. @

pany X _ |

are the shareholders rlegal owners) and beneficial owners

%e 1, bothMs Aa
mpany X.
t

; 82 It can ham 0 identify who is the beneﬁcial owner of Company X if more

co ship structures are used.

&

® Financial Intelligence Unit New Zealand Police (January 2015) Quarterly Typology Report Second Quarter

2014-2015. Available at: www.police.govt.nz, ice/busines nd-organisations/fiu/news-and-documents

® This is based on the definition of beneficial owner used by the Financial Action Task Force {FATF). www.fatf-
afi.org/media/fat u ts/reports/Guidance-transparency-beneficiai-ownership.
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Figure 2: Example of complex ownership structure

Company X
. __L___| 1

Mr B
(nominee) | Companyat. Company Z ‘
= = _ — . l ]

=, —
Ms A l Company Z
=

29. Infigure 2, the shareholders of Co
the beneficial owner of Compag

30. identifying a company'’s bere

ownership. These la :
such as trusts.
Figure 3: Exa

&

Qkfng through multiple layers of
ities and legal arrangements,

pany X\l

- |

Company Y | ‘

. Limited |
pa rtnership Z

=

|

Trust T

T

MsA | Mr B
(trustee)__‘l. (trustee) |

31. Infigure 3, the shareholder of Company X is Company Y. In this example, the beneficial
owners may be Ms A and Mr B (as the trustees of Trust T) if there are no other individuals
{eg a protector) who have effective control over Trust T.
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Identifying the beneficial owner is important for detecting and deterring
crime...

32. Criminals can obscure the true ownership of a corporate entity using a web of
intermediaries and different business structures based in multiple jurisdictions. It can be
difficult to untangie this web and know who the actual person controlling the entity is
because of the absence of information in many cases. These complex ownership structures
can be used to enable money laundering, terrorism financing, drugs or arms trafficking, tax
evasion and the hiding of assets.

33. Beneficial ownership information can assist law enforcement agencies to idengify the
natural persons who may be responsible for the underlying criminal actiy ho may
have relevant information to progress an investigation™.

34. There have been a limited number of high profile cases involvi w E¥ealald compani
including:
a. SP Trading Limited: involved in smuggling milita rom North K ssi
to Iran) in 2009.

b. Tormex Limited: over US$680 miilion
during 2007 and 2008. Investigati :
money laundering for organise g a\grug cartel in
Mexico.

mex

35. Inthese cases more effe

r effective corporate governance and the efﬁcielnt operation
promotes accountability and informed decision mlaking by

any. Unknowingly doing business with a company with a beneficial owner who has
% riminal links cén open up a business to fraud or damage their reputation if|they are
inadvertently involved in a crime such as money laundering.

39. Under the Anti-Money Laundering and Countering the Financing of Terrorism Act 2009
(AML/CFT Act), reporting entities' need to be able to identify the beneficial owner of a
customer to make appropriate decisions about the level of money laundering and terrorist
financing risk associated with that customer.

19 EATF Guidance on Transparency and Beneficial Ownership www. fatf-

? edia/fatf/documents/reports/Guidance-transparency-beneficlal-owne d
" The IACCC brings together specialist law enforcement officers from multiple agencies around the world,
including the New Zealand Police and Serious Fraud Office, to tackle allegations of grand corruption.
12 Reporting entities include most financial service providers and certain professional service providers, such as
fawyers, accountants, real estate agents, and trust and company service providers.
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Other countries are increasing the transparency of beneficial ownership to
help combat the misuse of companies

40. The international trend is towards more robust measures to counter the use of complex
structures to hide criminal activity. High profile cases and document leaks have helped
drive this trend. The ‘Panama Papers’ demonstrated the high scale of corruption and
criminality that occurs through companies and other structures, such as trusts,
internationally®®. In response, international bodies, such as the Financial Action Task Force
(FATF) and the Global Forum on the Transparency and Exchange of Information for Tax
Purposes, are adopting higher standards for their members.

41. Within this broader trend, transparency of beneficial ownership has em one of the

commitments from summit participants.

42. The most common solution emerging international}
register. A register requires businesses to take

asonatile-s ih-the icial
owners and disclose that information. The yse : egistary i34a recent
development and their effectiveness i D¢ . An desd summary of
the key features of some overseas i istefs)

43. Atthe London summit, New Zedard to “explor stablishment of a
public central register o an ficial ownggsh ation”.

3 The Panama Papers were a leak of a reported 11.5 million files from the Panama-based law and trust services
firm, Mossack Fonseca.
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3 Why the existing tools are insufficient

There are existing tools to access beneficial ownership information

44.  Beneficial ownership information is of particular interest to the domestic activities of the
Police, Inland Revenue (IRD), Overseas Investment Office (0I0) and AML/CFT reporting

entities.
45.  Additionally, IRD and the Police have obligations to support equivalent dies to
access information about businesses operating or incorporated i “This

includes information about their beneficial owners. Often the
chain of ownership that cuts across multiple jurisdictions

46. The current tools available to access beneficial ow% ation are os@go
AML/CFT Act @

47. Under the AML/CFT Act, all reporti t conductd enge on any new
customer as well as existing cu@ rtain circumst Where this customer is a

corporate entity, due diligence i identifying it ners.

48. The degree of verifi g on the informat | is based on an assessment of
the customer’s ris! is primarily c@r u sing publicly accessible sources,

such as the ¢ an ister and oye lents. Where there is insufficient public
informatjon, t ing entity
appropriate, further disseminate the beneficial

3 uhdertake its own investigation.
49. Thgdlic able to ac A
oW ip\wformation ¢ porting entities.
e \\é

t and LimiQq Part ips Act |

| @ The co a Er has publicly avLiIable information on company directors and some
- The
R

limited partnerships register has publicly available information on
ers. This information can sometimes be sufficient to identify a beneficial

sh
ehera
hough generally only for corporate entities that are at low risk of being involved
n fodney laundering.
1.

he Registrar of Companies has powetls under the Companies Act 1993 (CO Act) and
Limited Partnerships Act 2008 (LP Act) to require companies and limited partnerships to
provide beneficial ownership information for law enforcement purposes. These provisions
were put in place in 2014. However, the Registrar has not received a request from other
regulators to exercise this power due to concerns about tipping off criminals of an
investigation into the activities of the corporate entity (see discussion on this issue below).

Other tools

52.  Once a formal investigation is underway, the Police may be able to source beneficial
ownership information using their statutory powers and court orders.

53.  IRD also has powers for accessing beneficial ownership information under the Tax
Administration Act 1994.

16



But our existing tools do not meet our needs...

54. The current tools to access beneficial ownership information have several shortcomings:
a. Beneficial ownership information is often difficult or impossible to access.
b. Where information is available, it cannot always be relied upon to be accurate.

¢. Some existing tools can tip off criminals.

Beneficial ownership information is difficult to access

55.  There are several situations in which beneficial ownership information is agccessible.

56. The most significant situation is where corporate entities are incor Zealand

but not trading here. They are not required to register with IRD ngage wit|
an AML/CFT reporting entity. This means that the information readily available
these corporate entities is limited to what is on the co s and limited partnesships
registers. Beneficial ownership information could q nder the Co Ac
or Limited Partnerships Act, but this risks tipping @ (see beloy @

t

57. Where information about beneficial own : collected, its K Hely
accessible. For example, information Y2 AML/CFT, : is not
available to private businesses, an non-goverpment anfsations (NGOs),

iti

journalists and other reporting consequercep is ¥duplication of effort

by reporting entities and rcu s.

58. Beneficial owners nis not cen prevents the analysis of large
ber of corporate entities claiming the

atchrinformation with other sources, such as

quantities of d ijeén atterns (eg &

same individ icial owne

oversea ister %
informadiQn ays acc

|
e iQn is& , it may not be reIia?le. Proactively verifying that the

alqwRers are the true beneficial owners, and that no others exist, is time

aghufce intensive. Some reportin_& entities may not have the resource or
dertake full verification.

ex i
60, @ tities also have competing priorities. They want to provide customers with an
ce that is as swift and easy as possible, while meeting their compliance
<§ .;. re
|

irements. |

gquesting information will tip off criminals

61. Certain existing tools for accessing information risk tipping off criminals that there is
interest in who is the beneficial owner of the corporate entity. This can be
counterproductive to an investigation. International law enforcement agencies requesting
assistance will typically not want any steps taken that may reveal their investigation.

... Which is leading to poor outcomes

62. The above shortcomings mean that:

a. Domestic law enforcement agencies find it difficult to get the information needed to
deter and detect crime that involves the use of corporate entities with complex

17



ownership structures. It can be difficult to provide information to international
agencies seeking our assistance.

b. Where public and private organisations can access information, collecting and verifying
the information is often time consuming, expensive and duplicates the efforts of
others.

¢. New Zealand’s reputation as a good place to do business is potentially at risk:

e New Zealand may become a more attractive jurisdiction for money laundering
and other criminal activity that makes use of complex corporate structures as
other countries move to increase the availability of beneficial ownership
information.

o New Zealand may be viewed as not playing its role in integn rts to
combat money laundering and terrorism financing i €p pace with
international standards, such as FATF recommendafioQ24 fege Annex 2).

Recommendation 24 includes ensuring law eme i
to adequate, accurate and timely inforrpapi beneficial o
n

corporate entities. Recent FATF mutua s have beer
countries that did not require ¢ s to obtain r.
information on beneficial ow \
Damage to our reputation coul er for our firms o hasiness overseas
or reduce overseas invest i onomy.
Do you agree with th € problem? ny views on the size of the
problem? Do you % vjdence to s@ ws?
@ |

18



4 QOptions for increasing the
transparency of beneficial ownership

63. This section identifies some options for increasing the transparency of information about
the beneficial owners of companies and limited partnerships. It aiso outlines qur
preliminary analysis of the potential benefits and costs of these options. Yeglgsybmission
will help inform our final analysis.

Assessment factors

64. Itisimportant to find the right balance between degefri igals and allowi
businesses to easily set up and run a corporate ent ad¢pssing the opt
considered the following factors:

a. Would it deter criminals from usi nd limited

b. Would it support the effec operation eA

e. Aretheco

Status quo v & ?S
65 44 pany or ligni ip applies to be registered they must provide
ation about the% to the Registrar of Companies. This informition includes
ir register dmh directors/general partners, their shareholders/limited partners
a Qi

nd (for co ir ultimate holding company™. I

o
\> : , .
66. Onge akedegittered, details about the corporate entity and any documents registered

y(tR yrdte entity are publicly available on the companies or limited partnerships
ster.8ome information is kept confidential to protect people’s privacy, for instance
itetors’ dates and places of birth and the names of the limited partners. Corporate
ntities must update specific information (eg changes in directors/generg! partners) within
required timeframes. Other information {eg about their shareholders) is required to be

updated annually through an annual return form. Documents, such as director consent
forms and annual returns, are able to be viewed by the public on the registers.

67. Information about beneficial owners is not collected. As outlined in section 3, the Registrar
may request this information for law enforcement purposes.

' An ‘ultimate hoiding company’ is a body corporate that is a holding company of the company and that is
itself not a subsidiary of any body corporate (section 2, Companies Act).

19



Options

Option 1: Corporate entities to hold up-to-date information about their beneficial owners

68. Corporate entities would have an explicit obligation to hold up-to-date and accurate
records of their beneficial owners.

69. Corporate entities would only have to provide this information to the Registrar when
requested to do so. The Registrar would be able to share this information with law
enforcement agencies, including the government agencies currently identified in section
366 of the Companies Act and section 79 of the Limited Partnerships Act™.

Option 2: Beneficial ownership information is included on the registers SN access

70. Corporate entities would be required to identify their beneficial o rsahd to keep
accurate and up-to-date information about their benefi ners.

71. Corporate entities would be required to provide in{g
when they apply for registration as a compa
would need to be updated at certain tim

ut their ben

72. Beneficial ownership information on thec % limited
rar w

partnership registers but it wouyld n bitcly availabl Re
share this information with law rgement agencie

Option 3: Beneficial owner, @tion is includle egisters with public access

As with optio / DeNeauired to identify their beneficial owners,

l

ther a non-legislative option, such as encouraging corporate entilies to
ase their beneficial ownership information, would meet the objectives.

7 % iscarded this option because it is unlikely to be effective. A non-legislative
n is unlikely to deter criminals or improve law enforcement’s access to beneficial
whnership information./Corporate entities that are controlled by criminals would nok
voluntarily release information about their beneficial owners. A voluntary approach is
unlikely to achieve the scale needed to obtain the same benefits for the AML system, other
businesses and the public as a legislative change. It would also be unlikely to meet
international standards.

77. We have also considered whether small businesses should be excluded from any of the
options. However, the types of corporate entities that are at high risk of being involved in
money faundering are likely to share the same characteristics as a small business {eg no or
a small number of employees, one or two directors and shareholders). Excluding small

15 The government agencies listed are Crown Law Office, Department of internal Affairs, Financial Markets
Authority, Government Communications Security Bureau, IRD, MBIE, Ministry of Justice, Customs, Security
Intelligence Service, Police, Reserve Bank, Serious Fraud Office and their international counterparts,
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businesses would not stop corporate entities being used for criminal activities. We are
seeking feedback on whether other types of exclusions may be warranted in section 5.

Preliminary assessment of options

Would the option deter criminals from using corporate entities?

78.  We think that option 1 would have little deterrence effect. Law enforcement agencies
would not be able to access beneficial ownership information without tipping off criminals
to their interest. Criminals would continue to use corporate entities if they judge that
there is a low probability that they would be asked for their beneficial o
information. If they do receive a request, they may simply choose to &lo at
corporate entity as it costs little to replace it.

79. Option 2 should have some deterrence effect as law enforcement agencl€s would be abl
to access beneficial ownership information without tippg crimindls. Collectin@
information in a central location would enable ana
entities that may be of interest to law enforcemer

that have a common beneficial owner or bge § i check the
e

with other sources.
p
It€rnative would be to

80. Option 2 should make it less attra als to set tities if they want
to avoid having to provide benefjtial ship informpati
ichi

provide false informatiop-which es the chance

81. Theimpactso

deterrence u from havifigTthe\ ggmation publicly available and more open
to scruti ing by NGOs

inf, d be detec also improve the accuracy of the information
n er as the pu rt suspected false information to the Companies
C investigatio uce the costs to domestic and overseas law enforcement
a ies as theyould a he in'}ormation directly (instead of through requests for |
formatio l |
rt the effective and efficient operation of the AML/CFT system?
% that options 1 and 2 would have limited impact on the operation of the AML/CFT
systém. There may be some efficiency gains if corporate entities were able to provide

nformation about their beneficial dwners to reporting entities more quickly. However, |
@ because the information would not be publicly available, there would unlikely be any cost
83.

AU

Would the

savings due to duplication in the current system.

Option 3 is more likely to support the operation of the AML/CFT system. It could help
reporting entities identify who were the beneficial owners of their customers, although
they would still need to undertake their own verification of the information.

84. More broadly than the AML/CFT system, option 3 would also enable other businesses
access to the information, which may help with their due diligence processes. It would give

NGOs and journalists access to information to support their investigations, which would
further increase transparency.

¥ The Companies Office currently receives information from the public on possible errors on the registers. For
example, for the last financial year there were around 160 complaints about director or shareholder residential
address information.
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Can privacy impacts be managed appropriately?

85.

86.

87.

Would the option comply with international standards?

88.

Existing privacy protections would apply to all three options, including on the collection,
use and storage of beneficial owners’ personal information.

Under options 1 and 2, personal information would not be publicly available. However,
with option 3, individuals’ personal information would be publicly accessible. For some
individuals, such as existing directors or shareholders, their information may already be
public but the fact that they are a beneficial owner would not be. As discussed in section 3,
there is a public interest in knowing who is controlling a corporate entity. This public
interest could be seen as outweighing individuals’ privacy.

To address privacy concerns, some personal information about a benefigja r could be
kept confidential and not be available on the public register. There couf c
circumstances when a beneficial owner’s identity is not made p 1 see
section 5).

centralised collection of benefici
that there will be a shift.

Are the potential complia iporti le?

89.

Our advice to\Mini i gokigahtke Overall compliance costs and where

these co 5 i : g
a. | mpliance costs for businesses? Would these costs be
n to cons

ate businesses f10m registering a corporate entity?

‘ @%uld it disgpurage
€. : %pliance costs within thr wider AML/CFT system?

d. an overall reduction in compliance costs or would there be a shift in

he costs of compliance?

%} an to undertake further work to try to quantify the potential compliance costs
% oncbrporate entities. We are interested in any information you have on the existing

91.

ompliance costs for corporate entities and AML/CFT reporting entities. We are also
interested in your thoughts on the potential compliance costs of the three options.

Our initial thoughts on the potential compliance costs are summarised below.

Corporate entities

92.

93.

There would be one-off costs and ongoing costs for all three options. We think that the
one-off costs would make up most of the compliance costs.

One-off costs would include corporate entities becoming familiar with their obligations
and identifying their beneficial owners (eg sending information requests to people who
may meet the criteria for being a beneficial owner and then assessing their responses). For
corporate entities with simple ownership structures it should be relatively easy for them to
identify their beneficial owners. Around 96 per cent of registered companies are small
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94.
95.
96.

97.

. . Reporting entities
98.

99,

Co i
| '
ere are |i
egisters a

businesses. In many cases their beneficial owners and legal owners would be the same
person, so their compliance costs should be low.

The costs of identifying beneficial owners would be higher for corporate entities with
complex ownership structures. For example, if their beneficial owners are in different
jurisdictions, there are a number of layers in the ownership chain or there are different
types of entities such as trusts.

Some corporate entities may already incur the costs of identifying their beneficial owners
if they have to provide this information to reporting entities. Under option 3, corporate
entities’ existing costs may be reduced where they currently have to supply the same
information to multiple reporting entities.

Ongoing costs would be incurred from keeping beneficial ownership inf
date. . These costs would depend on how often beneficial owners

information) changed. Under option 1, there would also be on onding t
any requests for information from the Registrar. These costs are li e low. Unde
options 2 and 3, there would be the ongoing costs of the information of Yhe
registers. Similarly, we think these costs would be orporate en

The actual compliance costs would be strong

corporate entities and beneficial owners

y the ob on

Reporting entities currently inc jiante costs id

0
owners of corporate entjties\Opt

costs.
Option 3 may o identify
need to unde whn verific
cial owner, be some reduction in compliance costs under
op e may be swe assume verification requires more resourcing

ation).

ly e s%from incorporating beneficial oJmership information into the
nd enforce any new requirements 4n corporate entities. With
there may be additional costs responding to requests for information from
nt agencies. These costs may be passed on to corporate entities through the
urn or registration fees.

[£
op
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. Summary of the preliminary assessment

101. Table 1 has a summary of our preliminary assessment of the three options compared with
the status quo.

Table 1: Summary of preliminary assessment

Status quo Option 1 Option 2 Option 3
A) Deters criminals 4] 0] ++ ++
B) Supports AML system 0 0 0 é +

C) Protects privacy

A"
D} Meets international standards 0 + 6\\» {.v\
PN P

E) Minimises compliance costs

N Tt
Key: V O “
++ much better than status quo x
+ better than status quo
0 about the same as status quo

D

3
>
S
N

@

N
a
).
4
(o

- worse than status quo
~ much worse than stat
Preferred option @ %

2f this option wo ore effective at deterring criminals from using
0 peemitities an itle useful information to law enforcement agencies.
jigatcess would as e integrity of the information on the registers as it wouid
ore oben t§ scrutiny\Phere would be benefits to other businessesl investors and
joaccess to beneficial ownership information. MBIE considers that
e an appropriate balance between privacy and transparency.

103. H ver, reliminary preferred option is based on some assumptions that we need to

r. The key assumptions are that:

. Wublic access to beneficial ownership information would support the efficiency and
effectiveness of the AML/CFT system. There may be some reductin in the costs of
identifying beneficial owners for individual reporting entities and corporate entities.

b. There is only a small difference in compliance costs for corporate entities between
option 1 and options 2 or 3.

i.  Most of the compliance costs for corporate entities would be in identifying their
beneficial owners. These costs would be the same for all three options (assuming
that all corporate entities would comply with option 1 even though they may
never be asked for this information).

il.  The costs to record and update beneficial ownership information on the registers
would be modest.
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| What do youtthink are the benefits from increased transparency.of beneficial ownership

Do you have anyinformation|on your organisation’s current compliance costs to supply or
| collect beneficial ownership information? e N |
' Do you think your complianceicosts would increase, decrease or stay the same under the

' different options? Would the change be significant?

f Do;youfﬁa'\_fe_ian\_/.-.c:'glijm'e_n{s"o_n_-.éq_n-pg'_e{lifhiﬁa'_r'y_. assessment of the options?

| What is your preferred option? ; | @ . §
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5 Key design features

104. This section seeks your thoughts on some of the key design features that could be applied
to the options set out in section 4.

105. The first six design features are applicable to all three of the options identified:

a.
b.

C.

d.

e.
f.

106. The remaining design features that are a

Q.

re

When should corporate entities update their beneficial gwnership information?
What enforcement mechanisms are needed? %
Should there be any exclusions?

Who should be a beneficial owner?

What information should be collected about beneficial owners? @
What obligations should there be on beneficial owners?

opfions 2 an

When should the register be u
What verification should b

Should beneficial o e a

. Should there sto the re hit3Qr a company share register?
107. We also ask if% y other fa to consider.

Who sho %\eﬁc'al .
4 rj view is that { n of ‘beneficial owner’ should align with that used in the
CFT legislatign. Thi d er\sure consistency between the two systems. Corporate ]

n

g to understand different requirements or provide different
on whetir they are providing information to the Registrar or a |

ay be a beneficial owner of a corporate entity because, for example, they:
wn more than 25 per cent of the corporate entity
hold or control more than 25i per cent of the voting rights in a company |

control the corporate entity through close family relationships, personal connections
or contractual associations

hold senior management positions in the corporate entity and, thereby, exercise
control over the daily or regular affairs of the corporate entity

can appoint or remove the corporate entity’s directors, general partners or senior
managers.
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Box 1: Definition of beneficial owner in AML/CFT legislation

Section 5 of the AML/CFT Act
Beneficial owner means the individual who—
a) has effective control of a customer or person on whose behalf a transaction is conducted; or
b) owns a prescribed threshold of the customer or person on whose behalf a transaction is
conducted.
Regulation 5 of the AML/CFT (Definitions) Regulations 2011

For the purposes of paragraph (b) of the definition of beneficial owner in sectign 5 ) the
prescribed threshold is more than 25%’.

110. Itis possible that a corporate entity would not have s %@
where no one person holds or controls more than 2% Y
interested in your views on how this situatio ‘@s g
the UK) could be to require a corporateen v ord

owners. The Republic of Ireland ta
senior managing officials be recoxde

out beneficial owners?

ation should be collected about beneficial owners:

l
I

and place of birth

the basis on which they are a beneficial pwner (eg owns/controls more than x per cent
of the shares; right to appoint and remove directors).
112. We are interested in whether it would be useful to collect any other information about a
beneficial owner.

113. If information about a beneficial owner is publicly available (option 3), we are interested in
your views on what information should be kept confidential (ie not available to the public).
For example, a director’s date and place of birth is confidential and MBIE is currently
consulting on whether directors’ residential addresses should be publicly available. in the
UK, a beneficial owner’s day of birth is confidential while their month and year of birth is
public.

7 This threshold (more than 25%) is commonly used in other jurisdictions.
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114. There may be some circumstances in which a beneficial owner's information should not be
available on the public register. At a minimum, section 108 of the Domestic Violence Act
1995 would apply so that a protected person could apply to the Registrar to have their
information suppressed.

115. We are interested in whether any other circumstances should apply. For example, in the
UK, a beneficial owner may apply to have all of their information suppressed on the public
register where there is a serious risk of violence or intimidation. This information could still
be made available to law enforcement agencies. We are interested in whether there are
any other circumstances a beneficial owners’ identify may need to be suppressed. Some

examples could include where there is a high risk they may become a victim tg fraud or
where they work in a sensitive area. @

FA What information do you think should be collected about beneﬁei@
3 : @e publicly avai

What information about beneficial owners do you think
in what circumstances?

et receive a request for
ate entities to establish who their

beneficial owners to notify the corporate entity of any
ey may no longer be a benrzﬁcia| owner.

iSthat all of these obligations would help corporate entities to

119. lt¢ould b cult to enforce these obligations particularly if the beneficial owner is not in
% nd. We are interested in your views on what sanctions may be effective. For
ple, in the UK, companies may place restrictions on a share right or interest if
%omeone fails to respond to a request for information (ég stopping a share being sold or
transferred or not allowing shareholders to exercise voting rights).

What are your thoughts on the obligations that should be placed on beneficial owners? Do
| you have any views on how these obligations should be enforced?

When should corporate entities update their beneficial ownership
information?

120. All of the options would require corporate entities to have up-to-date information about
their beneficial owners. We are interested in what obligations there should be on
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corporate entities to ensure the information is up-to-date. This could include one or more
of the following:

a. updating beneficial ownership information when a corporate entity is advised of any
changes

b. making enquiries when a corporate entity should be reasonably aware that there may
be a change in their beneficial ownership (eg asking a new shareholder or director if
they are acting on behalf of someone else)

c. regularly checking with their beneficial owners {(or potential beneficial owners) if there
are any changes (eg asking all their beneficial owners once a year if there are any
changes in their information or status as a beneficial owner).

121. Corporate entities would find it easiest to comply if they only had to j
beneficial ownership information if they were notified of any ch , this relies
on beneficial owners advising the corporate entity of any chan is Id mean tha

some circumstances beneficial ownership information t be rate. For exampl
if someone is not aware that they may be a beneficig PASMNS

122. Requiring corporate entities to ma
suspect that there may be cha
placing unnecessary costs on cor

n grounds to
tioois up-to-date without
ay be uncertainty about
its obligations.

what is ‘reasonable’ a er the corporate
123. Requiring corpora i %\ ereficial owners’ information is most

e
likely to ensu ecords are x4 ~Bowever, it may also impose
c Yhere

unneces nte costs, beneficial owners (and their details)
chapgp i .

. o think ﬁrpor% ies should update the beneficial ownﬁrship information

&t mechanisms are needed to be effective?

are some enforcement tools currently available to the Registrar that could be
pplieq to these options: |

a. removal of a company or limited partnership from the companies or limited

partnerships register (eg for failing to comply with its statutory obligations (CO Act
s318; LP Act s98A))

b. prosecution for knowingly making a false or misleading statement, with a maximum
fine of $200,000 or up to 5 years in prison {CO Act s377)

c. disqualification from being directors or general partners (eg where there is persistent
non-compliance with the relevant legislation (CO Act s383, LP Act s1038)).

125. We are interested in your views on what other enforcement mechanisms couid be
available. One potential option could be to have infringement notices (instant fines) for
corporate entities and/or beneficial owners who fail to provide information to the
Registrar or a corporate entity.
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What are your views on the enforcement meehanisms that should be available to the
Registrar? .
Should there be any exclusions?

126. We are interested in your views on whether any types of corporate entities should be
excluded from the proposed options.

Should publicly listed companies be required to hold beneficial owner

127. Most comparable jurisdictions exclude publicly listed compapni
128. In New Zealand, the Financial Markets Conduct Ac 3 ing-re
on listed companies:
a. Anyone who has a substantial holdi company i
substantial holder notice (secti Stantial hgldirg relevant interest
h

(including a beneficial intergdy) i an 5 per cen ladsof quoted products
with voting rights.

antial product holder notice if
ioh 277).

p jon 293).

as the power to ascertain who has a relevant interest
pany and the nature of that interest (section 290).

ou think publicly listed companies should be exc‘uded from

te entities be excluded from having their information on the register?

Should low
1@ onsidered whether options 2 or 3 should only apply to some types of corporate

ntibies. For example, corporate entities that are likely to be at low risk of being used by

riminals would or“y have to hold up-to-date beneficial ownership informationl {option 1).
If a corporate entity fell into particular risk categories, then they would need to provide
their beneficial ownership information to the Registrar (option 2 or 3). These categories
could include corporate entities that do not have an IRD number, have overseas owners or
use nominee shareholders or directors.

132. This approach would intend to reduce compliance costs for low-risk corporate entities, as
they are unlikely to be of interest to law enforcement. However, our preliminary view is
that this approach may have a number of drawbacks that would reduce or cancel out any
potential savings, as listed below.

a. We think that the compliance costs for low risk, small corporate entities are likely to
be low. These types of corporate entities can probably easily identify their beneficial
owners, and they are unlikely to change frequently.
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b. It could be difficult for the Companies Office to assess whether or not a corporate
entity is excluded. Some of the risk factors (eg whether a company has a nominee
shareholder) would be difficult to determine without further investigation. Responding
to requests for information (to assess if a corporate entity is excluded) could create
costs for corporate entities.

¢. Risk can change over time. A targeted approach may encourage criminals to try to
work around the requirements instead of deterring them from incorporating. While
the risk factors could be updated to reflect new risks, this would in turn require
corporate entities to reassess whether they are excluded or not.

d. To be effective, a targeted approach would need increased proactive enfegcement and

high penaities for non-compliance. The fear of prosecution, and som above
factors, may encourage over-compliance (with low risk corporatg.entjts iding
beneficial ownership information when they do not have to ( i
133. If beneficial ownership information is publicly available (option 3), rgeted approach
may reduce the benefits to the AML/CFT system and th ic as th&y would no
access to information about the beneficial owners K= ate entities. C
entities that are excluded may still need to provide gt ownershi
reporting entities. @
134. We are interested in whether you thirg Q awbacks are &S re are any
other advantages or disadvanta@
Should limited partnerships be d option
{ up to attrac pital investment to New Zealand.

37.

o

139.

artners. General partners are
e limited partnership. They are liable -

-to-day 2 i
y with an efal'partners and the limited partnership itself — for
i by the limited partnership.
artners provi al for the limited partnership. They are liable to the
t of their-fidqncial ¢ tion to the limited partnership, provided they haven’t |
een invol '%nage ent of the limited partnership.

informa he general partners is publicly available on the limited partnerships
gistrar must treat information about the limited partners as confidential,

teébecause of concerns that potential investors might be discouraged from investing
in a limited partnership if theiT personal details were made public. l

If option 3 is progressed, we are interested in your views about whether the beneficial
owners of limited partnerships should be publicly available. If this information is not made
public, option 3 would only apply to companies, and option 2 would apply to limited
partnerships.

There could be an argument for keeping the beneficial owners of limited partnerships
confidential, if the public availability of this information may deter venture capital
investment. However, having different requirements for limited partnerships and
companies may make limited partnerships more attractive to criminals.

Do you think there are any types of corporate entities that should be excluded from the
options?
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When should the register be updated?

140.

141.

142.

143,

144,

We are interested in your views on how often beneficial ownership information should be
updated on the relevant register, should option 2 or 3 be selected. )

One option is to require companies and limited partnerships to update their beneficial
ownership information as part of their annual return.

Another option is to require corporate entities to update the register within a specified
timeframe; for example, within ‘x’ working days of the corporate entity becoming aware of
a change in the beneficial owner. We are interested in your views on what would be an
appropriate timeframe for updating the registers. Currently, companies havetp notify a
change in director within 20 working days. The UK requires updates withi 28 days of
a change in beneficial owner.

An annual update would be easier for both the government an po(Re aatities to
administer. However, it means that the information o the registex doui¥become out
date, reducing its usefulness. Law enforcement agencieg W t not have access t
information. While it would be possible to get up-t e\infochation direct!
corporate entity, this might tip off criminals. of
AML/CFT system or wider public from ben
available under option 3.

We are also interested in your vie costs, kor'¥xample, if
corporate entities have to upda er each time t ial owners change,

how much time would it take the register i itjch to updating their own
records? @

What are yo ug n how fre ghat circumstances, the registers should

you t what type of verification would be appropriate.
146. pe at the verification process would develop based on the final design of the
% ption. Our initial view is that the Companies Office should undertake some

r

o)

13 be upd ?
| ?@ tion s uld%édertaker}?

If beneficia ormation is includgd on the registers, we are interested in hearing |

tive verification of the information provided to it using a risk-based approach. This
ould focus on companies and limited pahnerships that have particular risk
characteristics.

What are your views.on what verification should be undertaken?
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Should beneficial owners be assigned an identification number?

147. The government is currently considering whether to introduce an identification number for
company directors, following public consultation last year'®, We are interested in whether
you think beneficial owners should be assigned a unique identification number.

148. If beneficial ownership information is included on the registers, then a unique
identification number would make it easier to identify all of the corporate entities
someone is a beneficial owner for by:

a. providing a way to link a beneficial owner to multiple corporate entities

b. preventing people from trying to disguise their links through different tions or
spellings of their name

¢. distinguishing between beneficial owners who have the sam

149. This could make it easier for law enforcement agencies to
people of interest. It could also assist journalists and N
available.

alyse reggister and ident
150. However, it would be difficult to effectively i

he information is pqhlicly
entificatio en the
potentially large number of beneficial owrE

eficial own to
undergo some form of identity verificafigndg'e ot have a
number. This would be particully : &R if berefjcial\gWneYs are based

ber for beneficial owners?

irements for a company share

What are your vie% n nique identi
Should th@%c anges 3

wently, comp@gies &q ired to keep their own sjha re register. A company will
i ut its shareholders to the Companies Office when it is

ompanies provide the names and addresses of their 10 largest
sh All other companies must provide the details of all their shareholdings. This
atjgnis updated through the annual return.
eficial owners are included on the companies register, we are interested in whether

ou think there should be any changes to the require,'nents for share registers.

incorpgnat

Do you have any views en whether any changes are needed to the requirements for company
share registers? ! .

insolvency-matters
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Commencement and other factors

153. If there is a change from the status quo, then there would be a period of time before the
changes took effect to give corporate entities, and beneficial owners, sufficient time to
prepare. We don’t currently have a view on how long this period would be, as it would
depend on the final design of the option. However, we are interested in whether you have
any views on the commencement and any other factors you think we should consider.

Are there any other factors that MBIE should consider?
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6 Other measures to combat misuse

154. We are interested in your suggestions of any other actions that could be put in place to
reduce the misuse of companies and limited partnerships. By ‘misuse’, we mean using
corporate entities to facilitate or hide criminal activities such as fraud, drug and people
trafficking, money laundering and tax evasion.

155. This section is split into two parts. The first identifies some measures that ink could
be implemented relatively easily and at little cost. These measures will
development, but we are interested in your initial views, particula
effectiveness of these measures. The second part outlines so t 3takeholder,

have raised concerns about. We are interested in obtaini bett rstanding abo
these concerns and more evidence on the scale of th @and the harm @

Possible additional measures

A: Collect more information about corpor @ %

156. Currently, companies may choos lude on the

what industry they are eir principal pla . This information is not
verified.

157. The govern

dustry information as public data on
itfess Numben (NK pgister. If the proposal goes ahead, all

infor could be used to identify corporate entities tr‘at are more
wgver, it would be difficult to verify this information which may
sts or lengthen the registration process. We are interlsted in your

increasg,co
vie hat(if any) additional information about corporate entities needs to be
e cdMmpanies to have an IRD number |

@ 9. When someone registers a company, they are able to apply for an IRD number at the same

time. The majority of company registrations do so. Alternatively, companies could be
automatically assigned an IRD number on registration.

160. As most companies already apply for an IRD number on registration, there should not be
any additional compliance costs for this. . It could allow IRD to request beneficial
ownership information about the company under the Tax Administration Act. This could
provide an additional source of beneficial ownership information to help verify its
accuracy.

161. When applying for registration, a corporate entity must provide information on their
registered office, their directors/general partners, their shareholders/limited partners and
(for companies) their ultimate holding company. The Registrar may also request additional
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information, such as proof of a director’s identity. We are interested in whether corporate
entities should have to meet any other requirements.

C: Strengthening the Registrar’'s powers

162. The Registrar is responsible for taking compliance and enforcement action against those
who fail to comply with or breach their statutory obligations. The Registrar's powers and
tools include:

a. requiring a person to confirm that information provided to the Registrar is correct, or
to correct that information

b. requiring relevant documents to be provided for inspection, and to ies of the
documents

¢. prohibiting someone from being a director of a company. e kcurrstances thi
can be done through court order (eg for persistent nop-compliance With the

Companies Act or acting in a reckless or incompetex hner in the perfor,
their duties as a director) or through notice to (eg where
satisfied that the mismanagement of a co being put j
d. removing a company from the registe egistrar h
believe that:
i.  the company is no longéhcarryink but business
ii. the company ha dto nd to a reque firm or correct information
iii. thecomp 0 tor or shar tentionally provided inaccurate
informatic
iv. ; pa r a direct older) has persistently or seriously failed to

nies Act or Financial Reporting Act 2013
e.

duties u t
kg a warnin r@i company on the register
hg prosecution aches of statutory obligations, which may result in court
@ ordered fin§icial penalXies or imprisonment for certain offences. }
We are jnterk

at changes could be made to increase the powers and number df
eA0the Registrar. Some ideas we would like your thoughts on include:

.

g\additional enforcement tools that do not require court action, eg infringement

%\N es, enforceable undertakings or administrative banning or removal orders. An
fringement offence may be appropriate when there is a minor breach of the law (eg
% an obligation to keep :‘lcords) and non-compliance is straightforward to determine teg

the corporate entity does not have that record). Additional enforcement tools would

@ enable enforcement action to be undertaken more quickly and at lower cost than
through the courts.

b. Expanding the grounds under which corporate entities can be removed from the
registers, for example if they are convicted of breaches of AML/CFT Act. Removing
companies that have been misused should increase the integrity of the register.

Do you have any thoughts on any additional measures that could be taken to combat the
misuse of corporate entities?
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Some areas of potential concern

Nominee directors

164. We understand ‘nominee directors’ to mean someone who has been appointed as a
director of a company but who acts on behalf of another person or organisation.

165. One indicator of a company at risk of being used for criminal purposes is the use of
nominee directors. In the case of SP Trading, its sole director was a New Zealand-based
nominee director who had signed a power of attorney handing over all authority for the
running of SP Trading to two Ukrainian individuals.

166. The Companies Act does not distinguish between different types of dir ILdirectors
have exactly the same duties.
re

167. We are interested in knowing more about when nominee dire d, particula
what role they play in the governance of a company and t are th@dadvantages.and
disadvantages of using nominee directors. @

Are there legitimate purposes for using a ng
if nominee directors were expressly prohil

Registered overseas companie
168. All companies in t side of New

Dr? What we(id ations be

iefrom any overseas country) that

carry on busi ealand are L registered on the overseas companies
register. uiremen to have a New Zealand resident director in
ord siness hexg required to provide details of:

s and resid ses of the directors of the company as at the date of

pplication fo%
evidence o@p y's incorporLtion and a copy of its constitution ]
1 v company’s princ'pal place of business in New Zealand |

gine and address of one or more persons resident or incorporated in
gland who are authorised to accept service of documents on behalf of the

We have heard that some companies dn the overseas register may misrepresent their
status to portray themselves as a New Zealand registered company. This allows them to

trade on New Zealand’s good reputation. Some overseas companies have been allegedly
involved in financial crimes overseas.

170. We are interested in any examples you have of overseas companies misrepresenting their
registration status and hearing about any other concerns you have about registered
overseas companies.

171. This paper looked at the beneficial ownership requirements on New Zealand registered
companies and limited partnerships. We are interested in whether there should also be
obligations on overseas companies and limited partnerships that do business in
New Zealand to provide the Registrar with information about their beneficial owners. if so,
should this information be publicly available or kept confidential by the Registrar?
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| Bo you think there should be obligations on companies and limited partnerships onthe
overseas registers to provide information about their beneficial owners? :

Trust and company service providers

172.

173.

174.

17s.

Trust and company service providers assist people with setting up a corporate entity. They
may also provide registered address services or offer to act on behalf of the corporate
entity (eg as a nominee shareholder or director).

We have heard some concerns about TCSPs being involved in setting up companies that

have subsequently been linked to illegal activities. The Police have identifi t
companies at risk of misuse have often been set up from overseas, and seas-based
TCSP may be involved in the registration process.

TCSPs based in New Zealand are already subject to some regul% y. As part o
AML/CFT regime, they are subject to supervision by the men 2

are required to undertake risk-based due diligence tial custome
Companies Office carries out regular site visits of i ra{fon agents, ipet

TCSPs, to check that they hold the necessa ords for thejr
We are interested in hearing whether reas of p e

operation of TCSPs or other compa ?}b agents. ;
O
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7/ Recap of questions

Do you agree with'the nature of the problem? Do you have any views on the size of the
problem? Do you have any evidence to support these views?

‘What do you think are the benefits from increased transparency of beneficial ownership
information?

LN

Do you have any information on your organisation’s current complian
i collect beneficial ownership information?

Do you think your. compliance costs would increase, decrea ay/tha same under.}
different options? Would the change be significant? ﬂ

2\
®©

Bo you have any comments on our preliminary a{ﬁk\ e opt|ons'r’

What is your preferred option? (W &\\
N
What are your views on who shouhig\%\]}&i asa ben?ﬁ\am\é corporate entity?

What information do you t@ld be collected %ual owners?
2 -

What information ik ould not be publicly available, and
in'what circu

. at should be placed on beneficial owners? Do
s on hoxg{ igations should be enforced?

ik ou think| @\}les should update the beneficia} Pwnershlp informatlon

: ey hold‘?(\

What W the'enforeement mechanisms that should be available toithe
Registriat?
[ )
Nese s

mk there are any types of eorporate entities that should be excluded from the
at I'!'S? |

What are your thoughts on how frequently, andiin what circumstances, the registers should
be updated?

What are your views on what verification should be undertaken?

What are your views on having a unique identification number for beneficial owners?

Do you have any views on whether any changes are needed to the requirements for company.
share registers?

Are there any other factors that MBIE should consider?

Do you have any thoughts on any additional measures that could be taken to combat the
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Ah T i T T it

Ave there legitimat
'if nominee direet

ninee director? What would the implications be

'Doyou think there should be obligations anicompanies and limited partnerships on the
« ters: e information about their beneficial owners?.

Doyou have any information about problems related to TCSPs?

== —_— — ——— ——

. Are there any other areas of concern?
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Annex 1: International registers

Recent developments in selected countries

1 This annex provides a summary of the approaches taken by some other jurisdictions to
beneficial ownership information.

2. Where a beneficial ownership register has been put in place, a variety of different
approaches have been taken. A summary of the key requirements on com@ three

countries, the United Kingdom, Singapore and the Republic of Ireland, is j in this
annex.
3. Recent developments in other jurisdictions include: @
a. The European Union: Under the 4" AML Directive, E

to law enforcement and tax authorities a#d

beneficial ownership registers for
interconnection between natio

put in place verification mebsyre prove the ascu he registers®. The
European Parliame d.Cou eed to formall e the proposed changes.
Member states have up to 18 1 ielude any changes in national
legislation.

b. HongKo 18, Hong KOrEiQuadyced a Significant Controllers Register for
com ny of the R .%, fthe Hong Kong register are similar to

InJune 2017, Bills were introduced to the United States House of
d Benate to require companies to disclose their beneficial ownlers
sre'formed®. A previous Bill on beneficial ownership information failed in

%@%e Kingdom | 1
@ The United Kingdom introduced a Register of Persons with Significant Control (PSC

register) in 2016. The PSC requirements apply to companies, limited liability partnerships,
Societates Europaeae and eligible Scottish Partnerships. Companies that have voting
shares traded on a specified regulated market are exempt.

a g a compafi egister accessible to law enforcement agencies).
a: In early publicly consulted on introducing a register’. The
@ ernment is con what action is needed.

5. The UK has a central PSC register held by Companies House (the UK equivalent of the
Companies Office). Companies are also required to keep their own PSC register.

** http://eur-lex.europa.eu/leaal-content/EN/TXT/PDE/ 2uri=01:J0L 2015 141 R 0003&from=ES

™ http://ec.europa.eu/news jtem-detail.cfm?item id=610991

2 www.cr.gov.hk/en/scr/overview.htm

2 httos://treasury.aov.au/consultation/increasing-transparency-of-the-beneficial-ownership-of-companies/
B www.con .aov/bill/115t, ess/senate-bill/1454; www.conaress.qov/bill/115th-conaress/house-
bill/3089
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10.

11.

Companies can choose to keep their own PSC register at Companies House instead. A
company must keep a register even if they do not have any PSCs.

Companies must take reasonable steps to identify if there are any people who have
significant control over the company. A PSC is defined as:

a.

b.

Companies must contact their PSCs to confirm if thy

and obtain information about them. This info i
a. name
b.

an individual who:
i directly or indirectly holds more than 25 per cent of the shares
ii. directly or indirectly holds more than 25 per cent of the voting rights

iii. directly or indirectly holds the right to appoint or remove the majority of

directors
iv. otherwise has the right to exercise, or actually exercises, sign ence or
control ( g
a trust or firm without legal personality that would satisfy %h bove four
conditions if it were an individual. %
et the S

date of birth
¢. nationality
d. country, state or UK'Where the P i\e's
€. service addrg

f.
8.

usual resi % ess
e li>| dual beca company
) the conditi a PSC the person meets

%? restrictions on ing the PSC’s information that are in place. It may be possible

Companje:
entj i

(o] suppres%in mation v}here there is serious risk of violence or intimidation.

record anothér legal entity on their register as a PSC if that legal
Cregister or its shares are traded on a specified market. For example,
publicly available PSC register for Aston Villa Football Club Ltd will not
close that Mr Jiantong Xia is a PSC. That information is obtained by searching a
of UK incorporated companies from Aston Villa Football Club Ltd to Recon Football

1 t

td to Recon Sports Ltd to Recon Grdup UK Ltd to Mr Xia.

Companies must update their own register within 14 days of knowing of a change, and
update the central register within a further 14 days. If they keep their own register at
Companies House, they must update the register within 14 days of knowing of a change.
When the PSC register was first introduced, the central register was updated as part of the
annual confirmation process. This was changed in 2017.

Anyone with a proper interest may request access to a company-held register free of
charge. The company may charge a fee to provide a copy of their register. All information
about a PSC must be made available except for the PSC’s residential address.

The central register is publicly available, except for a PSC’s residential address and their
day of birth (their month and year of birth is publicly available).
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12.

13.

14,
15.

Singapore

16.
17.

18.

%

20.

21.

Someone who may be a PSC of a company must:

a.

b.

C.

respond to any requests from the company for information or to confirm information

alert the company that they may be a potential PSC if they have not heard from the
company within one month of becoming a PSC

update the company if their information changes.

It is a criminal offence not to respond to an information request from a company. If
someone repeatedly fails to respond, the company may apply restrictions on the shares or

rights in the company held by that person. It is also an offence to provide false information
on the register,

companies that are Singaporg

The information on the register is not actively verified by Companies Hag @
Further information on the UK’s register is available at:

S

xe
finapsiglinstitutions o overnment owned.

Singapore introduced a Register of Registrablé pollers in Ma
Companies, foreign companies an lity partnersRjps akg\tequired to keep a
register, unless they are exem tag businessesnc isfed’companies and

|

Companies keep thet ‘: ister. There is
the Minister to astablish a\cértral register e

apréed standar mented by major financial service

F’company is %du or legal entity that has a significant interest or
) including:

19. A R
ign eontrol ovept
@3\ interest i mor% per cent of the of the shares
' ; 3 c.

t
x rig ppoint or remove directors who hold a majority of the voting rights at

holdin r ith more than 25 per cent T the total voting power in the company
in more than 25 per cent of the capital or profits of the company

ors’ meetings

ter. The legislation allows for
t'that a central register becomes a

olding more than 25 per cent of the rights fo vote on matters that are to be decided

upon by a vote of the members of the company

exercising or having the right to exercise significant influence or control over the
company.

Companies must take reasonable steps to identify their controllers. They are also
responsible for keeping the register up to date and correcting inaccuracies. They must
send information notices to controllers that the company knows or has reasonable
grounds to believe to have changed or are inaccurate. The register must be updated within
2 business days of receiving the information from controllers.

The information collected on controllers who are individuals is:

a.
b.

full name and any aliases

residential address
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22.

23.

24.

25.

27.

28.

31.

S
The Republic of Ireland @

26.

&

¢. nationality
d. identification card number or passport number
e. date of birth

f. date on which the individual became a controller of the company and the date they
cease to be a controller (if applicable).

Companies can stop tracing their controllers once they reach another entity that also has a
register. They must state on their register if they have no controllers.

The register is not available to the public. Companies must provide access to their register
if requested by the Registrar, the Accounting and Corporate Regulatory Aut
or law enforcement agencies (including Inland Revenue). Public agencie
information on the register for the purposes of administering or enferci

The company is not liable if recipients fail to respond to a noti e IRaccurate
responses. They must note on their register if the control as nohcgnfirmed their
details. Companies can face financial penalties up to or failing to compliWith

their requirements.

Further information on Singapore’s register i
egister of controllerSy

A

hold their own beneficial
ith the EU’s 4™ AML Directive.

Since November 201 panies have be
ownership registe ments are '

Companies m nable step 0 -‘ lequate, accurate and current
informatt b eir benefici

if th a regulated market that is subject to disclosure
or subject to equivalent international standards
arency of ownership information.

definition of beneficial owner ljrom the EU directive (see box

|

€q

Th

e, date of birth, nationality and residential address of each beneficial owner
must be a natural person)

a statement of the nature and extent of the interest held by each beneficial owner

¢. the date that the beneficial owner was entered into the register, and the date that
they cease to be a beneficial owner (if applicable)

d. if, having exhausted all possible means and provided there are no grounds for
suspicion by the company, no natural persons are identified, or there is any doubt that
the persons identified are the beneficial owners, the register must contain the names

of the natural person(s) who hold the position of senior managing official(s) of the
company.

If a company does not already hold information about its beneficial owner, it must give
notice to that beneficial owner or to someone it has reasonable cause to believe knows
who its beneficial owners are. The beneficial owner must reply within one month.
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32. Someone who is a beneficial owner must notify the company if they do not receive a
notice requesting beneficial ownership information. They must also notify the company of
any relevant changes in beneficial ownership.

33.  Acentral beneficial ownership register is being developed and is expected to be in place in
early 2018. it is intended that initially access to the central register would be limited to law
enforcement. Further work is being undertaken on the feasibility for the central register to
be public and the levels of access, and will depend on the 5" AML Directive.

34.  Further information on The Republic of Ireland’s register is available at:

www.cro.ie/Reqistration/Beneficial-Ownership

X
%

Box 2: Definition of beneficial owner for companies in EU Directive

Any natural person(s) who ultimately owns or controls the ¢ r or the na ) on
whose behalf a transaction or activity is being conduct s at least:

i.  the natural person(s) who ultimately ow a legal entj r ct or indirect
ownership of a sufficient percentage or voting righ wnership interest in
that entity, including through be s dings, or throu trolAia other means,

other than a company listedop ar market tha disclosure requirements

consistent with Union law Pject to equivalen standards which ensure
adequate transpare 5 ship i 31

A shareholding
customer
of 25%plus

corp , which is ntrol of a natural person(s), or by multiple corporate

tie are und the same natural person(s), shall be an indication of
@ wnership. This appij ithout prejudice to the right of Member States to decide

a lower perc ge may-be an indication of ownership or control. Control through other
eans may ijed, inter alia, in accordance with the criteria in Arlticle 22(1) to (5) of
Directi of the European Parliament and of the Council.

i. if

hausted all possible means and provided there are no grounds for
person under point (i) is identified, or if there is any doubt that the person(s)
d are the beneficial owner(s), the natural person(s) who hold the position of senior
naging offﬁcial(s), the obliged entities shall keep records of the actionsltaken in order to
Q identify the beneficial ownership under point (i) and this point.
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Annex 2: FATF recommendation 24

Box 3: FATF recommendation 24

Transparency and beneficial ownership of legal persons

Countries should take measures to prevent the misuse of legal persons for money INg or
terrorist financing.

Countries should ensure that there is adequate, accurate and timely info n dpythe beneficia
ownership and control of legal persons that can be obtained or ac in a tipely fashion by
competent authorities.

In particular, countries that have legal persons that are able pBeacey Sk
warrants, or which allow nominee shareholders or non{ir s, should jake kffedtiye
measures to ensure that they are not misused fo 3 2
should consider measures to facilitate access @‘ i
financial institutions and designated non- ions\undertaking the
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