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Mobile: 9851006739

All Kinds of Party Events & Catering (Full/Half) with Tent House.
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Money laundering: Introduction and
Nepalese context

Money laundering is the process of
transforming the illegally obtained
money into legitimate capital. The word
"Laundry" literally means 'cleaning’. So,
metaphorically, money laundering refers
to 'cleaning on money'. Simply, money
laundering is the process of making dirty
money looks clean.

Money laundering is the practice of
engaging in financial transaction in
order to conceal the identity, sources
and/or destination of illegally obtained
money. Usually, the money involved
has been derived from illegal activities
and the goal is to give that money the
appearance of coming from a legitimate
source. According to Action Task Force
(FATF) crimes such as illegal arm sales,
narcotic trafficking, smuggling as well as
embezzlement, insider trading, bribery
and computer frauds produce large profits
and create the incentive to legitimize the
ill-gotten gains through money laundering
is driven by criminal activities and conceals
the true source, ownership or use of fund.
United Nations office on Drugs and Crime
(UNODC) estimated that 2.5% of global
GDP (or $800 billion) money laundered
globally in one year.

"Money laundering is processing of
criminal proceeds to disguise their
illegal origin in order to legitimize the
ill-gotten gains of crime."

-FATF

Nepalese money laundering prevention
act 2008 did not have explicit definition
of money laundering before its second
amendment. It had however implicit list
of illegal actions, which it committed,
are considered to be money laundering
offense. But, second amendment of
Money laundering prevention act 2008
in 2070 define money laundering in
line with Palermo convention of United
Nations as follows-

a) The conversion or transfer of
property, knowing (or having
sufficient ground to know) that

Mukunda Sharan Wagle

Loan Recovery Department, Nepal Bank Limited

such property is proceeds of crime,
for the purpose of concealing or
disguise the illicit origin of the
property or helping any person who
is involving in the commission of the
predicate offence to evade the legal
consequences of his or he action.

b) The concealment of disguise of
the true nature, source, location,
disposition, movement or ownership
of or right with respect to property
knowing that such property is the
proceed of crime.

c) The acquisition, possession or use
of property knowing, at the time
of receipt, that such property is
the proceeds of crime Subject to
Participation, in association with or
conspiracy to commit, to commit
and aiding, abetting, facilitating, and
concealing the commission of any of
the offense established above a, b
andc.

In short, money laundering converts the

black money into so called white money.

Considering all the definitions, following

are the important elements of money

laundering

‘0

% Process of concealing or disguising
the source of income (or property)

% Money (or property) is obtained
from illegal activities

% There must be predicate offense
in order to any crime to be called
money laundering

% It is derivative crime- i.e. induced by

predicate offense.

Money laundering cycle

Predicate offense - Predicate offense
is the underlying crimes that generate
the money to be laundered. It is called
predicate because the crime predate the
money laundering. Predicate offence
generally, can be grouped into:

v Drug trafficking

v Blue-collar crimes- These
include gambling, bookmaking,
human/organ trafficking, etc.

Assistant Manager,

v" White-collar crimes- These include
embezzlement, frauds, tax evasions,
etc

v Briberyand corruption - Beneficiaries
of this crimes are policy officials
who stand to benefits from their
decisions

v' Terrorism

Placement - Physical disposal of cash

or other assets derived from predicate

offence

This is the first step of money laundering
process, when the physical currency
enters into the financial system. Often,
this is accomplished by placing the
funds into circulation through financial
institutions,  casinos, and others
(domestically and internationally.) This
phase involves the transactions such as:

v' Breaking-up large amount of cash
into smaller sums and depositing
them directly into bank accounts.

v" Transporting cash across the border
to deposit in foreign financial
institution

v" Buy high value goods such as art
work, antique, precious metal that
can resold for payment by cheque or
bank

This is the most vulnerable stage.

Layering - Separating the illicit proceeds
of criminal activities from their origin
through complex layers of financial
transaction

This second stage involves converting
the proceeds of the crime into another
form and creating complex layer of
financial transactions to disguise the
audit trail, sources and ownership of
fund. It involves the transaction such as:

v' Sending wire transfer from one
account to another

v Converting cash into other monetary
instrument e.g. traveler's check

v Investingin real estate and legitimate
business

v" Using shell companies and structure, etc




1.
Predicate Offence
e Corruption and Bribery
e Fraud

e Organized crime

e Drug and human trafficking

e Environmental crime

e Terrorism

e Other serious crimes...

3.

2.

Placement mg .
e Initial introduction of e Involves distancing the

criminal proceeds into the money from its criminal
stream of commerce source: ) )
e Most vulnerable stage of money * movements of $ into different
accounts

laundering process .
¢ movements of money to different

countries
¢ Increasingly difficult to
detect

4.,
Integration
e The last stage in the
laundering process.

Occurs when the laundered
proceeds are distributed back to
the criminal.

e Creates appearance of legitimate
wealth.

can be traced in Nepal if we go back to
the history.

Integration- Providing apparent
legitimacy to illicit wealth through re-
entry of funds into economy. It is the
final stage of the laundering process
when the funds reenter the legitimate
economy and launder makes the funds
appear to have been legally earned. This
may be accomplished by purchasing real v
estate, car, precious metal, etc. It is very 4
difficult to detect if there is no audit trail

established during the placement of v
layering states. v

Asia Pacific Group on Money Laundering
identified the following suspicious
activities related to money laundering in
Nepal:

False identity of launder

Use of Nepalese ATM card to obtain
Indian currency

Showing wrong source of income
Artificial appreciation and

Source: Michael Levi, Maria Dakolias

depreciation of land price while
transaction

v" Under/over billing at custom

v Tax evasion and

v" Hundiand othersillegal fund transfer

v' Keeping properties under the
ownership of relatives

v" Complex structure of company- Shell

Company
v Artificial business transaction

What Banker's can do?

1. Establish AML compliance programs

2. Establish effective customer due
diligence system and monitoring
programs

3. Establish an effective suspicious
activity monitoring and reporting
process -

4. Develop risk based AML programs
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Nepalese context of Money
laundering

Economic crimes that have the nature
of money laundering are outgrowth of
economic and financial development in
Nepal. There are some economic crimes
of different scale like cheating, swindle,
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