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PREFACE

This assessment of the antoney laundering (ML) and combating the financing of terrorism
(CFT) regime of Mexico is based on the Forty Recommendations 2003 and the Nine Special
Recommendations on Terrorist Financing 2001 of the Financial Action Task Force (FATF) and was
prepared using the AML/CFT asssment Methodology 2004, as updated in June 2006. The assessment
team considered all the materials supplied by the authorities, the information obtained on site during their
mission from January4ithrough 30, 2008, and other verifiable information subsatly provided by the
authorities. During the mission, the assessment team met with officials and representatives of all relevant
government agencies and the private sector. A list of the bodies met is set out in Annex 1 to the detailed
assessment report.

The assessment was conducted by a team of assessors composed of three staff of the International
Monetary Fund (IMF) and three expert(s) acting under the supervision of the IMF. The evaluation team
consisted of: Richard Lalonde (LEG, team leader); Mbxasquez, Ernesto Lépez (LEG, financial sector
experts); and Mariano Federici (IMF Technical Assistance Officer under LEG supervision, legal expert),
Federico DiPagjuale (legal expert under LEG supervision), and Bernardo Mota (financial intelligence unit
expert). Mr. Alejandro Montesdeoca, Executive Secretary of the South Americandtfi@ Regional
Body (GAFISUD), and Ms. Rachel Fedewa, from the U.S. Treasury Department and on behalf of the
FATF, participated as observers during the assessment vipiidsyagreement with the authorities. The
assessors reviewed the institutional framework, the relevant AML/CFT laws, regulations, guidelines and
other requirements, and the regulatory and other systems in place to deter and punish money laundering
(ML) and the financing of terrorism (FT) through financial institutions and DesignatedA\@mcial
Businesses and Professions (DNFBPs). The assessors also examined the capacity, implementation, and
effectiveness of all these systems.

This report provides a sunary of the AML/CFT measures in place in Mexico at the time of the
mi ssion or shortly thereafter. It describes and
compliance with the FATF 40+9 Recommendations (see Table 1), and provides recomme aaatiow
certain aspects of the system could be strengthened (see Table 2). The report was produced by the IMF in
the context of the Financial Sector Assessment Program (FSAP) of Mexico. It was presented to the FATF
and endorsed by this organization aipiisnary meeting of October 2008. The report was also presented to
and endorsed by GAFISU&t its plenary meeting of December 2008.

The assessors would like to express their gratitude to the Mexican authorities for their excellent
cooperation and assisize throughout the assessment mission.



EXECUTIVE SUMMARY

Key Findings

As has been the case in other countries, Mexico now faces an unprecedented threat to its national
security and stability from drug trafficking and organized crime. Powerful druglsaresorting to
extreme violence, have extended their activities across various parts of the country, and these activities
pose significant challenges to the Governmdittis situation reflects the magnitude of financial and
economic resources and povegrthe disposal of drug cartels and organized crime. The economic power of
the criminal organizations helps them to continue operating and undermines good governance and the
authority of the State.

In response, the Mexican government has instituted egegentedmeasures to support law
enforcement activities against organized crime and drug trafficking. The authorities have recently approved

an Alntegral Strategy Against Organized Crimeo0o a

interagencya gr eement entitled the fANational Agreement
authorities are also working to complete an AML/CFT National Strategy before the end of 2008.

There is strong political and institutional commitment to tackle €@nd money laundering (ML)
in Mexico. The authorities have taken a number of measures to counter the significant ML risks connected
with drug trafficking, organized crime and related offenses, and they remain alert for any indication of
terrorism or finaning of terrorism (FT)The authorities perceivihatthe threat of terrorism financing in
Mexico arises primarily from terrorist methods supported by organized crime, and from the proximity and
close relation with other countries that face serious temotireats.

Overall,Mexico has made progress in developing its system for combating ML and FT since its last
assessment by the FATF in 2004, but further work is needed to strengthen it. First, the laws criminalizing
the ML and FT offenses are compmaisive but do not fully meet international standards, and there is
scope to significantly improve their implementation. In particular, laws and procedures do not adequately
provide for the freezing without delay of terrorist funds or other assets of patssignated in accordance
with relevantUnited NationsSecurity Council resolutiondJNSCRs) Given the extent of drug trafficking,
organized crime and other predicate criminal activities, the ML offenses are not being adequately
investigated; the authdies have obtained only 25 convictions for ML since the criminalization of the ML
offense in 1989. During the period 20@007, prosecutors secured 149 indictments for ML, but only two

f

were related to financi al i n tarcibl inteligenoecueit (FIWB.por t s pr

Coordination arrangements among the intelligence, investigation and prosecution agencies have
been strengthened recently but need to be further developed as the new relationship evolves. The
insufficient resources allotsd toi nvesti gation wunits of the Deputy
Investigation of Organized Crim&EDO)have i mpeded Mexicobs capacity
prosecutions of ML offenses in an effective maniiée structure and procesdes case management by
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SIEDO also neetb be improved, andrpsecutors and judges could also benefit from additional training on
AML/CFT issues.

The FIU has made progress in developing its financial intelligence infrastructure and staff, and it
has markdly improved its working relationship with the prosecutorial authorities aOffiee of the
Attorney General (PGR). Th€ax Administration ServiceJAT) and the FIU need to work together to
ensure thdull, timely and secure access gaspicious trans#éion reports $TR9 from exchange centers,
money services businesses and certain other businesses. The FIU currently does not have direct access to
criminal records due to legal constraints, excepp@st with respect to cases or subjects informed by the
FIU to the PGR.The number of staff remains low relative to the large volume of reports it receives and
the other activities assigned to it. However, to help it cope with the volume of STRs, thea&IU
considered measures with reporting entities to rediverreporting and has adopted automatedi r ¢ s k
basedd system to filter cases that do not merit ¢
expected to conclude at the end 2009, the FIU has embarked upon a project to significaeabeiits
staff resources.

The AML/CFT preventive measures are comprehensive, contaibasgd elements, and are being
implemented across all the principal ssédrtors of the financial system. Nonetheless, the AML/CFT
regulations are still evolvingparticularly for the nordeposit taking sectors, and they should be revised to
add clarity and consistency. A key challenge is the lack of staff and resource capacity of the SAT to
enforce registration requirements and conduct ongoing AML/CFT supervilsiba gery large number of
foreign exchange centers and remittance operators. This challenge is being compounded by the increasing
number of unregulatechulti-purpose finane companiegSOFOMES) coming on stream, a product of
deregulation of limited purpesfinan@ companie (SOFOLES) that are engaged in e.g. lending, leasing,
and factoring. Notwithstanding these challenges, all of the supervisory authorities are implementing fairly
comprehensive orite AML/CFT supervision which is largely focused on regoly compliance and
which could benefit from the introduction of more ris&sed processes.

There are no AML/CFT legal or regulatory measures, nor supervision, for any of the categories of
FATF designated nefinancial businesses and professions (DNBBRxcept for trust services which, by
law, can be provided only by licensed financial institutions. The lack of measures with respect to the other
categories of DNFBPs represents a significant gap in the AML/CFT regime. In addition, no review has
been caducted of the domestic nonprafitganization (NPO3ector to support the adoption of measures to
prevent the unlawful use of legal persons in relation to ML and FT.

Mexican authorities have been cooperating effectively with authorities from otherriesunt
particularly in the area of mutual legal assistance and extradition involving ML and related crimes.

Legal Systems and Related Institutional Measures

The ML legislation applies tthe proceeds of all crimes committed in Mexico and includes all of
the designated categories of offenses under the FA@émmendationsThe principal ML provisions are
contained under Article 40Bis of the Federal Criminal Code and complemented by the provisions in the

1 In Mexico, applicable DNFBPs include real estate agents, dealers in preciols aneltatones, lawyers, notaries
and other independent legal professionals and accountants, and company services providers.
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Federal Law Against Organized Crime. The Federahitil Code applies more severe criminal sanctions
for ML that is committed by members of a criminal organization.

Mexican law allows for the prosecution of persons who commit both the predicate offense and the
ML offense (seHlaundering). The offense ®fiL extends to any type of property, regardless of its value,
that directly or indirectly represents the proceeds of a crime.

Criminal liability for ML or FT currently does not extend to legal persons but recently proposed
legislation may allow for it. Té law provides for administrative and civil sanctions against legal persons if
a member or representative of a legal entity engages in criminal conduct in the name of, on behalf of, or for
the benefit of the legal entity.

While the ML criminalization praisions are generally broadhdre are a fewechnical deficiencies
that could affect implementation. These include the lack of an explicit criminalization of the conducts of
ficonceal ment or di sgui se, 0 and the omereéehdéppsses
Mexican criminal law provides a broad range of procedures and tools to attach and forfeit property.
However, t he |l egi sl ati on does not provi de for
correspondi ng v al sir®provisibnrfor @evehting ar woiding contractsma dtheer acts in
which the persons involved knew or should have known that as a result of those contracts or acts the
authoritiesdéd ability to recover propealdoyassatbj ect
implemented legislation or procedures to enable the freezing of terrorist funds or othewitissetslelay
of persons designated in accordance with relevar@ CRs

The authorities are committed to increasing the number and signifiednpeosecutions and
convictions for ML.Notwithstanding the 149 indictments for ML issued by the PGR since 2004, there
have only been 30 judicial decisions, 25 of which resulted in convictions and five in acquittals. These
figures are indicative of a laak capacity at the judicial level and the need to strengthen evidence used by
PGR to support its indictments. Moreover, most of these convictions resulted from uncomplicated
investigations arising out of seizures of cash at the airports and bordersthehdefendants were unable
to demonstrate the legal origin of funds. Given the level and sophistication of organized criminal activity in
Mexico, these results reflect a disappointing lack of effectiveness in implementation of the ML offense.
The ongoing dvelopment of a national strategy to combat ML and FT should help lay the foundation for
more effective implementation of the ML and FT legislation.

There is also currently close collaboration between the FIU and PGR, and the relationship between
these tw entities has been evolving and improving over time. Nonetheless, it could benefit from more
formal arrangements as work processes are developed. Enhanced us@enéiited reports would also
lead to more effective ML investigations and prosecutions.

In June 2007, terrorist financing was criminalized under the Mexican Federal Criminal Code, which
di stingui shes between fidomestic terrorist financ
financing is also a predicate offense to money larindand is a serious felony under the Federal Code of
Criminal Procedures. When committed by members of organized crime, such offenses are subject to more
severe sanctions.

The international terrorist fi namtiddiredionthd ens e
UnitedNatiorsd  ( Wengrist Financing Convention. However, the legal provisions do not fully comply
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with SR 11. While the UNG6s Terrorist Financing C
death or serious bodily inj@s, the law seems to focus on what is used to carry out thdtaxt.
requirement to demonstrate that the terrorist act generates alarm, fear, or terror to a population or to a
group or sector thereof is not cimantiag Conventioh, aswhet h Al
Convention only requires that ithe purposeo of
population. Moreover,while the H offense covers the financing of a significant number of terrorist acts,

it does not extendhe financing conduct to all of the acts that constitute offenses within the scope and
definition of the treaties |isted in the annex of
to all situations where a person may willfully provide fantl only covers the provision of funds through

the Afinancing, 06 Acontributing, 06 and fAprocuringo
any meanso as required by the standard. Mor eover,

The FIUhas made progress in developing its financial intelligence infrastructure and staff capacity,
including improving its working relationship with the prosecutorial authorities at the PGR. At the time of
the onsite visit, it was not fully receivinguspicios activity reports in a timely way sent through the SAT
by foreign exchange centers and money remittdtsreover, it does not have full legal authority to access
criminal records to inform its analytical workhe number of staff relative to the volumé keports it
receives and its current and future workload is inadequate, even though the FIU has implemented an
automated rislbased system to filter out cases that do not merit deeper analysis. As part of an ongoing
restructuring project of the FIU, itsadf will be increased significantly.

Preventive Measures Financial Institutions

The various financial sector laws establish the principal AML/CFT preventive obligations for
financial institutions. In turn, the AML/CFT legal provisions are implerdnthrough regulations

( Misposiciones de Caracter Geneva) i ssued under such | aws. Al l t h
for financial institutions are contained in these regulations. In addition, the Ministry of Finance and Public
Creditcan alsoisswer i tt en ¢ o m@figiosd )c atta ofnisn d mc i al institutio

and interpreting the provisions in the regulations. Both laws and the subsidiary regulations are enforceable
and sanctionable in accordance with the provisions ésell in the applicable financial sector laws. The

FIU, National Banking and Securities Commission (CNBV), and financial sector representatives jointly
issued a set of best practice guidelines to help improve the quality of STRs submitted to the FIU by
financi al institutions subject to CNBV6s supervisio

At the time of the mission, the AML/CFT laws and regulations covered all of the known financial
activities applicable to Mexico as set out lunder
regulations impose detailed AML/CFT requirements on the financial sector for; inter alia, CDD; record
keeping, large and suspicious transaction reporting, internal controls, compliance management
arrangements, and training. However, Mexico has not gaedsimplementing AML/CFT regulations for
the recently deregulated SOFOMES. Unregulated SOFOMES ardepasit taking financial institutions
(e.g. engaged in lending, leasing, factoring) that are not members of a regulated financial group. The
absence ofsuch regulations, combined with a recent sharp increase in the number of SOFOMES in
Mexico, constitute a significant vulnerability in the system.

2 More recently, the authorities have indicated that these obstacles had been overcome but the mission is not in a
position to veify the effectiveness of the reporting arrangement with the SAT.
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The Mexican authorities acknowledge the need to upgrade and align the 2004 AML/CFT
regulations (e.g. for theecurities, insurance, money services sectors) with the 2006 regulations (for the
banking, savings and loans, and SOFOLES sécfbhere is also a need for greater clarity in some of the
provisions, including for internal and cressctoral regulatory ewmistency with respect to CDD for
business relationships and occasional transactionsbaskd provisions, and suspicious transaction
reporting. The CDD requirements also need to be enhanced in key areas such as for recently established
corporate entitie that have not completed incorporation requirements, and for insurance policyholders.
The authorities expect to issue new regulations by the end of 2008.

Implementation of the regulatory requirements by financial institutions is more advanced in the
core financial sector entities (i.e., depetsiking, insurance, and securities), but less so in some
systemically important and risky sectors (i.e., foreign exchange centers, money remitters and unregulated
SOFOMES). The authorities estimate that a largpgntmn of the thousands of foreign currency exchange
centers and money remitters have now registered with the SAT (the designated AML/CFT supervisor), but
a significant number has not done so.

All of the AML/CFT regulations include riskased element$or purposes of CDD and the
authorities are to be commended for implementing such practices. Going forward, thdsasetsk
provisions could be better supported with sespmecific guidelines, and refinements to the simplified
CDD regime allowed for inhie regulations. The authorities should also consider conducting a systemic
assessment of ML and FT risks in Mexico to support the development and implementation of preventive
measures regime.

Recordkeeping and CDD requirements for introduced businesshan parties are generally
comprehensive. However, they could be improved, as is how being contemplated by the authorities, by
specifically requiring that the necessary CDD information be obtained immediately by the financial
institutions. The thresholtbr recordkeeping and other requirements with respect to wire transfers should
be reduced from the equivalent of US$3,000 to US$1,000 in line with the standard.

There is a clear obligation to report suspicions of ML and FT, but the obligation doesemat tx
suspected financing of international acts of terrorism (except in relation to lists issued by international
organizations or foreign countries). Most sectors are actively filing reports but there is a need to improve
their quality and reducethemaur r ence of fAdefensivedo reporting.

There are four principal supervisory authorities responsible for AML/CFT compliance supervision,
and for the enforcement of requirements. All of them have broad powers to obtain access to and inspect the
businesses undeheir jurisdiction and to sanction for noncompliance. In practice, they have applied
administrative sanctions (e.g., fines) for noncompliance with the AML/CFT regulations. However, most
fines have been applied by the CNBV and their average amount haseltegesely low, particularly for
the larger institutions.

Most supervisory agencies have implemented relatively comprehenssite @upervisory systems
for AML/CFT compliance. Supervision by the CNBV is more advanced in terms of processes and
capadty, and it has developed a specialized AML/CFT supervisory unit. However, it could enhance its
offsite AML/CFT processes, and undertake more-baked and consolidated AML/CFT supervision.

12



Limited staff resources have prevented the SAT from fully impleting AML/CFT supervision of
foreign exchange centers and money remitters. It has about 4,380 such entities subject to its supervision,
and the transfer of unregulated SOFOMES (currently 634 entities and rapidly increasing) under its
supervision will futher compound this problem. There is a potential of contagion risk for other financial
institutions, e.g., banks that transact with these businesses. Nonetheless, the SAT indicated that it has
conducted around 800 inspection visitsltie.

With respecto the insurance and bonding sectors, there is a need to strengthen supervision of the
channels of distribution, in particular enforcing the training and oversight requirement placed on insurance
and bonding companies with respect to their agents. A rewietlve contracting arrangements between
these companies and their agents is also recommended to support implementation of the regulatory
requirements.

Preventive Measured Designated NorFinancial Businesses and Professions

The AML/CFT preventive meases have not been extended to DNFBPs. The only requirement
that applies to this group is an obligation under the Income Tax Law to report cash transactions to the SAT
in excess of Mexican pesos $100,000 (equivalent to approximately US$10,000). Thiskkgation
imposed on all taxpayers atNPGs. In addition, notaries public are required to report to the SAT every
purchase of real estate in Mexico in which they participate regardless of the method of payment. This
information is available to the FIU fé&¢ML/CFT purposes.

All types of DNFBPs are active in the Mexican economy. However, by law the administration of
fifideicomiso8 can be done only by desi gnfaeicemis@dl ii cse nbsreoda dfl
similar to a trust). Casinos are hibited by law, including slot machines, except during regional fairs, in
which case they require a temporary license. One to five such casino licenses are issued every year. The
authorities are unable to prevent the existence of many unauthorized gaathige establishments due
to resource limitations and gaps in the applicable legal framework which allow these businesses to pose as
games of skill and not of chance. According to the authorities, these businesses are perceived as legitimate
by the commurties in which they operate, including by financial institutions, and this makes them
vulnerable to money laundering and exposes the financial institutions that conduct business with them.

Legal Persons and Arrangements & No#Profit Organizations

Mexico has not taken concrete measures to prevent the unlawful use of legal persons in relation to
ML and FT. Moreovercompetent authorities in Mexico are not able to obtaidanothave access to
sufficient, accurate, and current information in a timely ifashon beneficial ownership and control of
legal persons.

Legal persons created under Mexican law are not able to issue bearer shares. However, the
shareholder of a Mexican entity can be a foreign bearer share company incorporated in a jurisdiction that
allows the issuance of such sharkkexico does not have specific measures in place to help prevent
Mexican subsidiaries of such bearer share companies from being used for illicit ML.

13



Only designated | icensed ffideicamso® ailn i Mesxii ¢ a.t iBin
institutions are covered by the preventive measures applicable to them and are hence required to obtain,

veri fy, and r efidekcomisodd e tianicllsu dd fn gt theenfef i ci al owner S
Such informatio would be available to the competent authorities. However, due to the lack of statistics on
authoritiesd requests for information, it was no
measures.

Mexico has not undertaken a review of theca@ey of domestic laws and regulations that relate to
NPOs, nor has it undertaken outreach to the NPO sector with a view to protecting the sector from FT
abuse.

National and International Cooperation

There are no legal impediments for cooperation ambegvarious supervisory bodies and other
domestic authorities in Mexico. It was evident prior to and during the mission, that there are adequate
processes for national cooperation and that such processes has been very efficient and effective.
Cooperation bsveen PGR and the FIU has been enhanced since 2007 and is currently working
satisfactorily.

Mexican authorities have the power to collaborate with foreign counterparts in their respective
areas of competence. In the majority of cases, international etiopetakes place directly between
authorities exercising similar responsibilities and functions. They have cooperated with their foreign
counterparts in the areas of mutual legal assistance and extradition. Supervisors have also entered into a
number of nemoranda of understanding with their foreign counterparts, and these have been put into
practice especially as it concerns the banking sector. The mission received comments from various
countries which highlight the significant improvements in internatiooaperation with Mexico last year.

I n particul ar, t hese countries underscorPER t he <co
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1. GENERAL

1.1 General Information on Mexico

1 Mexico was established in 18%s a federal republic. It is the fifth largest nation in the Americas

and the thirteenth largest in the world, comprising 31 states and the Federal District (Mexico City, DF

( Distrito Federab ) . It is the third most egpopulatioroestenatedatt i o n

108.76million (July 2007) of which approximately 76.5%ves in urban areas. M&o occupies a territory

of 758446 square miles (64375 square kilometers) with the three largest cities being Mexico City,
Guadalajara, and Moamtrey. To the north, Mexico ahes a border of 959 miles (3152km) with the
United States of America, and to the south it has borders with Guatemala and Belize. Itsecextestids
over 6911 miles (11122 km) along the Gulf of Mexico and the Pacfficean.

2. Mexico has a free market economy strongly linked with its North American Free Trade
Agreement (NAFTA) partnershe United States and Canada. In addition, it has entered into 12 free trade
agreements with ovelO countries including, Guatemala, Honduras, El Salvador, the European Free Trade
Area, and Japan. Its largest trading partner is the United Statesinting for approximately 84.8% of
total exports and 50.9%f total imports. The service sector is tlaegest component of GDP (70.5%
followed by the indstrial sector (25.7%). Agriculture represents 3@&DP? Mexico is the fifthlargest

oil producer in the world (3.8illion barrels per day), although reserves are declining. Pemex (Petroleos
Mexicanos) is the largest company (oil or otherwise) in Mexico and Latin America with annual sales in
2006 reaching MXN1 062.5billion (USD 100billion). The three largest sources of foreign exchaage
merchandise exports (including-lond industries), wode remittances, and tourism. During 2006,
revenues from imrnational travelers totaled USI2.2 billion.

3. Since 1994, the Government of Mexico (GOM) has maintained a floating exchange rate policy,
with the CentraBank Banco de Méxicpintervening occasimally to minimize volatility. The GOM has

also promoted markdtased mechanisms for stabilizing the exchange rate. Since OctobeBa886,de
Méxicohas permitted foreign financial institutions to open p#sooninated accounts and to borrow and
lend pesos.

4, Mexi cods Foreign | nvest melpbyforaigningedt®@soB1Poop er mi t
the capital stock of a Mexican company and purchase equity securities tvadthe Mexican Stock
Exchange. With the authorization of the Ministry of Economy, investment trusts may be established by
Mexican banks acting as trustees. The law also sets forth which commercial activities continue to be
reserved to the GOM or to Mexdn investors and the different activities in which foreign investmmziyt

not exceed 10, 25 30, or 498bthe total investment.

5. Mexicobs Constitution provides f ore, axecttiveh part i
and judicial branches. The bicameral Congress of the Federation (or Union) or legislative branch is
composed of a Senate and a Chamber of Deputies, which makes federal law, declares war, imposes taxes,
approves the national budget and intéomeal treaties, and ratifies diplomatic appointments. The executive
branch is represented by the President who is the head of state as well as the coinrchiefesf the

3 2006 estimates.
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military forces. The President also appoints, with Senate approval, the Calinathan senior officers,

and is responsible of executing and enforcing the law. He has the authority to veto bills. The Supreme
Court of Justice is comprised by eleven judges appointed by the President with Senate approval, who
interpret laws and judge a=s of federal competency. Other institutions of the judiciary are the Electoral
Tribunal, collegiate, unitary and district tribunals, and the Council of the Federal Judiciary.

6. All constituent states of the Fededatiare largely autonomous in their internal administration
and the federal GOM cannot generally intervene in any particular state's affairs. The judiciary is vested
upon the tribunals that each state establishes under its constitution. Mexico City &pitaé af the
country and seat of the power of the Union. It is independently constituted as a Federal District and is
governed by a combination of federal and city branches.

7. In the midl1 9906 s, t he | prezcesses @anberwent sgoificant cghanges to increase
impartiality and political neutrality. The elections held in 2000 mdrkke first time since the
1910Mexican Revolution that an opposition party defeated the ruling Institutional Revolutionary Party
(PRI) which had been in power for decades.

8. Organized crime and corruption are among the most urgent concerns facing Mexico which is
perceived to have a high incidence of corruption by Transparency Internatioriahpértant concern of

the GOM is the need to combat the corruption at all levels associated with drug trafficking criminal
organi zations. Measur es taken t o combat t his S C
Development Plan aimed at strengtherting institutional framework and national culture for the rule of

law. Mexico is also a party to the Int&merican Convention Against Corruption, the OECD Convention
Against Bribery of Foreign Public Officials in International Business, and the Unitednafonvention

Against Corruption.

9. As part of its efforts to strengthen antirruption and transparency in the public sector, in July
2007, a decree was issued amending the Political Constitution and legiflathevork to enhance
citizensd freedom of access to information and t

establishes legality, honesty, loyalty, impartiality, and efficiency as principles that must be observed by
public servants during ¢hperformance of their jobs, positions, or commissions. The law also establishes,
inter alia, preventive and corrective measures, including the imposition of administrative obligations,
responsibilities, and sanctions and the procedures for applicatities# sanctions. It also establishes a
registry of assets of public servants. The Federal Law of Administrative Responsibilities of Public Servants
specifies rules of conduct that public servants must observe to safeguard the principles established by the
Constitution. Failure to fulfill their obligations leads to the imposition of administrative sanctions.

1.2 General Situation of Money Laundering and Financing of Terrorism

10. The largest source of ML in Mexico is Ieved to be associated with illicit drug trafficking.
Mexico is a major drugroducing and transit nation. It has powerful drug cartels involved in the
production and trafficking of drugs including transshipment of cocaine from South America to the United
States and Europe, being two principal drug trafficking/consuming markets. In this context, Mexico is
vulnerable to ML associated with the production, trafficking, and consumption of illicit drugs. The
complexity of ML in Mexico has increased as criminafjanizations expand their influence and develop
new methods to launder their illicit funds, including through linkages with criminal groups based in other
countries.
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11 Locally produced drugs mainly include marij@aropium poppy/gum, heroin, and synthetic
drugs. Drugs produced in other countries, mainly in South America, and trafficked in and in transit through
Mexico to other countries (mainly to the United States) include cocaine and heroin. The latter is also
produced in Asia. Precursors and chemicals imported into Mexico for the manufacture of synthetic drugs
mainly originate from Europe and Asia. lllicit drug production (esp. heroin and marijuana) is largely
concentrated in the mountainous regions of Mexicoge@afly along the foothills of the Western and
Southern Mountain Range (Sierra Madre), with more limited production in the Eastern Mountain Range.
Anti-drug operations by the federal government over the lasthvee years has resulted in the following
sdzures and destruction:

20061 2008
Seizures
Marijuana (Kg) 4 223 506.62
Cocaine (Kg) 70 240.18
Heroin (Kg) 677.73
Methamphetamines (Units) 9208

Destruction

Marijuana (small) plantations 2383 843.83
Marijuana hectares 53 139.96
Opium poppy (small) plantations 179 055
Opium poppy hectares 28 426.98

Source: Mexico.

12 While the principal methamphetamine producing countries are believed to be in Asia, Mexico has
also been involved in its production adidtribution mainly destined for the U.S. market. In March 2007,
Mexican authorities seized abdusD 206 million in cash, allegedly connected with a methamphetamine
precursor trafficking organization; considered the largest drug cash seizure in higforgflacts the
magnitude of the drug production/trafficking situation in the country. To help counter production of
methamphetamine, Mexico is strengthening its control over the importation of precursor materials,
including prohibiting the importation ggseudoephedrine since Janu2®)8. The govement has seized
about 1684 kgsof methamphetamines.

13 Drug trafficking organizations operate throughout Mexico and are believed to be one of the
primary sources of ML.These organizations arsuspectedto have linkages with other criminal
organizations particularly in drug prodng countriedgn Latin America and in consuming markets (mainly

in the U.S.A. and Western Européhis would complicate the combating of drugfficking and related

money laundering requiring enhanced international coopera¥iamience from organized crime has
considerably increased in Mexico as a result of struggles among criminal organizations and actions taken
by the current Administratiorotinter alia, seizelarge quantitie®f illegal drugs (as noted above) and
generally disrupt their operations. The authorities also believe that enhaweeehesof ML in the

financial systemhas limited the capacity of such organizations to usentbes traditional financial
institutions for ML, which as also affected their capacity to operate
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14. No estimates are available of the level of ML in Mexico originating from drug trafficking and
other proceedgeneating crimesAccording to the authoritiesttampts to generate such estimates have
been hindered by thenpossibility to develop an appropriate methodolodye toinsufficient reliable
empirical evidenceThey assert that it is not possible to obtaimesgieson theamountof drug proceeds
generated in consuming countries that is transferred directly to Mdriealdition,a largeproportionof

the informal economy irMexico is associated wittemittances from Mexican immigrant workers in the
U.S.A.tha useinformal transfer systen®s aconsequence of tighter migration controls in that country.

15. ML in Mexico is believed to be carried out using a variety of schemes and institutions. In the
placement stage of Mlhulk cash smuggling from the United States, including through the use of personal
carriers (Amul eso), is believed to be commonly
insufficient empirical evidence available to determine the amount oéedscfrom drug sales in the U.S.

that is sent to Mexico. Once in Mexico, illicit funds can be structured and integrated into the local financial
system and economy. Some of these funds may-bgpa@rted to other countries such as Colombia and
Brazil, or in offshore financial centers. For example, a recent case involved the seizure of millions of U.S.
dollars (in cash) being exported from Mexico to Colombia via Panama. A major Colombian drug trafficker
based in Brazil was recently arrested and disclosedgbef a network of legal entities to launder U.S.
sourced drug proceeds woa Mexodokbtwvedaht236nipeindeéer bn
drug proceeds from Spain to Mexico through the export of precious metals by a network of Spanish,
Colombian and Mexican nationals. These cases illustrate the magnitude of illicit resources controlled by
criminal organizations, as well as the complexity of their international operations. (Source: Mexico
Detailed Assessment Questionnaire pages 101 to 104.)

16. ML affects a number of financial intermediaries including foreign currency operators (licensed
casas de cambio and centros cambiarioshayoemittance firms and banks.2006, remittances from the

United Sates © Mexico totaled about USP3 billion. While the transfer of remittances through
established financial intermediaries can reduce the incidence of cash smuggling, the volume and speed of
such (electronic) transfers also create important ML risk managemdigrges for financial institutions.

17. Criminals are also believed to use offshore financial centers (OFCs) to launder illicit funds. They
transport cash using personal couriers. In some cases, funds originatinghg United States are
transported to Panama (an OFC), Venezuela, Ecuador, and Colombia. Several preliminary investigations
are also underway by theffice of the Attorney General (PGR), through @sganized Crime Special
InvestigationsDeputy AttorneyOffice (S1 ED O, Sp ani s3ubpecuraduraydeninviestigacion
Especializada en Delincuencia OrganizajlaThese investigations include cases against former GOM
officials (PEPs) accused of corruption and who have invested large sums of moneyadasthé zone of

Baja California Sur and the Mayan Riviera. These PEPs are using front men and trusts to hold their
property. (Source: MexicDetailed Assessment Questionnaire pages 101 to 104.)

18. The integration ofllicit funds in the Mexican economy and financial sector takes many forms.
These include the purchase of luxurious automobiles and real estate. Criminals also use bank accounts to
launder their funds, including through structuring transactions, and ngakécsint investments under the

names of family members, adopting methods and structures similar to those used in the business and
industrial sectors. Mexican authorities have also identified an increase in the incidence of foreigners who
immigrate to Mexto for purposes of laundering illicit funds generated by crimes committed in their
countries of origin. With this wealth, money launderers more easily acquire social acceptance and political
protection, making detection andvestigation more difficult.(Source: MexiceDetailed Assessment
Questionnaire pages 101 to 104.)

18



19. As a result of operations initiated solely by the SIEDO involving ML or currency counterfeiting,
the following cash seizures and other relateg$tigative and prosecutorial activities had been achieved
from January 2004 to August 2007:

2004 2005 2006 2007 (August)
Cash Seizure Mexican Pesos USD 938 000 USD 433 808 USD 148 734 USD 11 450 138
Cash Seizure US Dollars USD 593 314 USD 9 294 967 USD 20 724 770 USD 10 893 445
ML Inquiries 129 89 135 154
Requests for prosecution 16 14 40 38
Arrest warrants 45 29 91 108
Criminal processes initiated 17 25 53 19
Convictions 15 7 9 9

(USD 1.00 equals about MXN 10.80 pesos).
20. Other crimes that generate significant illicit proceeds include human trafficking and arms

smuggling. The SIEDO includes, inter alia, specialized units dedicated to the investigation of drug
trafficking, terrorism, arms smuggling, kidnapgijrtrafficking in undocumented minors and organs, ML,
etc. (Source: Mexic@etailed Assessment Questionnaire

21 In an effort to combat ML and organized crime, in March 2007, the Federal Government issued a
National Strategy for the Prevention and Combating of Crime, focused mainly on public security and law
enforcement issues. (See section 1.6 of this report.) It includes a coordination agreement (March 12, 2007)
between the federal preventive police and the ingastin arm of the PGR (Procuraduria General de la
Republica) to better organize working arrangements and align their investigation and crime prevention
efforts. This should allow the police agencies to maximize the use of intelligence and to conduct more
effective and coordinated ML investigations.

22, The mission was informed that the federal agencies involved in AML/CFT efforts are drafting an
AML/CFT National Strategy that should be completed in September 2008dBr this document is
expected to outline the AML/CFT objectives and strategies that the Federal Government will implement in
the short and medium term, and will include provisions for additional human and other resources for the
various agencies involdein prevention and combating of ML and FT. It should also provide for the
establishment of an inténstitutional coordination group made up of the various federal agencies involved
in AML/CFT. An output of such group will be detailed research and asabfsemerging ML trends,
techniques and typologies used by criminals to launder funds, including the identification of geographic
concentrations of ML. It will also identify, inter alia, the legal and regulatory measures needed to deal with
this problem, a well as propose measures to strengthen the efficiency of existing AML processes.

23. In addition to the draft National Strategy document being developed, the Security Cabinet of the

GOM approved innAeguat 3008tagyfiAgainst Organi zec

its principal objective the disbandment of the operational, logistical, commercial and financial networks of
organized criminal organizations. In August, Mexico also signed an agreeméni & | éational he A
Agreement for Security, Justice and Legadityongthe three branches of the State (Executive, Legislative

and Judicial), the governors of all states of the Republic, associations of municipal governments,
representatives of the prodlive, social and religious sectors. Under such agreement, each of the parties
committed to carfpg out concreteplans of action within certain deadlines that conta®ML/CFT
elements includingstrengtheimg of the SIEDO with financial resoues, trainng, forensic services and

infrastructurein 18 months; issue of aational strategy against MIno timeframe);strengthemg
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institutional capabilities of the federal prosecutors to improve theaeffi of judicial sentences in six
months issueof a uniqwe identity cardfor citizensin threeyears consolidaibn into a singlesystem of
criminal information to assure interconnection and exchange of information among federal tand sta
agencies to combat crime in ogear. The implementation and effectivenesisthe proposed National
Strategy, the Integral Strategy Against Organized Crime and the National Agreement for Security, Justice
and Legality can only be evaluated over time.

Terrorism and Terrorism Finance

24, On June 29, 2007, Mexico criminalized both financing of terrorist activities (FT) and
international terrorism as serious crimes under the Federal Penal Procedures Code. The law differentiates
between rebellion and terrorism.

25. Drug trafficking and the escalation of drugjated violence is seen as threatening national
stability and security. Drug trafficking organizations have been using tactics that iecfuggimidation

and murder of law enforcement officasad journalists They are believed to have operational linkages
with other criminal groups considered terrorist organizations by other coumetigeshe FARC in
Colombia, and their activities may be blurring the lines between solely violent criminal aecindty
terrorist activities as defined under the FT UN Convention. To the extent that such activities are terrorist
activities, there could be an element of FT involved. No such determination has been officially made as
yet.

26. On September 10, 2007, severallezns severely damaged the pipelines and infrastructure of

the principal Mexican petroleum company (PEMEX) in the states of Tlaxcala and Veracruz. The PGR
initiated a preliminary investigation of these incidesito ascertain elements for the crimes associated with
terrorism, property damages, organized crime, and crimes against consumption and national wealth. The
results of these investigations indicate that the explosions were not accidental but werelths resu
intentional acts. Press releases announced that the Popular Revolutionary Army (EPR, for the acronym of
Ejercito Popular Revolucionarjo cl ai med responsibility for the i
PGR states that it does not yet haveisidgifit grounds to assign direstsponsibility on individuals and is

still investigating the incidentdt is not clear whether the authorities consider these acts as rebellion or
terrorism, and therefore whether FT was involved.

27. Given the recent enactment of FT legislation, no statistics on the possible extent of FT are
available, nor data to assess the effectiveness of implementation. The PGR has not initiated any criminal
proceedings with respect to terrorism or FJonsequently, there are no specific data on terrorism
financing sources, techniques, or trends, nor of the types of financial institutions or other ensties use

1.3 Overview of the Financial Sector

28. Mexico hasa diverse and relatively sophisticated financial system carrying on most of the
financial activities covered by the FATF definith o f fifi nanl coasists of Moartmiat ut i on
categories of institutions) banking;ii) nonbaiking financial intemediaries;jii) securities, mutual funds

and derivatives; and/) insurance and bonding companies. Most Fls are privately owned and can conduct
multiple activities:Two or more types of financial services companies may operate under a single financial
senices holding company. These financial groups are required to have a holding company and at least two
financial institutions which are either a commercial bank, a securities firm, or an insurance company
among others. They can be of the same type, exceptmidtiple purpose financial companies
(SOFOMES)The chart on the following page provides a more detailed description of the types of financial
institutions under eaclHf these categorigsee Figurel).
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20. Fls requre authorization from the Ministry of Finance and Public Cresitcfetaria de Hacienda

y Crédito Publica'SHCP)) or from their respective supervisory agencies depending on the type of FI. The
main supervisory agencies for these institutions are adnaitivetr agencies of the SHERGrganos
desconcentrad9ss follows

T National Banking and Se c(Camisitn NagonaCBamsania gydei on
Valoreg for banking and nonbanking financial intermediaries, and securities sector.

9 National Insurane and Bonding Commissioi€émisién Nacional de Seguros y Fianzts
insurance (including intermediaries) and bonding companies.

1 National Retirement Savings Commissi@onision Nacional del Sistema del Ahorro para el
Retiro) for retirement funds.

30. The Centr al Bank of Mexico (Banco de M®xico o

31 Mexican stateowned banks were fully privatized in 199Phe financial regulatoryaws now

permit the entry of noiMexican financial groups and financial intermediaries, through Mexican
subsidiaries, to engage in various activities in the Mexican financial system, including banking, securities,
and insurance activitiedrinancial sectorassets are increasingly being managed by financial groups
comprising of at least two types of entities from the following groups: (a) multiple banking institutions,
stock brokerage firms or insurance companies; or (b) at least three entities fromawandolfinancial

leasing entities, financial factoring entities, foreign exchange firms, sureties/bonding institutions, insurance
institutions, deposit warehouses, limited and rqultipose financial societies (SOFOLES and SOFOMES.
See descriptions belowstock brokerage firms, multiple banking institutions, operators and administrators
of investment funds and/or retirement funds.

Organos desconcentrad@se administrative agencies of the centralized public administration which are
hierarchically subordinated to State Ministries and which hasknteal autonomy to resolve on matters or

in the jurisdictions of each. They do not have independent legal status, as provided under Article 17 of the
Organic Law of the Federal Public Administration.
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32 (See tables below for details on the number and asset size for each dgetrtsuhe FATF
40+9) Foreig-based institutions control 80 of total financial sector assets, the mdghgicant being
Spanish (3%) and U.S. (22%)Forty commercial bankd.€., multiple banking institutionsaccount for
nearly half (49.80) of finandal system assets (MXN&841billion). Bank penettion remains low with
about 8717 branches throughout theuory reaching approximately 20of the population. Niche banks
are emerging as important providers of financial services to low and méuiome segments. Therlgest
niche bank serves over @5of this market and five others have been recently authotized.

33. The mutual funds (investment companies) sector is nuverse and is spread among
479investmenttompanies. However, retirement funds remain concentrated with 21 companieliagntr
more than 50%of total investment assets. Investment companies (mutual funds and retifenas)t
account for 29.9%f total financial sector assefRetirement fund ampanies are managed by AFORES
(AAdmi ni stradoras dé& Fondos para el Retirobo

34. There are about 95 insurance companies it for slightly more than%s of system assets.
Insurers require the authorization of tBEICP to carry on business dealing with life, property (damages)
and accidental insurance. Thdabkat deal with healthelated business may do so only through companies
organized specifically for such purposes including without limitation, the ownerstipanagement of
hospitals, medical, and health insurance. There are about 44,944 insurance intermediaries.

35. Development banks (6) are established as legal entities, engage in various lending activities, and
are lagely financed by government. There are three main development banks that, inter alia, grant loans to
small and mediursized businesses, as well as to public sector enterprises and governmental agencies,
including the provision of lowincome housing loansSome serve as agents for the GOM in certain
international transactions, and engage in the grant of export and Hraladed credits and guarantees to
private and publisector entities.

36. Limited-Purpose Financia Compani es Sock@Bed LANh&cierasi de Objeto

Li mi 9 ard bmited (special) purpose lending corporations. They can raise funds from the public
through the sale of financi al i nstrumentRegistrye gi st e
(ARegi stro Nacional d, @nd "ra prahibitedsfrone taking reseurcesediectls fromo s 0
the public through deposits or similar means. SOFOLES lend for specific purposes and sectors in
accordance with the terms of their authdiaa

37. SOFOLES, including leasing and factoring companies, are undergoing deregulation which will
result in two broad categories of institutions: (a) licensed/regulated Multiple Purpose Financial Companies
(SOFOMES :Sofici edades Fi nanci pformisg pattef a@riancialregulatddifinandiap | e 0
groups; and (b) unlicensed/unregulated SOFOMEs which do not form part of a financial group. Regulated
SOFOMES are/will be supervised by the CNBV for pruderstiad AML/CFT purposes while unregulated
SOFOMES will only be supervised for AML/CFT purposes by the tax authorities (SAdretaria de

Admi ni st r aci. ®here dre sorbeuld ragulated SOFOMES and 634 which are unregulated.

Figures as of September 2007. SOURCE: The Natiomakidg and Securities Commission, National
Bonding and Insurance Commission, and National Retirement Savings System Commission

23



38. As of March 18, 2006, any person acting as a SOFOME in a customary and professional capacity
can do so without requiring authorization from the Federal Government. They must state in their names
that they ar e #funrftesea dctivities dias an eRplicit poticy designed doninter alia,
reactivate the credit system and encourage investment. SOFQMESaise funds from financial
institutions (banks, insurance companies, and bond companies), and through public issueds.of bon
Unregulated SOFOMES are subject to the supervision of the SAT for AML/CFT purposes only but as of
mission dates, implementing regulations had not been isgud SHCRas yet.

39. SOFOMES are expressly authodz® carry out one or more of the activities conducted by the

limited purpose SOFOLES. As mentioned above, they are required to be licensed and are subject to the
supervision of the CNBV only if they maintain financial relationships with credit instisitiand
controlling companies of financi al groups. @AFinan
in the capital of a SOFOM by a financial controlling company or credit institution. These companies must
state in theirrenguileast eéchdate nthietyi easr.e 0

40. The transition process from SOFOLES to SOFOMES is being implemented in the following
manner:

a) SOFOLES will continue as regulated entities until July 18, 2013, after which they do one of the
following:

i. Transform into a nonregulated SOFOMES that can @artynultiple lending operations.

ii. Transform into SOFOMES that engage in financial activities including leasing and factoring
transactions under the Titles and Credit Operations Generalllsgmdé Titulos y Operaciones
de Creditg. Or

ii. Liquidate and wind up their operations.
b) Continue operating as SOFOLES until JL8; 2009, when they must opt for a), b) or c) abae
c) Transform into firegul atedo SOFRQ@ME a(t parot SdOfF OCavEf

41, As of mission date there were 24 licensed currency exchange and money remittance businesses
(casas de cambioflown from 25 in December 200With this number expected to fall even further.
Licensing is required for legal entities that engage in currency exchange business with the public in a
professional and habitual manner, including such transactions effected through the funds and remittance
transfers. Customer identification and other AML/CFagulatory requirements (DCG 95) only apply
(DCG 95) for transactions that equal or exceed the equivalent the equival#iDa0 000.No licensing

is required wheiheforeign currency business (centros cambiari@éjnited to spot currency transagi®

(as listed in Art. 84A of the General Law on Auxiliary Credit Organizations and Activities) that do not
exceed the equivalent ddSD 10000 per customer per dayThey are not allowed to settle such
transactions through the transfer or remittance adgun

42, It is estimated that there are more thaB8D money transmitters and centros cambiarios (foreign
exchange centers) operdafiin Mexico, of which 369 are registered with the SAToreign exchange
centerscorduct transactions below thdSD 10000 threshold and are, therefore, not required to be
licensed. As withmoney transmitterand SOFOMES, they are required to register with the SAT and are
subject to AML/CFT supervision by the same. Unregistered centroBigdos and money remitters are a

key challenge for the authoritiesd AML/CFT eff ol
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contributed to the relatively low number of licensed casas de cambio (25) when compared to the high
number of centros cdmarios. (See Rec. 5 for a more detailed analysis of these sectors.)

43, The Mexican Stock Exchange is located in Mexico City and organized as a corporation with
shares owned by 32 brokerage firms. The Exchange tdmd#sand equity securities including stocks and

bonds of private sector corporations, equity certificates or shares issued by banks, commercial paper,
bankersé acceptances, certificates of deposit, GC
dol | ar The Mexican equity market is one of Lati:H
remains relatively small and illiquid compared to major world markets. Institutional investors are the most
active participants in the Mexicand8k Exchange. The Securities Market Law permits the listing of
foreign securities on the Exchange upon the authorization of the SHCP, the National Banking and
Securities Commission anBanxica As of December 31, 2006, four foreign securities firms were

auhorized by the SHCP to maintain representative offices in Mexico

44,

Other main financial institutions operating in Mexico include entities engaged in: popular savings

and loans (48); leasing (10); factoring (3)damedit unions (155).

45,

activities that ar e

A

The following table sets out the types of financial institutions that can engage in the financial
of

thin the definition

Institutions conducting financial activities outlined in the Glossary of the FATF Recommendations

Activities Covered Under FATF

Type of Financial Institutions Authorized to Conduct
Such Activities

A. Acceptance of deposits and other repayable
funds from the public (including private banking)

Banking institutions, development banks, popular savings
and loan entities, credit unions, AFORES, investment
societies, warehousing companies.

B. Lending (including consumer credit; mortgage
credit; factoring, with or without recourse; and
finance of commercial transactions (including
forfeiting)).

Banking institutions, development banks, popular savings
and loan entities, credit unions, SOFOLES, SOFOMES, pawn
shops.

C. Financial Leasing (other than financial leasing
arrangements in relation to consumer products).

Banking institutions, development banks, credit unions,

SOFOMES, financial leasing entities.

D. The transfer of money or value including
financial activity in both the formal or informal
sector (e.g. alternative remittance activity), but not
including any natural or legal person that provides
financial institutions solely with message or other
support systems for transmitting funds).

Banking institutions, development banks, popular savings
and loan entities, credit unions, foreign exchange houses,
money remitters.

E. Issuing and managing means of payment (e.g.
credit and debit
cheques, money orders and bankers' drafts,
electronic money).

card

Banking institutions, development banks, popular savings
and loan entities, SOFOLES, SOFOMES.

F. Financial guarantees and commitments

Banking institutions, development banks, credit unions,
insurance companies, sureties/bonding companies.

G. Trading money market instruments (cheques,
bills, certificates of deposit, derivatives, etc);

- foreign exchange;

- exchange, interest rate and index instruments;
- transferable securities;

- commodity futures trading

Banking institutions, development banks, brokerage firms,
investment/fund societies, foreign exchange houses.
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Activities Covered Under FATF

Type of Financial Institutions Authorized to Conduct
Such Activities

H. Participation in securities issues and the
provision of financial services related to such
issues.

Banking institutions (including development banks), popular
savings and loan entities, SOFOMES, credit unions,
brokerage firms, AFORES, investment/fund societies.

I.  Individual and collective

management.

portfolio

Banking institutions (including development banks), popular
savings and loan entities, brokerage firms, AFORES,
investment/fund societies.

J. Safekeeping and administration of cash or
liquid securities on behalf of other persons.

Banking institutions, popular savings and loan entities,
brokerage firms, investment/fund societies.

K. Otherwise investing, administering or
managing funds or money on behalf of other
persons.

Banking institutions, popular savings and loan entities,
SOFOMES, development banks, credit unions, brokerage
firms, AFORES, investment companies/fund societies,
factoring companies.

L. Underwriting and placement of life insurance
and other investment related insurance (including
insurance  undertakings and to insurance
intermediaries (agents and brokers)).

Insurance institutions and mutual insurance societies.

M. Money and currency changing.

Banking institutions (including development banks), popular
savings and loan entities, foreign exchange houses and
centers.

46.

The following table provides a summary of the various types of main Fls operating in

the laws under which they operate, and their respective AML/CFT supervisory agencies:

Financial institutions subject to the FATF 40+9, applicable laws and supervisory agencies (2007)

Mexico,

Institution No. Assets (USD) Law Supervisory
Agency
I  Banking institutions 46 312 755 709 023 | Law of Credit CNBV
(including six development Institutions or
banks) ABanki nbeyl a
de Instituciones de
1 SOFOLESIGSOFOMES Crédito)
(regulated) 52 | 19977 716 390 (1)
i Popular Savings and Loans 48 2 775000 000 | Popular Savings and | CNBV
Loans Law (Ley de
Ahorro y Crédito
Popular)

See description in the preceding paragraphs of this section.
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Institution No. Assets (USD) Law Supervisory
Agency
9 Foreign Exchange 24 369 705 341 (2) | General Law of CNBV
Firms(regulated Casas de Auxiliary Credit
Cambio) Organizations and
. Activities (Ley
I Leasing 10 1361878453 (3) | General de
Factorin Organizaciones y
I g : 637 200 737 Actividades Auxiliares
I Credit Unions 155 1820 441 989 (4) | del Crédito)
General Deposit 20 470534 070 (5)
Warehouses
9 Foreign exchange centers 3157’ NA General Law of SAT
(centros cambiarios. 2,212 Auxiliary Credit
Registered and 945 Organizations and
estimated un-registered ). Activities (Ley
General de
Organizaciones y
Actividades Auxiliares
del Crédito)
T Money remitters (857 1223 NA General Law of SAT
registered and 366 Auxiliary Credit
unregistered) Organizations and
Activities (Ley
General de
Organizaciones y
Actividades Auxiliares
del Crédito)
 SOFOMES (unregulated)8 634 NA General Law of SAT
Auxiliary Credit
Organizations and
Activities (Ley
General de
Organizaciones y
Actividades Auxiliares
del Crédito
9 Mutuallinvestment funds 54 568 703 041 | Investment Societies CNBV
Law (Ley de
Sociedades de
Inversion)
f Retirement fund 18 NA Retirement Savings CONSAR
adminstrators (AFORES) Systems Law (Ley de
los Sistemas de
Ahorro para el
Retiro).
1  Securities brokerage Firms 32 4 856 261 510 | Securities Market CNBV

Law (Ley del

Updated statistics based on posssion dataeceived.

See description in the preceding paragraphs of this section.
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Institution No. Assets (USD) Law Supervisory
Agency

Mercado de Valores)

Insurance companies 95 40 748 012 512 | General Law of CNSF
Insurance Institutions
and Mutual Societies
(Ley General de
Instituciones y
Sociedades
Mutualistas de
Seguros).

Insurance 44 944 NA
agents/intermediaries

I  Bonding institutions 14 1019 504 000 | Bonding (sureties) CNSF
Institutions Federal
Law (Ley Federal de
Instituciones de
Fianzas)

(1) Balance as of December 2007 with respect to 36 entities that reported information.

(2) Balance as of December 2007 with respect to 22 entities that reported information as have their operations suspended.
(3) Balance as of December 2007 with respect to 9 entities that reported information.

(4) Balance as of December 2007 with respect to 19 entitites that reported information.

(5) Balance as of December 2007 with respect to 119 entities that reported information.

47. The SHCPisr esponsi bl e for the overall coordinati
system under the Organic Law of the Federal Public Administraiorgoing supervision is conducted by
decentralized supervisory agenciégganos desconcentradosf the SHCP.The CNBYV is the operational
supervisor of banking institutions, popular savings and loans, credit unions, SOFOLES, financial leasing
and factoring entities, depository warehouses, foreign exchange houses, and securities firms. The
CONS A RComsion Nac o n a | del Si st ema dads the main supepisor for e |
retirement fund administrators (AFORES) and the CNSF (Comision Nacional de Seguros y Fianzas) is
responsible for the supervision of the insurance and sureties/bonding institutions).

48, Money remitters, registered foreign exchange centerstfos cambiarigs and some SOFOMES

(those that are not part of a regulated financial group) are unregulated and unsupervised except for
AML/CFT matters. Theseentities are subject to AML/CFT requirements and subject to compliance
supervision by the SAT (the Tax Administration Service). During the mission, AML/CFT regulations for
SOFOMES had not been issued as yet and supervision had not commenced.

49, Details concerning the number of branches and subsidiaries of foreign FIs operating in Mexico
and of Mexican FlIs operating abroad for the banking, securities, and insurance sectors are as follows:

Banxico Banco de Mexicois the Central Bank of Mexico) also has pBNIL/CFT regulatory
responsibilities with respect to monetary and foreign exchange markets, payment systantsal fi
operations, and products.
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Mexican law does not allow the establishment of foreign banks branches in México

Type of Institution

Number of branches

Number of subsidiaries

abroad abroad
Commercial banks 5 0
Life insurance companies 0 24
Investment companies NA NA
1.4 Overview of the DNFBP Sector
50. Very little information was available to the mission with respect to the number of operators and

the magnitude of the market for each category of DNFBP. The information available is summarized in the

following table.

DNFBPs Context Subject to Regulator
according to FATF AML/CFT
(R. 12)
Casinos - One to five temporary licenses granted every No Secretaria de
(above USD 3 000)  Year. _G_obernacm')n.
- No. of unauthorized casinos and slot machines (Ministry of Interior)
not available. An estimate made by Secretaria de
Gobernacién exists but was still confidential at
time of mission
Real Estate The profession is unregulated and no significant No SAT only for tax
Agents association is known. Real estate agents do not purposes
normally make or receive payments on behalf of
customers. There are no estimates available of
the number of agents.
Dealers in No data available, but anecdotal evidence No SAT only for tax
precious metals suggests that this is a sizable industry. Large purposes
or stones pawn shops are significant market players in the
(above precious metals business.
USD 10 000)
Notaries Total No. of notaries 3 603. No Each respective
(according to R.12) state of Mexico, and
SAT only for tax
purposes
Lawyers Total No. of licensed lawyers 367 851. No SAT only for tax
(according to R.12) purposes
Independent legal This category is included in Lawyers]. No
professionals
(according to R.12)
Accountants Total No. 394 939. No SAT only for tax
(according to R.12) purposes
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DNFBPs Context Subject to Regulator

according to FATF AML/CFT
(R. 12)
Company They do not exist as a distinct profession; service No None
Services is provided by law firms. Services like the sale of
Providers fishel fdo companies, reg

directors or partners, are not common.

Trust Services Trust services can only be provided by certain Yes CNBV
Providers licensed financial institutions and are therefore
subject to their respective AML/CFT regulations.

51 The following additional information with respteto some of the above categories of DNFBPs is
relevant for purposes of this assessment.

52, Casinos:There is no legal definition of casinos in Mexico. The law prohibits all games of chance
except those explicitlyidted. The activities that are typical of casinos, including slot machines are, in
principle, prohibited.

53. The | aw only authorizes the issuance of temp
a p u e s thenghey) arewart of regional fairs which are rooted in Mexican traditions. These temporary
permit holders offer most games expected from a fully fledged casino, including games of cards, dice, and
roulette, as well as slot machines, and they can be efyalarge magnitude. The most important of these

fairs, the San Marcos Fair, is estimated to draw six million local and foreign visitors per year, of which
some two million go to play in the casino. No estimate of money generated from these activities is
available. Although the total number of temporary casinos could be as high as four per state every year, in
practice, no more than five such casinos are normally authorized, and only one was authorized in 2007
(San Marcos).

54, The Ministry of Interior undertakes a fit and proper review of the applicants every year. Based on
its general powers under the Regulations of the Gaming Law, the Ministry has recently imposed a
contractual obligation on permit holdes keep araccurate registry of the identity of their customers in
order to determine whose bets, in light of the amount of such bets, raise the suspicion that transactions with
illicit resources are being conducted. The most recent permits issued obligate pktenit tminform the
authorities of any behavior or practice of the users that is likely to constitute a felony related with
organized crime or transactions with illicit resources. There is, however, no information with respect to the
practical implementadn of these new requirements.

55. The following are gaming and drawings activities authorized by the Gaming Law and subject to
prior authorization from the Ministry of Interior (Secretaria de Gobernad&ion)

1 Chess, chekers and other similar games; domino, dice, bowling and pool games; any kind of
ballgames; person, vehicle and animal races and in general, all kinds of sports.

9 Operation of bets in racetracks (greyhound and horses) and squash-terfrosit

10 There are also two statevned national drawings: the Loteria Nacional para la Asistencia Publica

(National Lottery) and Prondsticos para la Asistencia Publica (game of prediction of the outcome of
sporting events). Tee are governed by a separate set of laws and regulations.
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f Operation 6remote betting centefd
f  Operation of number drawing halfs
1 Horse races and cockfights, with bets in temporary venues.

56. These permits generate annual revenue of approxim@t8y 50 million for the Mexican
government. According to the authorities, the closest establishments to casinos, among the activities
allowed in Mexico, are Remote Betting Centers and Number Drawing Halls (commonly known as Foreign
Books and Bingos), as well as racetracks (greyhounds se$joend squash or fret@nnis, also known as

live entertainment.

57. The Regulations of the Gaming Lawey Federal de Juegos y Sorteasithorize permit holders

to receive bets via the Internet, through the telaphor electronically and obligates them to establish a
control system, which must be in writing and contain the description of the rules and procedures that
ensure the inviolability and prevent the manipulation of the betting system. Such control recest least:

a) the account number and identity of the bettor and b) the date, time and number of the transaction, the
amount betted and the selection requested.

58. Of significant concern for the authorities is thasence of unauthorized betting game halls

across the country, consisting of conspicuous establishments with large numbers of slot machines. The
government regularly takes enforcement actions to shut them down, only to see them resurface under a
differentn a me . Many are even successful in chall engi ng
they operate games of skill and not of chance, thereby making the Gaming Law inapplicable to them.

59. The degree of sojdtication of these businesses varies, but some of them have several locals
across the country and provide customers with el
and may be used to place bets at machines in other affiliated establishihests businesses are illegal

and vulnerable to misuse by money | aunderers, [
legitimate businesses by the community and by financial institutions in the municipalities where they
operate, and that makdsem an ideal front to channel cash from illegal sources, in the opinion of the
authorities which is shared by the assessment team.

60. For purposes of this assessment, it is important to clarify that these unaudthyzieing halls,

which basically offer slot machine games, are not covered by the requirements of FATF R.12 and 16.
Therefore, the insufficient capacity of the authorities to enforce the prohibition of slot machines is not
relevant to the assessment of compance with the FATF recommendat.
concern about inherent ML risks should be addressed in accordance to FATF R.20 to the extent that many

1 Remote Betting Centers, also known as foreign books, which are establishments authorized by the Ministry

of the Interior to obtain and operate exchange of bets in events, sports competitigasnasdoermitted
under the Gaming Lawiéy Federal de Juegos y Sortgoshrried out abroad or in national territory,
transmitted in real time and simultaneously in video and audio, as well as the practice of dwawirey
indicated under sectidV of article 124 of the Regulations of the said Law.

12 These are establishments where it is possible to practice number drawings, which are carried out by selling

to the public certain cards ppginted on paper or electronic means with numbers selected atmandhe
mechanics of such drawings must be carried out in such a way that the participant indicates the numbers
that are obtained by picking numbered balls at random and which are communicated to the attendees
through an electronic board or other apprdgrimeans, so that the winners of the drawing are the first
persons who complete their card with the numbers published on the board.
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of these establishments are not clearly illegal, due to existing legal loopédestlough they have not
received a permit from the competent authority

Independent Professionals (Attorneys, Notaries Public, Commercial Notaries and Accountants)

61. Article 5 of the Political Constitution of the Unitddle x i can St ates provi des
be precluded from exercising the profession, industry, commerce, or work such person wishes, provided it
is | awful o. The Regul atory Laws of Article 5U of

determine in each state, the professions that require a certificate or degree, the conditions that must be
fulfilled to obtain such certificate, and the authorities that will issue it. Each state of the republic is
authorized to issue laws and regulationsthis matter, for which there are several state laws that regulate
professional activities in Mexico.

62. The Federal Executive Power, with the prior opinion fromRireccion General de Profesiones
(General Offie of Professions), which depends on Secretaria de Educacion PubligMinistry of
Education) and considering the position of the Professional Colleges and the technical commissions
organized for each profession, will issue the regulations that de@rigettis of action of each profession,

as well as of the corresponding branches and the limits for the exercise thereof.

63. In Mexico, to conduct a professional practice, it is necessary to have full capacitydisexed
enjoy onebds civil ri ght s ;-issued certifiecate,eandato abtaih ffom the gi st
Direccion General de Profesiong&eneral Office of Professions) the required professional practice
license, known asédula profesionalln adlition, to practice one or more specialties, it is necessary to
obtain authorization from th®ireccién General de Profesionesvhich requires evidencing that one
obtained the relevant professional certificate and accordingly, that one has completedo$tietibnical

scientific specialization in the science or field of knowledge in question.

64. All professionals are obligated to maintain in strict secrecy the matters their clients confide to
them, except for the maatory reports that the respective laws provide, as established under ¥gtafle

the Regulatory Law of Article 5° of the Constitution, relative to the practice of professions in the federal
district, replicated under the equivalent laws of the stdtdseaepublic.

65. The persons who, without having a valii$gued professional certificate, customarily act as
professional, will incur administrative penalties and may even commit the crime of unauthorized
appropiation of a profession, provided under Article 250, Section Il of the Federal Criminal Code, which

is penalized with imprisonment from one to six years and imposes a fine of one hundred to three hundred
days.

66. The Direccion General de Profesionds the national authority in charge of supervising
professional practice in Mexico and it also serves as a connection body between the state and the
professional colleges. It registers professional certificates, keepolcowér the penalties imposed to
professionals in the performance of their activities, authorizes the practice of specializations, issues the
corresponding personal professional license to practice, which also serves as a means of identification in
all prdfessional activities, publishes the resolutions of registration and denials of registration of
professional certificates, keeps a file with all
education, and professional education taught ircaibn centers, as well as of the foreign professional
schools and universities, and publishes during the month of January of each year, the list of professionals
that obtained their certificates in the professional preparation schools during the pyedious

67. There is no mandatory college for independent professionals in Mexico. Article 40 of the
Regulatory Law of Article 5Pelative to the practice of professions in the Federal District, replicated under
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the magprity of local laws of the states of the repuplicovides that professionatsay establish or join
associations to exercise their professions, but reiterates that any liability they incur will always be personal.

68. Chapter VI of the Regulatory Law of Article 5° relative to the practice of professions in the
Federal District mentions professional colleges. Article 44 of suchdllmws professionals of the same
field to come together in one or more colleges, withexteeding five professional colleges for each
professional branch.

69. The principal purpose of professional colleges includesupgrvise professional practice to
ensure that it is carried out with the highesialegnd moral standards; pjomote the issuance of laws,
regulations, and amendments thereto relative to professional practissist)the public administration
with capacity to promote actions tending to the moralization thereaifaijn the Ministryof Education
or the criminal authorities of any violations to the lawpr)pose professional tariffs; $erve as arbitrator
in conflicts between professionals or between professionals and their clieptengte culture and
relationships with otherimilar colleges in the country or abroad; dojlaborate with authorities as
consultation bodies; i) represent their members or associates bef@iectt@on General de Profesiones
j) collaborate in the preparation of professional study programs; ardpare lists of experts by specialty,
which will be considered as the only official lists.

70. Professionals are prohibited from using the term "college" outside the groups expressly
authorized under Law. The vioiah of this provision will be penalized with a penalty of up to one
thousand pesos.

71 Colegio de Notario$® (College of Notaries Public).The notary public, as an independent
professional, has been recognized by Mamilegislation throughout time. Each state is empowered to
regulate and authorize notariesits respective jurisdictior-or example, with respect to Mexico City,
since 1946, thd.ey del Notariado para el Distrito FederéNotarization Law for the Fedalr District)
provides that the only way to become a notary public in the Federal District, is to pass a strict opposition
exam, developed by th€olegio de Notarioglel Distrito Federaltogether with the authorities of the
Government of Mexico City, whiclguarantees an adequate legal preparation, the honorability and
independence of such public officials, who upon obtaining the respective license, must exclusively
dedicate themselves to practicing as notaries public, away from any other job, office, dssiommith

private parties or public institutions, and subject to supervision by the government of the Federal District.
Currently, there are 803 notaries public performing their profession in the 32 States of the Mexican
Republic.

Estados Notarios
1 Aguascalientes 49
2 Baja California 39
3 Baja California Sur 23
4 Campeche 80
5 Coahuila 186
6 Colima 25
7 Chiapas 101
8 Chihuahua 75

3 http://www.colnotdf.com.mx/

33


http://www.colnotdf.com.mx/

Estados Notarios

9 Distrito Federal 250
10 Durango 47
11 Guanajuato 400
12 Guerrero 19
13 Hidalgo 72
14 | Jalisco 324
15 Estado de México 165
16 Michoacén 163
17 Morelos 22
18 Nayarit 45
19 Nuevo Ledn 139
20 Oaxaca 65
21 Puebla 115
22 Querétaro 94
23 Quintana Roo 45
24 | San Luis Potosi 96
25 Sinaloa 148
26 Sonora 97
27 | Tabasco 76
28 | Tamaulipas 310
29 Tlaxcala 10
30 Veracruz 184
31 | Yucatan 100
32 Zacatecas 39
TOTAL 3603

72. Forming part of the college of notaries public in the Federal District is mandatory, as provided

under the respectivieey de NotariadoThere are equivalent colleges in some states, such as Jalisco and
Sonora, but not in every state of the Republic, where the selection procedures are not very clear.

73. Notaries public in Mexico are experts in law amdist necessarily be attorneys. They draft
documents that enjoy public faith, wherein he/she sets forth the legal will of the parties, which benefits
society, the authorities, and whoever may consult them by becoming controllers of legality. Notaries public
have the prerogative of applying the law, customs, and common practice and jurisprudence (case law) to
the instruments they authoriZz€he following information concerning declarations of notaries should be

taken into consideration in this report:
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74. Notaries public are required to report to the SAT on all tranactions involving the purchase and
sale of real estate in which they participaitaese reports are maintained by ge SAT in a database

( ADECL ARANOT opurposehbeing toeclheok compliance by notaaied their clientsvith their

tax obligationsThe SAT and the FIU work together to ensure that the database can provide the FIU with
information to strengthen its investigations and financial afelyith respct to real estate transactions.

75. Recently, the SAT has sent information to the FIU for purposes of its activities. The information
that notaries provide could be expanded to allow for the productipermidicinformation to better assist
the SAT andhe FIU in their respective operations.

76. Colegio de Corredores Publicos (College of Commercial Notariesfhe commercial
notary is an attorney at law, who after complyinghwthe requirements established underlteg Federal

de Correduria PublicgFederal Law of Commercial Notarization) and the regulations thereof, receives
authorization from the Federal Executive Power through the Ministry of the Economy.

77. The basic duty of commercial notaries is to guarantee legal certainty and security, exercising a
legality control in commercial transactions and in other federal matters, providing professional and
impartial advice and having thebligation to maintain the professional secret provided by Law, which
represents an element of trust for the persons that use their services.

78. For the purposes of theey Federal de Correduria Pablighe nationaterritory is divided into

sections, one for each state and one for the Federal District. Commercial notaries may exercise their
functions as mediator s, expertds appraisers, | e
Republic, but may only aas public attesters in the state in which they received authorization for such
purpose.

79. Colegio de Abogado¥ (College of Attorneys of Mexican Bar Association)n Mexico, there
are several colleges of attorneysaat. The most important ones include: thestre y Nacional Colegio de
Abogados de Méxicflllustrious and National College of Attorneys in Mexico) established in the XVIII
century and th8arra Mexicana de Abogadd@®lexican Bar Association) establishied1922.

80. The purposes of such associations are contained in their bylaws and generally coincide in that
they seek to preserve the good name of the profession, defend the collective interests of the group, provide
to their associates the necessary moral support and oversee the professional practice, promote the spirit of
justice among private parties and among the officers in charge of administering justice, endeavor to
maintain the professional practice of law tardance with moral principles and the doctrine of the legal
science, and strengthen legal culture in the country.

81. Colegio de Contadores Publicosdollege of Public Accountani$® The Colegio de Contadores
Publicas de México, A.qCollege of Public Accountants of Mexicwas founded in 1949 he articles of
association of the college indicate the following as its main purposes: to draw together public accountants,
maintain and foster the reputation of the profassunify the professional criteria of the associates, defend
their individual and collective interests, and provide them professional, moral, and material assistance. The
college has developed a code of ethics which is attached hereto for further egfatentity and quality

14 For the Mexican Bar Associatiorttp://www.bma.org.mx/

For thellustre y Nacional Colegio de Abogados de Méxkttp://www.incamex.org.mx/

15 http://www.ccpm.org.mx/
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management manuals that govern the professional activities of its asso€laes. are accounting
associations in other states of the republic with similar characteristics to those mentioned above

15 Overview of commercial lawsand mechanisms governing legal persons and arrangements
Non-profit Organizations

82 The third section of Article 27 of the Constitution provides the legal basis forpnudih
organizations in Mexico. It recognizdsetexistence of private charitable institutions, whose purpose is to

aid the needy, perform scientific research, promote education, provide reciprocal assistance to associates or
any other lawful purpose. Article 2687 of tl@digo Civil Federal(Federal @il Code) expressly
indicates that charitable associations shall be governed by the corresponding special laws.

83. The majority of States in Mexico have their own legislation on private assistance institutions. In
gener al t er ms, t hese | aws de f Hprofieentjies withantdiveduahlegali st an
status and capital, which perform social assistance actions with private property without designating the
beneficiaries i ndda with theLaylde instithciones de dsistencra dPrdvada para el
Distrito Federal and other equivalent laws in the States of Mexico, private assistance institutions are
classified into foundations and associations.

84. The Servicio de Administracion TributariifTax Administration Servic&AT) is the original
possessor of NPOs information, which is essentially collected on tax regulation grounds; however, such
information is also shared with the Financial Intelligencet JdiF) for AML/CFT purposes. SAT and

UIF are identifying appropriate means to make use of the information already available and analyzing
suitable approaches to deal with NPOs and to complete an overall review of the sector and its risks
regarding ML/FT.

85. The SAT holds a registry on the NPOs that are authorized to issue tax deductible receipts and
operate throughout the country, classified by federatieation, as provided by Artics, Fractionl of

its Interral Bylaws The registry lists those that are currently operating along with those that have already
been revoked or cancelled.

Public Legal Entities and Agencies

86. Under Mexican law, there is a wide variety of legalities which can be classified in many
different ways. Of such classifications, the broadest relates to the public and private nature of legal entities.
Within the category of public entities the main types include the following:

The Nation {.e.,the Mexican Federation, as refedto the federal state itself).

Each of the 31 states of the federation (listed in Article #8he Federal Constitution) artte
Federal Distric{i.e., the pditical capital of the country).

Each of the Municipalities.

All other public corporations of federal or state level recognized by lawh Mspect to federal
entites whi c h ar e referred t o as c 0 MamesE@talt s of
Administrationi such a category consists of the following typesliewith different corporate
structure and government): decentralized organisms, enterprises with state participation, national
credit institutions(i.e. stateowned banks), national insurance and sureties institut{pesstate
owned) and opnuibsl(beseledgaf arrahgement that is broadly similar in nature to
trusts under common law). Each of such federal public corporations is contemplated by the
Organic Law of the Federal Public Administration and governed by the Federal Law of Parastatal
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Entities, according to which they must be registered in the Ministry of Finance and Public Credit
(Secretaria de Hacienda y Crédito Publico

DESCRIPTION OF MAIN PRIVATE LEGAL ENTITIES

87. Private entities include:

T AB8cietiesd (term used under Mexican | 3gof to r
civil or commercial nature.

1 Labor unions, professional associations, and other erfatieed by workers or employers.
1 Cooperative and mutual societies.

9 Other associations with political, scientific, artistic, recreational, or any other legal purpose,
providedlt hey are fAnot wunknowno by | aw.

9 Foreign private entities,e., private entities governed by the law of the state in which they were
incorporated.

Civil Associations

88. Civil entities are governed by the Federal Civil Cddeaddition to the foregoing, there are a few
cases of legal entities that may not fit entirely within a public/private classification as tkegertain

aspects of such categories. In particular, such mixed entities are: rural communitarian entities referred to as
fiejido® and i ndigenous communities.

89. In accordance with the Federal Civil Code, associatiare formed when several individuals
agree to associate themselves in a way that is not entirely temporary, to fulfill a common purpose that is
not prohibited under law and that is not predominantly economic.

0. Theagreement by which an association is created must be laid down in writing and does not need
to be executed before a notary public.

91 Associations may admit and exclude associates; they will be governed by theivshyvhich

must be registered in the Public Registry of the Federal District to be valid against third parties. The
supreme power of associations resides in the general meeting. The director or directors thereof will have
the powers conferred to them undeeir bylaws and by the general assembly.

Civil Societies
92 Civil societies are governed by the Federal Civil Code. Through the incorporation agreement,
their members mutually agree to combine their resourceffans to fulfill a common purpose, which is

predominantly economic but does not represent commercial speculation.

93. To be valid against third parties, the incorporation agreement must be registered in the Civil
Scaieties RegistryRegistro de Sociedades Civilegjhin the Public Registry of the Federal District.

94. The obligations of the society will be guaranteed indistinctly by the joint and several unlimited

liability of the members who manage the society. The rest of the members will only be liable for the
amount of their contribution, unless otherwise agreed.
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Commercial Entities

95. Commercial entities are governed by a single faldetatute titled the General Law of
Commercial Societied €y General de Sociedades Mercanjil€ommercial entities must be incorporated
before a notary public and any amendments thereto must be carried out in the same manner. The
incorporation agreemeiiwhich includes the respective-Igws) must be registered with a special federal
public registry administered by the Secretariat of Economy and named the Public Commerce Registry.

96. Mexican legislation recognizéle following types of commercial entities:
Sociedad en Nombre Colectivo (Collectidame Society i.e., General Partnership).

97. A CollectiveName Society is an entity that exists under a business name and in alhich
partners are |liable jointly and severally, wit hoi
society must be formed with the name of one or more of the partners, and when not all the names of the
members appear i nt hteh ewypscodgzafi@df apb compang)on ether equivalent

wording must be added.

98. Clauses in the incorporation agreement that eliminate the unlimited joint and several liabilities of
partners will not be legally eofceable against third parties. However, the partners may stipulate that the
liability of one or more of them will be limited to a certain portion or fee.

Sociedad en Comandita ®ple (Simple Joint Society i.e. Limited General Partnership)

99. In terms of Article 51 of théey General de Sociedades Mercantilgsnple Joint Societies exist

under a business name and are integrated by one or more general partners who are jointly and severally
liable, without limitationf or t he soci etyds obligations and one
for the payment of their contribution. The business name must be formed with the name of one or more of
the general partners, and when not all the names of the partneraapp i n i ty, ctohme(afié mds
company) or other equivalent wording must be added. The varciedad en Comanditar i t sS.i ni t i
e n  Austelways be included in the name of the society.

Sociedad en Comandita por Accionglint Shares Socigesi i.e.Limited Stock Partnership)

100 Limited stock partnerships are formed by onenwre general partners who are jointly and
severally |iable, without &ndaomne oranbrémitad partries whotark e s 0 «
exclusively liable for the payment of their sharas,provided under Article 207 of theey General de
Sociedades MercantileTheir business name is formed with the name of one or more of the general
partners,and whennotadie | i mi ted partner soé6 yreamp&Ei®d d@mearc oimp air
or other equivalent wording must be added. The w&usiedad en Comandita por Acciong&smited

Stock Partner sShi p)n dnusiiatvayshe alded fo thésimessior society name.

101 The capital will be divided into shares, for which some rules of the corponatlbmapply.
However, the shares in a limited stock partnership may not be assigned without the coakgenefral
partners and twhirds of the limited partners.

Sociedad de Responsabilidad Limitaflamited Liability Society)

102 A limited liability society is formed by partners who are liable only to the paymketteir

contributions. The ownership interests may not be represented by negotiable or bearer instruments, since
they may only be assigned in the cases and with the requirements provided under law. The business name
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is formed with the name ofoneormoener s and wi | | be i mme dcSocedad | v f o
de Responsabilidad Limitada ( Li mi t ed Li abil i $.deRdd.cileft yt)hiog n dceu
overlooked, the owners will be subject to the unlimited liability of general paltipst

103 Limited liability societies may not have more than 50 owners and their capital will be divided
into ownership interests of different categories and value.

2.E. Sociedad AnonimgCorporations)

104 -Corporations exist under a corporate name and are integrated exclusively by shareholders whose
obligation is limited to the payment of their shares. The corporate name is formed freely but must be
different from that of anyother corporation and must be followed by the woSixiedad Andnima
(Corporation) or the initialS.A

105 In accordance with the provisions of Article 89 of tley General de Sociedades Mercantiles

form a corpoation, a minimum of two shareholders is necessary and each must subscribe at least one
share. The capital must not be under fifty thousand pesos and it enfudlybsubscribed. At least 20 of

the value of each share must be paid in cash, and the ¥adaeloshare that is partially or totally payable

with assets other than cash, must be fully fpaid

106. A corporation may be formed by public subscription or offering, or through an instrument
executed before a raoly public. The shares in which the capital @oaporationis divided are represented

by nominative, enforceable certificates that will serve to evidence and transfer the status and rights of
shareholders. They must be of the same value and grant theigats. The supreme governing body of a
corporationis the Shareholders Board.

107. The corporation is the most common type of commercial entity observed in the Mexican
economy. It is also the most regulated entifyall the other commercial entities described above.
Reference to the fianonymouso character of the <cor
of its shareholders. Such a term, according to legal doctrine, is used to emphasize #tiorsayahe

entity from its shareholders and to refer to it as an individual entity for commercial purposes.

Cooperatives

108 Cooperatives are a form of business organization integrated by individuals with contenest&

and based on the principles of solidarity, personal effort, and mutual aid. Their purpose is to satisfy
individual and collective needs by performing economic actions of production, distribution, and
consumption of goods and services, as definedeurArticle 2 of theLey General de Sociedades
Cooperativas(General Law of CooperativesCooperatives may be: consumer cooperatives, producer
cooperatives, or savings and loans cooperatives.

Foreign Companies

109 The Federal Civil Code (Article 2736) acknowledges the existence of private foreign entities and
their operation in Mexico. These are governed by the law of the place in which they are formed,; that is, the
law of the state in which the requirements of famnd substance necessary for their creation for all matters
relative to their existence, capacity to hold rights and obligations, operation, transformation, dissolution,
liquidation and merger, are met. Under no circumstances shall the recognition ajahealgacity of a
foreign entity exceed the capacity granted by the law under which it was formed.
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110 In addition, pursuant to Article 250 of tHeey General de Sociedades Mercantillegally-
formed foreign entitie have legal capacity and status in Mexico, but may only carry out business activities
provided they get registered in the Public Commerce Regigitly prior authorization from th8ecretaria

de EconomigMinistry of the Economy), in terms of Articles lahd 17 A of theLey de Inversién
Extranjera(Foreign Investment Law).

111 Foreign companies are obligated to publish a
business, certified by a Certified Public Acotant (those recognized by the SAT).

OTHER LEGAL ARRANGEMENTS

112 Although under Mexican law only individuals or legal entities are entitled to own property, some
other legal arrangements can be established undgichh law to segregate certain rights or obligations,

including property rights of assets. Such arrang
|l egal effects as those producedieljointventuesst s) and fia
Fideicomiso

113 Such an arrangement is regulated under Articles 381 to 407 of the General Law of Credit
Instruments and Transactionsey General de Titulos y Operaciones de Créditéinder afideicomisq

accord ng to Articl e 3ffldiconotdnte s.ef che granwnvtransters & a fiiduciary
institution (eguvalent to a trustee in a trust) which can only be a financial institution explicitly
authorized by law to carryub that business (mainlyabks)i property or title of one or more goods or

rights that are destined for legal and determined purposes, and may be established for the benefit of a third
party named Afidei comi sar i dleiconeispsaré notdelgas dities ahdado a fic e
not need to be registered in any public registry.

Asociacion en participaciorfJoint Ventures)

114 Mexican law contemplates joint ventures, which, under Article 252 ofL#ye General de
Sociedades Meantiles,is an agreement whereby one person grants a participation in the profits and losses
of a business enterprise or of one or more commercial transactions to the persons who contribute goods or
services.

115 Joint Ventures have neither legal status nor corporate or business hame. They are agreements that
must be executed in writing and are not subject to registration.

Corporate Registry

116 Mexico has a Federal Public Regysof Commerce (the Registry) governed by the Commercial
Code, the Regulations of the Public Registry of Commerce, the relevant commercial and business laws
(such as the Law of Commercial Companies, the Law of Credit Institutions, etc.) and suppleméinéed b
Federal Civil Code.

117 Pursuant to Article 18 of the Commercial Code, the Registry registers commercial acts and acts
related with merchants that require registration under applicable legislation. The mgevhtive Registry

are handled by the Secretariat of Commerce. At the state level and in the federal district, these operations
are handled by the authorities in charge of the public registries of property in accordance with applicable
coordination agreenms. Registration is optional for individual merchants and mandatory for commercial
companies and vessels.
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1.6 Overview of strategy to prevent money laundering and terrorist financing
AML/CFT Strategies and Priorities

118 In March 2007, the Federal Government issued a National Strategy for the Prevention and
Combating of Crime, focused mainly on public security and law enforcement issues. It includes a
coordination agreement (March 12, 2007) between the federalnpireveolice and the investigation arm

of the PGR (Procuraduria General de la Republica) to better organize working arrangements and align their
investigation and crime prevention efforts. This should allow the police agencies to maximize the use of
intelligence and to conduct more effective and coordinated ML investigations.

119 The mission was informed that the federal agencies involved in AML/CFT efforts are drafting a
AML/CFT National Strategy that should be coleted in March 2008. (A copy of the Strategy document
was not made available at the time of the mission.) Post mission, the mission was informed that it is now
expected to be completed in September 2008. This document is expected to outline the AML/CFT
objectives and strategies that the Federal Government will implement in the short and medium term, and
will include provisions for human and other resources for the various agencies involved in prevention and
combating of ML and FT. The proposed Strategyl wito provide for the establishment of an inter
institutional coordination group made up of the various federal agencies involved in AML/CFT. An output
of such group will be detailed research and analysis of emerging ML trends, techniques and typologies
used by criminals to launder funds, including the identification of geographic concentrations of ML. It will
also identify, inter alia, the necessary legal and regulatory measures required to deal with this problem, as
well as propose measures to strengttiem efficiency of existing AML processes. Given the winrk
progress nature of this document, the mission is not in a position to make concrete observations with
respect to it.

120 In addition to the draft Nation&trategy document being developed, the Security Cabinet of the
GOM approved in August 2008 an fAlntegral Strategy
its principal objective the disbandment of the operational, logistical, commercial andifihnetworks of
organized criminal organizations. A copy of this document will not be provided to the mission until proper
authorization is obtained due to its highly confidential nature. In August, Mexico also signed an agreement
t i t | eNdtiortalhAgreerient for Security, Justice and Legaditpongthe three branches of the State
(Executive, Legislative and Judicial), the governors of all states of the Republic, associations of municipal
governments, representatives of the productiseial and relimus sectorsunder such agreement, each of

the parties committed to caing out concreteplans of action within certain deadlines that contain
AML/CFT elements includingstrengtheimg of the SIEDO with financial resoues, training, forensic
services ad infrastructurein 18 months; issue of aational strategy against M(no timeframe provided);
strengthemg institutional capabilities of the federal prosecutors to improve the effichAgudicial
sentences in simonths issueof a unique identity cardor citizensin threeyears consolidaibn into a

single system of criminal information to assure interconnection and exchange of information among
federal and state agencies to combat crime in 1 Yéarimplementation and effectiveness of the proposed
National Strategy, the Integral Strategy Against Organized Crime and the National Agreement for Security,
Justice and Legality can only be evaluated over time.

121 The President also has a constitutional obligatioissue, at the beginning of his administration
(ending 2012), a national development plan that sets the national objectives, strategies, and pherities.
current plan embraces AML/CFT issues mainly through the principles dealing with fundamental
precanditions for an effective AML/CFT regime including rule of law and national security. The plan
includes the following five guiding principles for public policy:

1. Rule of law and security (includes ddopment of the AML/CFT regime).

41



Competitive eonomy and creation of employment.
Equal opporturty.

Environmental sustainability. d

Effective democracy and responsible foreign policy.

agrwbd

122 Under the principle of piaRforldevelopihg ptogramns that @il s e c u
affect the AML/CFT regime is summarized as follows:

1 Modernize the criminal justice system.

1 Develop standardized mechanisms to collect and share reliable and timely information to better
understand and combat crime.

1 Strengthen the state and public security to more effectively combat drug trafficking and
organized crime which has the resources to challenge the authority of state and threaten national
security. This has required collaboration of the Armed Forces.

1 Safeguad border security, including the southern border, where economic development has a
tendency for attracting criminal activities.

1 Strengthen international cooperation to preserve security and sovereignty.
1 Develop a single wellesourced, ethical, and accdable police force at the federal level.

1 Coordinate AML/CFT activities among law enforcement agencies including through better law
enforcement, prosecutorial and judicial techniques, methods and strategies to help dismantle
criminal organizations.

123 Currently, there are more than0Q0 police agencies in the country at the federal, state, and
municipal levels which makes coordination and unity of command very difficult. In addition, there are
large asymmetries inheir salaries, recruitment requirements and procedures, and selection which
undermine their effectiveness and public trust. This situation also allows criminals to infiltrate these
agencies and undermine their activities. The authorities are now requiting officers to have a profile
consistent with a new focus for police investigations. This includes more professional officers receiving
ongoing training in various fields such as analysis, information systems, and investigative techniques to
enable them to more effectively carry out their responsibilities.

The Institutional Framework for Combating Money Laundering and Terrorist Financing

124 Money laundering and financing terrorism are federal crimes. Thus,afedethorities are
responsible for directly participating in the prevention of and combat against such crimes, without
excluding the collaboration that state or municipal authorities may provide within their respective scope of
competence. The national huotities that participate in the prevention of and fight against ML/FT are the
following:

Ministries
125 Under constitutional provisions (Article 90) and legal provisions (mainly compiled in a single

federal statutetitted the Organic Law of #h Federal Public Administratioin Ley Organica de la
Administracion Puablica Federplthe administrative affairs of the federation are handled by secretariats
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(i.e. ministries) that are considered part of the Centralized FeBetdic Administration. The ministries
involved in AML/CFT actions are:

126. The Ministry of Finance and Public Credit (Secretaria de Hacienda y Crédito Publieo
SHCP).Through some of its several administrative u(see following paragraphs), the SHCP plays a key

role in the prevention and detection of ML/FT activities mainly by issuing AML/CFT regulations
applicable to financial institutions and other obligated businesses, supervising their compliance thereof and
receiving and analyzing reports and information concerning transactions relating to ML/FT.

127. The SHCP is in charge of regulating financial institutions and granting authorizations or licenses
for the creation and @pation of each of them. The Undersecretary of Finance and Public Credit prepares
all regulations applicable to financial institutions through the following units:

1 Banking, Securities, and Savings Ufuinidad de Banca, Valores y AhofidBVA).

1 Insurance Pesions and Saocial Security Unlifidad de SegusoPensiones y Seguridad Sogial
USPSS$.

1 Development Banking Unit (Unidad de Banca de Desarfol@D).

128 Although the SHCP is not directly in charge of supervisiompliance of the AML/FT regime,

such a function is carried out by the following agencies that are part of the structure of the SHCP, and
referred to as decentralized bodiésganos desconcentradoise. agencies with technical autonomy in
respect of thepolicies and lines of action they follow that are governed by boardsraéegwith
government officersi the majority of which are appointed by the SHCP and, in some cases,
representatives of the private sector):

1 National Banking and Securities Comsian (Comision Nacioal Bancaria y de Valorés
CNBV).

1 National Insurance and Sureties Commission (Comisién Nacional de Seguros yifii&Bas

1 National Retirement Savings System Commision (Comision Nacional del Sistmbodo
para el RetirocCONSAR).

1 Tax Administration Service (Servicio de Administracion TributaBAT).

129 The following table lists the authorities in charge of supervising compliance of AML/CFT regime
and the entities they supervise:

Financial Entities Total

Subject to Supervision by CNBV [National Banking and Securities Commission]

General Deposit Warehouses 20
Financial Leasing Firms 10
Securities Brokerage Firms 32
Foreign Exchange Houses 24
Financial Factoring Firms 3
Popular Savings and Credit Entities 48
Development Banking Credit Institutions (i.e., state-owned banks) 6
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Financial Entities Total

Multiple Banking Credit Institutions (i.e., commercial banks) 40
Limited Purpose Financial Institutions 39
Regulated Multiple Purpose Financial Institutions 13
Operators of Investment Funds 44
Distributors of Investment Funds 8
Credit Unions 155
Total 442

Subject to Supervision by CNSF [National Insurance and Bonding Commission]

Sureties Institutions 14
Insurance Companies 93
Total 107

Subject to Supervision by CONSAR [National Retirement Savings System Commission]
Retirement Fund Managing Companies 18
Total 18

Subject to Supervision by SAT [Tax Administration Service]

Retail Foreign Exchange Centers (Est. total registered and unregistered: 3 157.

The total registered is 2 212) 2212
Money Remitters (Est. total registered and unregistered:1 223. The total

registered is 857) 857
Non-Regulated Multiple Purpose Financial Companies 634
Total 3703

130 The SHCPhouses thd-inancial Intelligence Unit, which is a department that depends on the
Minister of Finance and Public Credit.

131 The Ministry of Public Security (Secretaria de Seguridad Publicander Article30 Bis ofthe

Ley Organica de la Administracion Publica Feder@Drganizational Law of the Federal Public
Administration), is empowered, inter alia, to develop the public security policies and federal criminal
policies, including regulation, instruments and actitmnefficiently prevent crimes. This agency leads the
Public Security National Council and organizes, leads, administers, and supervises the Federal Preventive
Police (FPP), which supports competent authorities in the investigation and prosecution sf trane

arrest of persons and the seizure of property which constitutes the object of, proceeds from, or
instrumentalities of, a crime.

132 The Ministry of Foreign Affairs (Secretaria de Relaciones Exteriore®gotides and signs
treaties, agreements, and conventions on behalf of Mexico; acts as the transmitter of rogatory letters; and
generally assists in mutual legal assistance and extradition matters.

133 The Ministry of the Interior (Secretaria de Gobernaciphas, among its powers, the authority
to regulate, authorize, and supervise gambling and betting games and lotteries.
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Law enforcement and Operational bodies

134 The Unidad de Inteigencia Financierai s Me x i cltoimart df thé) SHCP. It is the
national central authority for the reception, analysis, and dissemination of financial information relating to
ML/FT cases.

135 The Attorney Genera | 6 s (Prbctiradariea General de la RepubliddGR) is responsible for
investigating and prosecuting all federal crimes, including money laundering and terrorism financing. The
Deputy Attorney for Special Investigation of Organized Crime Special (SiEp@nish acronym for
Subprocuraduria de Investigacion Especializada en Delincuencia Orgafihadgrimary responsibility

for criminal money laundering and terrorism financing enforcement.

136 The SIEDO is comprisedf six specialized units: the Specialized Unit for the Investigation of
Offenses Against Health (the Special Drug Offenses Unit); Specialized Unit for the Investigation of
Operations with Resources of lllicit Origin and Forgery or Alteration of Currenpgc{8 AML Unit);
Specialized Unit for the Investigation of Terrorism and Traffic of Weapons (Speciatefirttiism Unit

that will analyze, along with the AML Unit, the FT cases); Specialized Unit for the Investigation of
Kidnappings; Specialized Unit fahe Investigation of Traffic of Undocumented Persons, Minors and
Organs (Special Human trafficking Unit), and Specialized Unit for the Investigation of Vehicle Theft.

137 In addition to these national units, regiboffices of the PGR also prosecute money laundering
offenses that fall within their locality and are not handled by the national units. The PGR is assisted by the
AFI, a police force under its authority and immediate command. Additionally, the PGR asisixde for
requesting and receiving mutual legal assistance requests on criminal matters made pursuant to treaties or
on the basis of reciprocity.

138 The Federal Investigation Agency(Agencia Federal de Investig&ci AFI) is a police force

that is a part of the PGR and under the authority and immediate command of the PGR. The AFI is
responsible for investigating a number of offenses, including kidnapping and money laundering, but does
so only bas e druaions. Mdney lath@eRriy svestigatons are carried out through a special
unit within the AFI &6s Gener al Directorship for Pc
authorities in charge of the investigation and prosecution of monegldang, and with INTERPOL

Mexico, which provides information that initiates money laundering investigations.

139 Notwithstanding that the AFI is fomally an agency of PGR, since 2007 a project was initiated to
mergeAFI| and the Federal Preventive Police into a singledatorcement agency withinghMinistry of

Public Security As part of such project, since 2007 AFI and the Federal Preventive Police were placed
under one single command although a final decisionetvd a law enforcement division under the
command of the Federal Office of the Attorney General (PGR) is still tompenented. That
restructuring process haffected the abitility othe PGR to effectively conductiminal investigatiors.
Consequetely, in July 2008 apermanent team of criminal investigators wass formed with
representatives from the Federal Police, PGR and the FIU to investigate ML cases and provide all
information intheir possessiothat may be linked to such cas&éhe main outpw from thisteamwill not

be evident until the medium to long term given the nature of snabstigatiors, but noticeable progress

has already been noted in the investigation of ML cases.

140 The Federal Preventive Police(Policia Federal PreventivdFP) was created on Decemi8

1998. It currently depends on the Secretariat of Public Security and is responsible for preventing and
combating federal crimes, by meanscdminal intelligence, and the control angjpection of persons and
merchandise entering or exiting Mexico, policing federal highways and railroads, and providing a support
force if required. It has the power to seize currency or monetary instruments that have not been properly
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declared. The FPP deeot specifically gather intelligence for money laundering purposes; however, if
found, such information would be forwarded to the Ulfr.addition, the Federal Preventive Police is
transforming into the AFeder alincipadbjectivesds whi ch has

1 Design, coordinate, direct and control the analytical methodologies and information systems that
will facilitate the conduct of investigations of criminal organizations engaged in ML in all its
phases including: placement, concealmetryjcturing and integration of illicit funds. This will
also involve streamlining of databases to facilitate understanding of the crimes and gathering of
other information to help identify the structures and modus operandi of criminal organizations
operatng nationally and internationally.

1 Apply, inter alia, field investigative techniques and strategies to develop indicators of criminal
activities by organized crime and to enable the authorities to attack the core structure of such
organizations involvedni ML using powers/tools available at the ministerial, judicial and law
enforcement levels.

141 Post mission, the Federal Police was also been granted with additional authority under a recently
approved Judicial Refon program In particular, the Federal Police has been granted with constitutional
powers to investigate criminal activities, in coordination with the PGR, although the legislation needed to
implement such constitutionalbwers is still being developedhe Federal Police is also developing a
team of officers dedicated exclusively to the investigation of ML investigations. FT is not a specific part of
such reform initiatives.

142 The General Customs Administration (Administracion General de Aduanasy an
administrative unit of the SAT, empowered to receive all declarations of cash or monetary instruments
exceedingUSD 10000 in value which are being transported across the border and reports these
declarations to thEinancial Intelligence Unit. In 1999, Customs created the Supporting Unit for Fiscal and
Customs Inspection which implements measures to prevent smuggling of foreign trade merchandise,
particularly money, drugs, tobacco, liquor, arms, cars, and jewelry.

143 In October 2007a Customs Intelligence Unit was creatgithin the SAT which hasstarted to
coordinate joint malysis projects with the FIUAmong such projectst has commenced timplement a
Trade TransparencYnit with the customs authority of the U.$he Trade Transparency Unit began
operationsn May 2008 and allowed access to the Flihas been agredtat a team of FIU analysts will
work permanently in that Unit to look at tradased ML cased he FlUteam is not yet operational within
the Unit but the recruitment process for these analysts has began.

144, The Public Sector Assets Management and Disposal Servi¢8AE Spanish acronym for
Servicio de Administraciéy Enajenacion de Biengdn accordance with Art. 76 of Federal Law for the
Admi ni stration and Ds iLegy&edérdl paafa AdministRcion ¥ Enajendci®rsde t s
Bienes del STeecntaio pbje®ivé ofl the SAEAS to contribtio the strengthening of public
finances and property rights through effective and efficient management and transfer of property and
enterprises, including through the destruction of assets and liquidation of enterprises assigned to it. The
SAE can adminigr, dispose of or destroy property of the public sector either directly or through trustees,
liquidators, or administrators it may appoint. Those trustees, liquidators, or administrators shall preferably
be units or entities of the Federal Public Admirigen, or the state and municipal authorities. SAE will
have the following supporting Committees: Committee of Insured Assets; Committee of Donations; Other
Committees which are required. The Committee of Insured Assets referred to by Section | ofithes prev
article, will have the following scope: act as a supportive entity to the SAE regarding the administration,
transfer, and destruction of the insured, confiscated, and abandoned assets within federal criminal
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proceedings, which are transferred to tbegan; issue the respective opinion regarding the economic
compensation for the devolution of such assets, with charge to the corresponding fund.

Other financial sector bodies

145 Banco de México (Bank of Mexico) is the central bank of Mexico. Its powers and
administration are constitutionally autonomous as provided under Article 28 of the Constitution. Its main
purposes are to provide the economy with national currency and attain the stability of the purchasing
powe of such currency. Additionally, it is in charge of promoting a healthy development of the financial
system and fostering the good operation of payment systems. JointlySWi@iP it issues certain
regulations and conducts certain supervision for thexfilahsector.

146 National Commission for the Protection and Defense of Financial Services Users (CONDUSEF
Spanish acronym fo€omisién Nacional para la Proteccion y Defensa de los Usuarios de los Servicios
Financierog is a decentralized public agency whose purpose is to promote, advise, protect, and defend the
rights and interestef the people who use or contract financial products or services offered by financial
institutions that operate in Mexico. It also creates and fosters among users an appropriate culture with
respect to financial transactions and servi€d@SNDUSEF is govered by the provisions of theey de
Proteccion y Defensa al Usuario de Servicios Financigras of Protection andDefense of Financial
Services Users).

147. Institute for the Protection of Bank Savings (IPApanish acronym foinstituto para la
Proteccion del Ahorro Bancajics a decentralized body of the Federal Public Administration, with its own
legal status, capacity, and capital. They de Proteccién del Ahorro Bancalicaw on the Protection of
Bank Savings) regulates the powers and structure of IPAB and seta feyitem of protection for bank
savings.

Approach Concerning Risk

148 Mexico has not concluded a systemic review of ML and FT vulnerabilities and risks affecting its
financial and other sec®rSuch a revievis contemplated by theroposed drafNational Straggy for the
Prevention and Combat of ML/Faxpected tde released in September 20G8has, however, benefited

from a mutual evaluation by the FATF with respect to compliance with the AML/CFT standard and has
issued AML/CFT regulations for financial iitsttions that include riskased elements for customer due
diligence. The authorities indicate that they are aware of the main sources of ML risk, particularly those
arising from drug trafficking and related criminal activities. Terrorism and terrorissmding are not yet
considered to present significant risks, but the escalating violence and tactics used by the powerful drug
cartels against civilians, law enforcement and the armed forces could raise the potential for terrorism and
related financing actities as defined under the applicable UN Convention and Resolutions.

Regulation and Supervision

149 The AML/CFT regulations also allow FlIs to apply Hsknsitive approaches to compliance with
the CDD requirementsThese are summarized below (see Rec. 5 for a more detailed description of the
risk-based elements):

1 Chapter Ill: (Know Your Client Policy): Each of the AML/CFT regulations allows Fls to take
risk into account in applying CDD, and requires them to classigyomers from low to high risk,
with intermediate ratings allowed. They also require FlIs to classify particular categories of
customers as high risk such as PEPs and nonresidentdtigiorth clients.
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9 Chapter II: Customer Identification Policy: Eacli the regulations allows FIs to apply a
simplified identification regime to 26 categories of financial institutions (both domestic and
foreign) and to governmental dependencies or entities.

1 DCG 124 Title 1l: Applicable to Type 2, 3, and 4 Popular Savegs Loan Institutions: These
entities are classified by the size of their assets and are progressively larger than Type
institutions. For these entities, kngwur-customer policies and other AML/CFT requirements
are more rigorous than for the smalleip@yl institutions.

150 The regulatory and AML/CFT regime in Mexico also applies differing requirements to certain
financial sectors particularly with respect to licensing and supervision. These are discussed below:

1 Currency Exchange and Money Remittance Sectors (Casas de Cambio): Licensing is required for
legal entities that engage in currency exchange and money remittance business in amounts of
more than the equivalent oUSD10 000 per customer per day in a habituahd
professional/specialized manner. Activities connected to operations and services by businesses
located in border areas and free zones, as well as firms that regularly conduct business with
foreigners €.g.hotels), shall not be considered habitual prafessional and are not required to
be licensed. At the time of the mission, there were only 23 licensed currency exchange/remittance
firms. This number is expected to decline due in large measure to the closure or threat of closure
of correspondent acaats in the United States and actions taken by Mexican authorities with
respect to casas de cambio that seriously breached their AML/CFT obligations. These entities are
authorized by the SHCP (Secretaria de Hacienda y Credito Publico) and are supertised by
CNBV (Comision Nacional de Bancaria y de Valores) including for AML/CFT. CDD is only
required for transactions that equal or exceedJBB 10 000 threshold.

9 Currency exchange businesses (centros cambiarios) that conduct transactions less than the
equivalent of USD 10000 per client per day do not require authorization but are subject to the
AML/CFT laws and regulations. They are not licensed but are required to provide notification of
their activities to the SAT and are subject to its supervisioAftl/CFT purposes. A significant
portion of these businesses have still not given notice of their operations and AML/CFT oversight
is still devebping. There are an estimate@80unlicensed operators. (Estimates provided by the
SAT. Uncorroborated indust association estimates excee@00.) Morethan 1300 operations
are estimated to be active without notification to the SAT. The SAT has limited staff capacity to
supervise these entities.

1 Money remittance business (Transmisores de Dinero). Persongirenga money remittance
business are not required to be licensed. They are, however, subject to AML/CFT requirements
under the AML/CFT laws and regulations but only with respect to transactions that equal or
exceedJSD 3 000. It is edtmated that there arabout 882egistered money remittance firms that
meet this category. These are also subject to AML/CFT supervision by the SAT.

1 SOFOMES (multipurpose financial (lending) institutions which are replacing the limited purpose
institutions 0 Sddhk Odregutalion progrars, thpra aré both regulated and
nonregulted SOFOMES. SOFOMES that are part of a financial group require licensing and
supervision bythe banking regulator (CNBV)The others do not require licensing and
supervision by the CNBV butre subject to the AML/CFT laws. At the time of the mission
AML/CFT regulations had not been issued. The SAT has been designated as the supervisor of
unregulated SOFOMES for purpose of compliance with the AML/CFT requirements. At the time
of the missbn, here were an estimated 63dlicensed SOFOMES and about 13 regulated
SOFOMES.
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151 As part of its onste inspection program, the National Banking and Securities Commission
(CNBV) is implementing supervisory procedsiréor the review of compliance with the AML/CFT
regulations which, as mentioned above, containbested elements. These regulations allow for simplified
customer due diligence (CDD) with respect to financial institutions and govermnetatgd clients (Anex

1 of the regulations), as well as for enhanced CDD for higher risk clients, including for poligixptged
persons (PEPS). Special rislsed provisions as provided under the regulations are also reviewed with
respect to correspondent banking actswand high net worth individuals.

152 The CNBYV uses general supervisory procedures for purposes of inspecting compliance with the
minimum regulatory requirements for all financial institutions and more comprekepsicedures for
selected entities that present a higtigk profile, taking into account, inter alia, the kind of transactions

and services they offer, geographical coverage, and the size of their assets. Some of the institutions
selected for more ideph review include multiple banking institutions, brokerage firms, and foreign
exchange houses that are considered most vulnerable to ML by organized crime.

FINANCIAL INTELLIGENCE UNIT

153 The FIU indicated that ihas adopted a risk management approach to its activitiesmthade a

five-step process) identify risks;ii) analyze risksijii) plan actions accordinglyy) track and report the
evolutionof the identifiable risks; and) control the status of riskand learn from the outcomes. It applies

this process mainly to the information and interaction with the parties entitled to receive and use the
information provided by such FIU including the P(
and, b a certain extent, reporting entities.

Progress Since the Last IMF/WB Assessment or Mutual Evaluation

154 The second mutual evaluation report (MER) of Mexico was approved by the FATF Plenary on
February 27, 2004. A part of this process, the FATF included Mexico under a fellpwprogram to
monitor progress in addressing the identified deficiencies in its AML/CFT regime. Subsequent to the
evaluation, Mexico has taken the following measures:

9 January 2004: publishedm@ndments to Articles 95 and 95 Bis of they General de
Organizaciones y Actividades Auxiliares del Créd{@eneral Law of Auxiliary Credit
Organizations and Activities) that incorporates currency exchange centers (centros cambiarios)
and money transntérs (transmisores de dinero) to the AML/CFT regime. Regulations have been
issued for these sectors and the SAT (Tax Administration SeiS@wicio de Administracion
Tributaria) was designated as the authority responsible for AML/CFT compliance supervisi
and enforcement.

1 May 2004: Issued a decree amending Article 15 of the Internal Regulations of the SHCP
(Secretaria de Hacienda y Crédito Publagefining thepowers of the Financial Intelligence
Unit. The FIU is a unit of the SHCP.

1 May 2004: SHCP issed AML/CFT regulations (Disposiciones de Caracter General) under the
applicable financial laws for all financial sectors subject to the AML/CFT regime at that time.

1 November 2006: SHCP issued two revised AML/CFT regulations, one for FIs covered under

Article 115 of the Credit Institutions Law (LICey de Instituciones de Creditand one for Fls
covered under Article 124 of the Popular Savings and Loan ILa&y e Ahorro y Credito
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Popular) These revised regulations enhanced the regulatory requiremenitstracluced more
extensive riskbased elements for CDD.

1 June 2004: Signethemorandum of understanding between the Financial Intelligence Unit and
the PGR Procuraduria General de la Republicastablishing the basis for protecting the
information sent taministerial authorities, and in October 2005, signed another which outlines
procedures for routine interaction between the two agencies.

1 December 2005: Issued a Decree amending Article 117 and repealing Article 118 of the Law of
Credit Institutions withrespect to banking and fiduciary secrecy to standardize the provisions for
both types of secrets and to define the conditions for lifting such provisions. In particular, Article
117 of the LIC expressly allows exceptions to secrecy requiring credit fimstguto provide
information through the CNBVGomision Nacional Bancaria y de Valorashen requested by a
broad range of competent authorities

155 Credit institutions must respond to requests from the CNBV tdgeadmformation sought by the
competent authorities indicated above in accordance with its instructions. The CNBV can penalize credit
institutions for any failure to respond to a request, in accordance with the provisions under Articles 108
t0110 of the LC (Credit Institutions Law).

1 June 2007: Issued a decree that criminalizes terrorism financing as an autonomous crime by

amending Article 139 of the Federal Criminal Coddich included a new title called
il nternational Ter r orofsanmtwnsfoosuchariemdsl e t he appl i
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2. LEGAL SYSTEM AND REL ATED INSTITUTIONAL M EASURES
2.1 Criminalization of Money Laundering (R.1 & 2)
2.1.1  Description and Analysi€
Legal Framework

156. Money laundering has been affiense in Mexico since 1989. The offense was originally set forth

as a fiscal offense under Article 115 Bis of the Federal Fiscal Code. However, in 1996,148i&¢ of

the Federal Fiscal Code was repealed and the money laundering offense wasddtexdtite crime of
iOperations with Resources from |11 egal Originsbo
(CPF, Spanish acronym f@dédigo Penal Federyl which remains in effect today. As a result of such
legislative amendments, money lauridgrchanged from being mainly a fiscal offense to becoming a
criminal offense. Among other things, Article 400 Bis also increased the penalties for money laundering,
reduced the number of specific purposes required inffhase and introduced new procal elements.

157 The money laundering offense under Article 400 Bis is also complemented by the provisions of
Mexi cob6s Feder al Law Against Or g a bey Fesletal dOntra lme ( L F
Delincuenéa Organizada enacted in 1996, which provides higher criminal sanctions for money
laundering offenders, among others, considered to be members of a criminal organization.

158 The assessment team notes that Mexicodmy implemented a few of the recommendations on
criminalization made by the FATF itne context of the last AML/CFE&valuation On a positive note,
however, the assessment t eam | e arPmoeudadurianGeneralMe x i c 0 €
la Republicd has developped and implemented an initiative aimed at mapping the criminal economy and
identifying the flows of proceeds of crime. The results of this initiative are being used as input to inform

the development of a National StrategyreventandCombat Money Laundering, which is expected to be
completed inSeptember2 0 0 8 . The strategy wild.| out !l i #teem i n d
objectives and action plan fpreventing andombating money laundering and will set out the needs for

human and technical resources for all of the agencies involved in AML/CFT efforts. It would be desirable

for the National Strategy to take into account the recommendations of this assessment report.

159 In Septembe 003, the Attorney General dés Office tab
related reforms to the CPF, the Federal Criminal Procedures Code, the LFDO, and the Organizational Law

of the Federal Judicial Power. The proposed reforms would have addaessetber of recommendations

in the last FATF AML/CFT evaluation report, including: making legal persons criminally liable;
establishing conspiracy as an ancillary offense of money laundering; introducing a minor money
laundering offense based on negligerin&oducing provisions that would allow confiscation of assets for

an amount equivalent to the product of the offense, when such assets have disappeared or cannot be

| ocated, among others. However, t he Seénat¢ and had notv e i ¢
yet been considered by M&amaadedDiputddigsuse of Repr esen

160 The reform package was also expected to introduce several special techniques of investigation
and additional offnses in the Federal Law Against Organized Crime, such as those related with the
diversion of chemical precursors and essential chemical substances, the transportation of weapons, pellets,
and cartridges of exclusive use by the armed forces, the disngaatlistolen vehicles, and the sale of

stolen vehicle parts. Consideration may also be given to the possibility of applying heavier sanctions to

16 For all recommendations, the description and analysis section should include the analysis of effectiveness,

and should contain any relevant statistical data.
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members of criminal organizations convicted of offenses such adrdftigking, terrorism, kidnapping,
and diwerting chemical precursors and essential chemical substances.

161 It should also be noted that a substantial reform on a number of constitutional provisions in
connection with the federal judicial system (referredt® t he AJudi ci al Ref or mo)
Mexi cobs Congress. This constitutional reform wa

(Diario Oficial de la Federacidnon June 18, 2008. Under the Judicial Reform, criminal trials will be
followed orally; police forces are now entitled to investigate crimes under the command of the federal
prosecutor (ministerio publico); and extension of dominion will apply to assets related to organized crime
and drug traffickinginter alia.

162 In this regard, PGR is preparing a text for the legislation that is needed to implement these
constitutional amendments. Such proposed legislation will include new provisions to counter ML/FT that
will take into consideratin and supersede the AML reform package introduced in September 2003,

referred to above.

163 Criminalization of Money Laundering (c. I.Rhysical and Material Elements of the Offense):
Money laundering is criminalizkin Mexico on the basis of the United Nations Convention Against lllicit
Traffic in Narcotic Drugs and Psychotropic Substances of 1998 (the Vienna Convention) and the 2000 UN
Convention against Transnational Organized Crime (the Palermo Convention).dfptheve are certain
elements of these conventions that have not been implemented under Mexican law.

164. Article 400 Bis of the Federal Penal Code criminalizes the money laundering conduct in the
following terms:

AA sanction of five to fifteen years in prison and a-thmisand to fivdhousanddays fine shall

be imposed on the person who, by himself or through an intermediary, performs any of the
following conducts: to acquire, sell, administer, guard, change, siegpve in guarantee, invest,
transport, or transfer within the national territory, or from the national territory to a foreign
jurisdiction, or vice versa, resources, rights or assets of any nature, knowing that they proceed
from or represent the prodt of an illicit activity with any of the following purposes: hide or
pretend to hide, conceal or impede finding out the origin, location, destination or ownership of
said resources, rights or assets, or foster any illegal activity.

The same sanction shake applied to employees and officials of institutions of the financial sector
who wilfully help or assist others to perform the conducts provided for in the paragraph above,
regardless of the proceedings and sanctions that may be applicable undeattoéafitegislation

in effect.

The sanction provided for in the first paragraph will be increased by half when the illicit conduct
is carried out by public servants responsible for preventing, denouncing, investigating or judging
perpetrated crimes. In ik case, public servants will also be imposed an inability to perform a
public office, capacity or commission for a term equal to the prison sanction ichpose

In the event of conducts provided by this article, in which the services of institutiond gaet o

financial system are utilized, the previous complaint from the Ministry of Finance and Public
Credit will be recessary to proceed criminally.
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