



























































































































































Ministerial Exemption Assessment Form

Individual who completed assessment:
Statutory supervisor for application:
Date to National Coordination Committee:

1 Agreed to by National Coordination Committee:

} ) fMinistry of Justice
Financial Markets Authority (FMA) 9 (2)( a)
14 August 2015

YES / NO

Preliminary information

1. Applicant

Predictions Clearing Limited (PCL)

Summary of proposed exemption

2, Recommendation

The exemption should be declined

1. We rec
157
Fin

nti- Mo QY ring and Countering
errorlsm GFT) Act 2009 (Act) should

3. Describe the day to day business of the re

@\?réty (3 %ces) and the specific business
io

of the entity under consnderatlon for an ee;

1. Predictions Clearing Limited (PCL) acts as a cl

provided by iPredict Limited (lPl‘edl@
iPredict @
t

2. iPredict operates a predtc —a

contracts which are e outco
issuing the contracts agmg t

functions.
35 PEIS notes at iPr
the da
4, F ) /a user
Minist
th ntract
5. iPredi

Fina

posed by the Natice,

hous: deposnory in respect of the futures market

res exchange which allows users to buy and sell futures
certain political, economic or other circumstances. Apart from
arket, iPredict does not carry out any other financial services or

purposes of enabling research to be conducted on in respect of

oper arlly for the
certa! out {It is not a commercial trading facility, gambling facility or investment tool.

a futures contract on 31 December 2014 for $0.20 on the basis of “Joe Bloggs will be
WZealand by 1 January 2015". If Joe Bloggs is Prime Minister on this date, the holder of

Xew 1

a tvansitional derivatives issuer licence in accordance with clause 45 of the schedule 4 to the
ts Conduct Act 2013 (FMC Act) as they were an authorised to deal in futures contracts under the

Markets Act 1988 immediately before 1 December 2014. It is noted that at the time of application, the

referred to the Authorised Futures Dealer (iPredict Limited) Notice 2011 (Notice). The transitional

atives issuer’ licence is valid until 30 November. 2016, and it is subject to the same restrictions that were

A futures contract on the market is an authorised futures contract for the purposes of part 3 of the Securities

Markets Act 1988, by virtue of the Futures Contracts (iPredict Limited) Declaration and Exemption Notice 2008

(Declaration).




Predictions Clearing

7. PCL is a wholly-owned subsidiary of iPredict, and acts as the clearing house and funds depository for iPredict. Any
individual who wishes to enter into trades on iPredict must first deposit funds with PCL.

8. PCL not engage in any activity outside of its role as the clearing house and funds depository. This role includes:

a) holding each user's funds on bare trust for that user, through a pooled call deposit ledger account, which
must be held with a registered bank (the Pooled User Account);

b) debit and credit users' ledger balances, according to the outcome of the relevant futures contracts the
relevant user has bought or sold through iPredict; and

¢) electronically transfer funds to users who make a withdrawal request.

9. A person must first register with PCL and iPredict, which involves the person en ing name; rd
and their email address. A confirmation email is sent to the email address a clicks a link to twate

their account. A user may then credit their account by making a deposit-grd in rading! deposit
money by credit card or bank transfer. Credit card deposits can be sourc

10. PCL holds the funds on bare trust for each user in a pooled acc a bank ( NZ Bank Limited).
The pooled account has separate ledger entries for each use hen credi bits each user's ledger
entry according the outcome of the user's contracts. Q

unds to the user as soon as
practicable. The repayment system is automated, to e e S Zealand bank accounts only, and
alternatives to this are discouraged but not p, nk transfers can be made to settle an
account, but this is rare (one transfer in 2015),

12. The Notice, the Declaration and iPrediet’s Ter
iPredict and PCL:
a) Users may not hold mor
companies or other legal
b) Users cannot act on
c) A user may only
with PCL.
d) As soon as ' ent that exceeds the value limits or is from a different source than
i 2 und that am as soon as practicable.

credited to their account from:
e user into their account

s a contribution from a "sponsor” (see below)

e)

{Vities on the market,

e required to report to the Financial Markets Authority:
ually on the aperation of the iPredict market; and

% immediately any discrepancy or shortfall discovered in the pooled account.

rkets

13. Because a key function of iPredict is to be used as a research facility, it also offers a mechanism for businesses
and organisations ("sponsors”) to conduct research tasks on the market, often in relation to a defined group of
people. A person can sponsor trading of relevant futures contracts related to that "sponsor” by crediting amounts
to a defined group so that they can trade. The Notice limits a sponsor’s contributions to $1,000 for each
participant in any six month period. As with a user's own deposits, any amounts in excess of the limits must be
refunded to the sponsor. '




[ 14. iPredict has the functlonahty to have * sponsored" markets and the terms and conditions cover such markets. To
date, iPredict has not created any commercially sponsored markets. There is one sponsored research market that
is open to any participant. This sponsorship is by a researcher studying the ability of prediction markets to
predict US annual nominal GDP.

15. Users do not receive financial benefits in the research sponsored market. The sponsorship covers the fees of
establishing the prediction market. Accordingly, no party receives income as a result of the trading in the
prediction stocks.

Application for exemption

16. PCL has applied for a full exemption from the AML/CFT Act.

17. In addition, PCL has submitted that the exemption would also need to apply to ey nsaction con or
sought to be conducted through the pooled client account for the purposes of e s’ fun is W Id
remove the requirement of the bank to conduct customer due diligence (CDD n erlying u

iPredict as a reporting entity

18. The application seeks exemption only for PCL and the bank provig 5 ust accou ict may, however, be
a reporting entity, by satisfying the definition of "financial inst e ordjrary se of business, iPredict
a) Participate in the issue of securities and provide fifah i %ose issues:
= A futures contract is a derivative under the FM 3 "security” includes derivatives.

e iPredict's services are captured under the‘def{ritiop i i icé" under the FMC Act.

19. iPredict is in discussions with the Financial o its status under the FMC Act, and
whether, as a consequence, it will need ta regis i rvice Providers Register as providing certain
financial services under the Financia S Providers @s tieh and Dispute Resolution) Act 2008.

>

Why the entity is subje ' ti- NI dering and Countering Financing of

Terrorism Act 2009 (th@]

4. Does the entity, in dﬁa/ry c @smess carry on one or more of the following financial
activities? P

Accepting depos:ts(oéaﬂ\g(\épayable fu n the public YES

Lendlng to o for ometr, cludlng consumer crednt mortgage credit, factonng (wrth or without

Tradlng for fson‘s own account or for the accounts of customers in any of the fol[owmg
ney’market instruments (for example, cheques, bills, certificates of deposit, or derivatives):
reign exchange:
ekchange, interest rate, or index instruments:
) transferable securities: j
(B commodity futurestrading
Parhctpatmg in securities issues and the prowsmn of fmanqa] ser\flces related to those lssues

Managing lndwldual or collectlve portfolios

Safe keeping or admmlstenng of cash or IquId secuntles on behalf of other persons

jInvestlng, admlnlstelmg, or managlng funds or money on behzﬂf of othel persons _ _ 1 YEg

 Issuing, or undertaking liability under, life insurance pohues as an insurer




| Money or currency changing

5. Are there any exemptions relevant to this application?

Rationale for granting exemption

6. Would granting an exemption be consistent with statutory considerations for granting exemptions under

section 157 of the Act? -
The risk of money laundering and the financing of
terrorism associated with the reporting entity,
including the products and services offered by the
reporting entity and the circumstances in which
the products and services are provided

1

T

" Lack of identification of

- NO

Overall, it is likely that PCL presents medium risks of money
laundering and terrorist financing (ML/TF).

Futures and options dealers are assessed as presenting
medium / high risks of ML/TF in the Securities Commission's

2011 sector risk assessment.

identify~its custoners. The only
count is a username
real name) and an

Higher risk factors include:

PCL does not curre
informati uired to ope
ed to be

@- accounts, PCL does not

onitoring and enforcing the

threg situations where one person has
e user account, one of these being

withdrawing funds

d,

eld mate
deliber

De

s may deposit funds by credit card from overseas
sources.

Accounts may be settled by international bank transfers.
The “sponsors” function would allow for third parties to
inject funds into the iPredict market through a number
of users without checks being done.

In the event that PCL becomes aware of funds being
deposited outside of the conditions, it must as soan as
practicable refund money to the user. In the absence of
clear information on a user, this results in clear risk of
ML through “cleaning” of funds in the same way as
overpayments and requesting refunds. PCL is aware of
one situation where deposits were made in excess of the
limits.

oo

g.

Reporting obligations

h. The reporting obligations that PCL and iPredict are
currently subject to are not sufficient to replicate
AML/CFT obligations, given they only related to the
general operation of iPredict on an annual basis, or
relate to discrepancy or shortfall in the pooled account.

i. PCL keeps records of each user's dealings, account and
holdings. This information is not useful, however, as PC
does not identify its users. :

Other factors




PCL can offer a very high return on the user's
investment, raising ML/TF risks. For example, as at 29
June 2015, the highest ranked trader has a 81,584%
return on investment, and the trader ranked 100" has a
249% return.

Market manipulation risks — especially given contracts
are created by iPredict after crowd sourcing or being
asked by traders.

4. Lower risk factors include:
a. A user may only deposit $2,50Q over a six month/fériod,
and $10,000 cumulatively, their tradin unt
with PCL. PCL is aware iration eposits

were made in excess.of {

The pu rpose of the FTRA is to facilitate the:

» prevention

ansactions Ao
The purpose of the AML/CFT Act is to:
detect and deter money laundering a
the financing of terrorism %
maintain and enhance New Zea
international reputation by
appropriate recommendati
the FATF, and

contribute to public i
financial system

The level of_rééulatory burden to which the
reporting entity would be subjected in the
absence of an exemption

* nd def

¢ amount of identification information available.

78

already required to monitor and record
aviour of its users, and report to FMA-. This
isy” however, conducted for a different purpose

ngaction reports cannot be linked to individuals as PCL
not identify its users.

Granting an exemption to PCL may also further reduce the

FATF Recommendations

The FATF Recommendations provide for a risk based
approach which allocates resources depending on risk and
provides exemptions only in justified circumstances. Given
the ML/TF risks associate with PCL, declining the exemption
would be consistent with this approach.

Public confidence in the financial system

9. Public confidence in the financial system is enhanced when
the AML/CFT requirements apply to appropriate entities and
services. It is therefore appropriate that PCL be subject to
the Act.

10. We consider the regulatory burden PCL will be subject to is

justified given the clear money laundering risks associated
with the services it provides as the clearing house and funds
depository for iPredict, '




advantage for the reporting entity
disadvantage third party reporting entities

or

on the integrity of, and compliance with, thei

| AML/CET regulatory regime

Whether t.i;lé-ws.;k;ﬁ}_};tion would create an unfair | 11. Given PCL's bgesptijk'é hatlijfé,iéfieﬁcilriﬁingiiﬁe éxempﬁon would

not create an unfair advantage for third party reporting
entities.

The overall impac't_tﬁafti-r_)e ekempiidn would have | 12, Granting an ex‘empt-ion'méy be detrimental to the iﬁteéfi;c&-

of the AML/CFT regime.

7. Other policy considerations for granting exemption

costs on government and business of an
exemption and whether these costs are justified
by

o likely benefits

Zealand, and
» the likely consequences of non-
compliance with FATF Recommendations

A 'best fit' for New Zealand: consider the likely | 1.

e the level of money laundering risk in New | 2.

The decline of an exemption for PCL will represent a best fit
for AML/CFT regulation in New Zealand because the
clear money laundering risks as
the clearing house and funds d

Declining the exemptio FATF
Recommendations ag’tke R

based approach whi

Conu’aatibili‘ty.-_ with  Australian :
requirements (that are consistent with New:

Zealand's circumstances and'requirements)

regulatory | 3.

ates resgurces degending on risk
and provides mns only En{l@cir mstances.
PN -

S o

e o
VIR A

-

Consistent regulation and supervision across!
sectors

that are stil and provide certainty to
busine pgvisorls ]
Effective nd implementation
(i ormation sharing mechanisms) to
_aclisye thie overall objectives of the framework

atfon and supervision that go no further @ 8.
than is necessary to achieve the objectives of the |

Act, and which are implemented in ways that |

minimise compliance costs on industry i

i

7. See a_bévé.

We do not accept that the reghlation and sﬁpt;visidh of PCL

serdeposit limits effectively mean a

a\phaximum of $10,000, an amount

T obligations relating to occasional
ss-border transportation of cash,

a. Occasional transactions are transactions conducted
outside of a business relationship, while PCL has an
established business relationship with its users.

b. The cross-border transportation of cash requirements
are separate to the set of obligations applying to
reporting entities and apply only where money moves
across borders, and not necessarily in the context of
providing a set of services to a customer,

is disproportionate to the apparent ML/TF risk.

Compliance with full requirements the AML/CFT regime is
the minimum necessary to achieve the objectives of the Act,
Accordingly, we recommend that an exemption should be
declined.














































