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In the intricate financial landscape of today, money
laundering looms as a continuous threat, presenting a
formidable challenge for professionals across the board,

but especially for those in the accounting sector.

Anti-Money Laundering (AML) policies

and procedures have, as a result, become
indispensable tools in the arsenal of financial
crime prevention.

This guide is meticulously crafted to serve as

an essential resource, equipping you with a
comprehensive understanding of AML principles,
regulations, and best practices.

Whether you're new to the field of accounting
or looking to update your knowledge of AML,
this guide stands as a beacon, unraveling the
complexities and distilling critical information
into practical, actionable insights.




Understanding money laundering
First things first, what exactly is money laundering?

Money laundering is a crime that involves
disguising illegally obtained funds as legitimate
income, making tracing the origin of the money
more difficult for law enforcement agencies.

As such, money laundering allows these criminals
to use their illicit funds without raising suspicion.

The three stages of money laundering

Money laundering typically involves three stages:

Placement

llicit funds are introduced into the financial system
- this could involve breaking down large sums of
money into smaller, less suspicious amounts or
physically smuggling cash across borders.

Layering

[llicit funds are processed through complex
financial transactions, such as wire transfers,
buying/selling securities, or using shell
companies to create a web of transactions that
makes it difficult to trace the money back to its
illegal source.

Integration

The “cleaned” funds are reintroduced into the
economy, appearing as if they come from a
legitimate source.

Integration can involve investing in legal
businesses, purchasing assets, or engaging in
other financial activities that make the illicit
funds seem like legally earned income.

Money laundering: example scenario

As a reference, let's examine how money
laundering may take place in the real world, using
a fictitious art gallery as our example scenario.

The owner of this gallery could be involved in
laundering money by selling paintings at inflated
prices to individuals who wish to cleanse their
illicit funds.

For instance, a criminal with a large amount of
money obtained through illegal drug sales might
buy a painting from the gallery for $100,000.

The payment is made in cash, and the gallery
then deposits this money into its bank account,
making it appear as though the funds are
legitimate earnings from art sales.

Following this transaction, the money has effectively
been laundered, entering the financial system as
a legitimate transaction.




Defining Anti-Money Laundering
(AML)

Anti-Money Laundering refers to a set of rules
and regulations designed to prevent criminals
from disguising illegally obtained funds as
legitimate income.

AML efforts aim to detect and halt money
laundering, tax evasion, fraud, bribery, and
corruption, playing a pivotal role in maintaining
the integrity of the financial system and mitigating
the economic impact of criminal enterprises.

For accountants, understanding and
implementing AML measures is a vital aspect
of your professional responsibilities.

Compliance with AML standards involves thorough
customer due diligence, monitoring of suspicious
transactions, and reporting any anomalies to the
relevant authorities, thereby safeguarding both
the institution’s and clients’ assets.

Who does Anti-Money Laundering apply to?

In the United States, Anti-Money Laundering
applies to a wide range of entities, emphasizing
the broad scope of efforts required to combat
financial crimes effectively.

This includes, but is not limited to:
+ Banks

* Credit unions

* Brokers

* Money service businesses (MSBs)
* Realtor

* Lawyers

* Accountants



Why is Anti-Money Anti Money Laundering in

Laundering required? different countries
According to the Organized Crime and AML efforts are conducted around the globe, but
Corruption Reporting Project, in 2023, illicit each comes with its own nuances.

activities generated over $3.1 Trillion. . .
AML in North America

Clearly, efforts are needed to halt this activity,

emphasizing the importance of AML. The Bank Secrecy Act (BSA), mandates that

financial institutions support US government

Here are a handful of ways AML assists in bodies in identifying and tackling money
curbing illicit funds. laundering activities.
Minimizing financial crime This act obligates the development of an AML

program that records specific transactions and

Heightened scrutiny and record-keeping, as part reports any suspicious financial activities.

of AML measures, help lessen the possibility of
money laundering and other financial offenses. The Financial Action Task Force (FATF) is another

. area you need to be aware of for North America.
Improve customer due diligence

They are an intergovernmental organization
responsible for establishing global standards to
counter money laundering and terrorist financing.

AML mandates thorough customer due diligence
to ascertain their customers'’ identities and keep
track of all transactions.

The FATF has introduced 40 Anti Money Laundering
and Counter-Terrorist Financing guidelines that
have been embraced by over 200 nations.

The improved due diligence aids in detecting
dubious activities before they escalate into
major issues.

Better transparency @

Robust AML regulations assist authorities
in smoothly supervising and probing any
doubtful actions.

This facilitates a greater level of transparency Office of Foreign Assets Control (OFAC) is a

in the financial ecosystem. division of the US Treasury Department, that
manages and applies economic sanctions programs
against nations, individuals, and organizations that
represent a national security risk.

OFAC regulations forbid individuals and
companies from conducting business with
sanctioned parties.

Mexican Law for the Prevention and
Identification of Transactions with Illicit
Funds (LFPIORPI) stands as Mexico’s primary
tool against money laundering.

It binds financial institutions and other
monitored entities to implement and sustain an
AML program, report dubious transactions, and
retain records of defined transactions.

This law also supports the seizure of assets linked to
money laundering or terrorist-financing operations.
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AML in Canada

The Proceeds of Crime (Money Laundering)
and Terrorist Financing Act (PCMLTFA) is the
principal law that oversees AML in Canada.

The Act mandates various organizations,
encompassing financial institutions, money
service businesses, and casinos, to develop and
uphold a robust AML compliance program.

Financial Transactions and Reports Analysis
Centre of Canada (FINTRAC) is the body
entrusted with the implementation and
enforcement of the PCMLTFA.

One of FINTRAC’s many duties includes
scrutinizing reports of dubious transactions from
reporting entities, carrying out investigations,
and disseminating information to law
enforcement units.

Canadian Anti-Fraud Centre (CAFC) serves
as a national anti-fraud hotline accumulating
grievances from victims of fraud, identity theft,
and other fiscal crimes.

The CAFC collaborates with law enforcement
agencies in the investigation and prosecution of
these infractions.

Office of the Superintendent of Financial
Institutions (OSFI) functions as Canada’s
main overseer of federally regulated financial
institutions, which include banks, insurance
corporations, and pension schemes.

OSFI has the task of ensuring these
institutions adhere to the PCMLTFA and other
related AML regulations.

AML in the UK

The Proceeds of Crime Act (POCA) forms the
bedrock of the UK's Anti-Money Laundering
structure, providing a comprehensive portrayal
of money laundering transgressions.

Its aim is the prevention of laundering along with
the distribution of its proceeds.

Money Laundering Regulations 2017
fortifies oversight within the private sector and
necessitates enterprises to set down a written
AML risk assessment.

The Money Laundering Regulations 2019 legal
framework expanded the range of associated
trades obligated to deploy AML initiatives.

Moreover, it revamped the approach to
customer due diligence and amplified due
diligence processes.




The consequences of not complying
with Anti-Money Laundering

For accountants, failing to comply with AML
regulations carries significant consequences,
both professional and legal.

Accountants and their firms could face substantial
financial penalties, which may vary based on the
severity and nature of the non-compliance.

Beyond monetary fines, professional
repercussions include damage to reputation,
which can be devastating.

A tarnished reputation can lead to a loss of client
trust, essential for the survival of any practice,
and may result in a decrease in business
opportunities.

Legally, accountants may also face criminal charges.

Furthermore, non-compliance can lead to regulatory
sanctions such as suspension or revocation of
licenses, restricting their ability to practice.

These consequences highlight the critical
importance of accountants and accounting
firms to not only understand AML regulations
thoroughly but to integrate compliant practices
into every aspect of their operations.

What does Anti-Money Laundering
imply for accounting professionals?

There's a significant burden on accountants to
facilitate Anti-Money Laundering measures.

AML responsibilities include:
Customer Due Diligence (CDD)

Accountants must confirm and authenticate their
customers’ identities, gathering data about their
identity, business partnerships, and the essence
of their dealings.

Enhanced due diligence should be enforced for
higher-risk clients.

Know Your Customer (KYC)

KYC protocols form part of the CDD and
encompass obtaining data about customers in
order to calculate their risk profile.

This aids accountants in comprehending the
characteristics of the customer’s trade and
predicted transactions, helping uncover unusual
or suspicious activity.

Transaction Monitoring

Accountants must scrutinize transactions for
irregular patterns or activities.

Unexpected large transactions, swift movement
of funds, or transactions conflicting with the
customer’s profile should raise alarms for
additional examination.

Record keeping

Good AML practice necessitates accountants to
keep extensive records of customer transactions
and due diligence procedures.

This record-keeping is vital for audits and inquests.
Training and internal controls

Firms hold the responsibility of educating their
team to identify and tackle AML matters.

Internal protocols and policies ought to
be established.

International cooperation

Frequently, money laundering incorporates
international transactions.

Thus, global collaboration and the exchange

of information between financial organizations,
regulatory authorities, and law enforcement
agencies are indispensable for successful
AML operations.
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Anti-Money Laundering best
practice tips

AML practices play a critical role in identifying the
earnings from unlawful activities and inhibiting
the illegitimate flow of funds.

As such, having full-proof processes in place is vital.

The below tips help underpin pivotal elements of
productive AML practice.

Regular risk assessments

Conducting frequent risk assessments helps
discern potential hazards by considering factors
such as client profiles, transaction frequency,
offerings, services, and industries while also
checking IDs and credit.

Continually revising this evaluation enables you
to identify dangers far quicker.

Rather than viewing these risk assessments
as a mere one-off checklist, consider it an
ongoing process.

Additionally remain alert to red flags throughout
the year during client interactions.

Internal regulation framework

An internal regulation framework validates
that operational processes adhere to legal
requirements.

This framework verifies the legitimacy and
accuracy of transactional procedures, assisting in
the identification and deterrence of illegal activities.

Backing from leadership
Showcasing executive dedication is crucial.

It allocates necessary resources, endorses a
compliance-oriented culture, and guarantees
persistent program enhancements and updates.

Guidelines and compliance measures

Enforcing AML compliance guidelines helps
instruct staff on lawful operations such as
customer verification, transaction oversight, and
the prevention of illegal fund transfers.

Staff training, operational process scrutiny, customer
validation, and registration of fund transfers are
core aspects of AML, helping minimize risk.

Question the motive

Always question the motive behind hiring your
services.

Beyond the initial reasons for hiring you,
consider the client's broader needs.

Due diligence at the start of the relationship is
crucial to understanding the client’s situation
thoroughly.




Anti-Money Laundering client red flags

Identifying and dealing with Anti-Money
Laundering risks can seem daunting.

Here's a list of potential red flags from clients
that you could use as a guide, or simply keep
handy on your desk for speedy reference.

Secretive clients

Steer clear of clients who avoid providing
personal verification, as a reluctance to reveal
identity could suggest undisclosed motives.

Make it a priority to familiarize yourself with
clients and their operations to build assurance
before onboarding.

0dd wire transfer activity

Be vigilant of transactions that can't be
rationalized or appear inconsistent.

Receiving and sending repetitive, similar
quantities in a consistent pattern by clients could
be a sign of money laundering.

Unexplained urgency

Though last-minute financial dealings do happen,
be suspicious if a client evades or is unable to
justify their haste.

Non-transparency could signal potential
complications.

Geographical differences
Take note of transactions stemming from overseas.

For example, if a client operates a local business
and transactions are pouring in internationally, it
should raise doubts.

Peculiar activity on inactive accounts

Repeated account openings and closings, or
regular deposits and withdrawals from inactive
accounts by customers could be indicative of
money laundering.

Substantial deposits/withdrawals

Substantial deposits or withdrawals, of a
mysterious nature, into a client’s account should
raise an AML concern.

Questionable transactions

Transactions that deviate from the usual
behavior of clients, like massive cross-border
movements of funds that seem to lack a clear
financial justification.

Obscured beneficial owner

If a client proposes an intricate ownership
structure, it could be an attempt to mask illicit
activities.

Be cautious and run comprehensive checks
before taking steps forward.

Strange anonymity requests

Customers seeking anonymity and failing to
provide personal details could be attempting to
conceal their identity for dubious reasons.

Mysterious customers

Customers unable to provide an explanation
about their identity, the origin of their money,
or their account activities may be implicated in
illegal financial dealings.

Orchestrating transactions

Clients arranging a series of transactions to
evade reporting requirements of currency
transactions are potentially laundering money.

Incomplete paperwork

Clients providing incomplete or suspicious
documentation may be trying to hide their
true identity or transactions, to commit money
laundering.




The role of software

To make AML compliance achievable in the
manic world of an accountant, considerations
are needed around the resources and time
required, all of which technology plays a huge
role in supporting.

Accounting solutions support accountants with
their Anti-Money Laundering responsibilities,
helping identify and manage risks.

Software diminishes the reliance on paper
audit trails and guarantees your entire team
is well-equipped.

In turn, this reduces the substantial operational
costs associated with AML and risk prevention.

Learn more about our accounting
solutions here.

Please note this guide is intended for educational purposes only
and is also subject to change. It should not be considered legal
advice. Always consult a professional for legal matters.
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