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The Laundrymen came about in
an odd way and has had quite a history. It began in London in the
early 1990s when I first met John Hurley, who was then the Customs
Attaché at the US Embassy on Grosvenor Square.

 


When people find out that
you write for a living, it’s a given that they will suggest topics
of interest to them for your next project. John was no exception.
"Why don't you write a book about money laundering?" This time,
instead of my stock response, "Interesting idea, let me think about
it," I had to answer, "What's that?" These were the dark ages, long
before dirty money was the flavor of the month subject for cop
dramas and films.

 


He began telling me stories
of drug traffickers and huge amounts of cash, of sting operations
and exotic locations where money could be hidden in shell companies
and secret bank accounts, and my eyes opened wide. Writers are like
second-story men. We work the same neighborhood rich in jewels
until we stumble across a new place to ply our trade. I told him I
wanted to know more, so he took out a piece of paper and, off the
top of his head, wrote down ten names and phone numbers. He
offered, "Just tell them I said to call."

 


That afternoon I started
with the first name on the list. The man answered his own phone,
which is not always a good sign because the better the
neighborhood, the better hidden the jewels. But this turned out to
be a great neighborhood --- the private line of the man in charge
of enforcement at the US Justice Department. I explained that I was
ringing on the advice of John Hurley. And he said, "Whatever you
need, you got it."

 


It was the same with the
second name and number on the list --- the private line of the
fellow in charge of enforcement at the Treasury Department. "If
John said to call, you’re okay with me."

 


Long before I’d dialed
everyone on John’s list --- and I called them all that day --- I
realized that he’d hooked me up with the top people in the
business. "I’m looking into the subject of money laundering," I
said to each of them, and each responded, "Come see me. I’ll give
you everything you need."

 


Thanks entirely to John and
his contacts, I was able to work myself deep inside a subject where
no author had been before --- or, for that matter, where very few
authors have been since. I spoke at length, on the record and off
the record, to those ten people who told me their stories, and each
of them then put me in touch with dozens of others with stories to
tell. I worked hundreds of primary sources and was given access to
thousands of documents, many of them classified. I talked to all
the good guys. And I talked to loads of bad guys, most of whom
were, bizarrely, happy to brag about the cash they had washed. I
even found one man in Witness Protection who was, perhaps
understandably, less than thrilled that I could find him. But he
spoke with me, nonetheless.

 


The field was wide open for
me and I broke bread with all of the major players.

 


Before long I phoned my
publisher, the wonderful Nick Webb at Simon & Schuster in
London, and simply told him, "Money laundering." He responded the
same way I had when I first heard the term, "What’s that?" I said,
"Nick, trust me." He did and The Laundrymen hit the UK best-seller
list the same week it was published.

 


The US edition appeared a
year or so later. This Kindle version is the 1996 US edition, with
light revisions to bring a few of the stories up to
date.

 


The Laundrymen has now
appeared in more than a dozen different foreign languages, and
wherever it has been published, the book has generated its own
stories. For instance, in Portugal where it was a front page news
story, The Laundrymen was instrumental in getting money laundering
legislation through parliament. In the Czech Republic, where it was
the main feature on a television evening news program --- cameras
followed me as I showed them how easy it was to launder drug cash
at a bureau de change --- the book also helped get new anti-money
laundering legislation in place. The book changed the way Caribbean
banking and shell company formation is viewed, and in a few
instances, changed the way that Caribbean jurisdictions operate.
The book was, as well, one of the first --- if not the first --- to
fully explain Nigerian 419 fraud. That’s the letter, or email, each
of us has received dozens of times from some phony official saying
that if we will allow him to put a huge sum of money through our
bank account, we can keep up to half of it. Within months of
exposing that fraud, I actually received a 419 letter addressed to
me as "Author of The Laundrymen."

 


In Switzerland, the book
brought out the wrath of the Swiss Banking authorities for claiming
--- rightfully so --- that secret banking laws aided and abetted
drug traffickers. Authorities in Liechtenstein were equally
displeased for much the same reason. Nor were they terribly pleased
in Luxembourg, where shell companies were being used by
traffickers. And in Canada, where money laundering laws were then
non-existent, the book helped to reinforce our closest neighbor’s
image as "the Maytag of the north."

 


In France and Germany, The
Laundrymen was the basis of a major television documentary, which I
scripted and narrated, the English language version of which has
been seen around the world. I also wrote the script and did the
narration for the BBC’s television version of the book.

 


Clearly instrumental in
popularizing the subject of money laundering, The Laundrymen and I
still show up on news programs around the world. Off the back of
the book, I have spoken at hundreds of major meetings and corporate
events about money laundering and organized crime. In two
instances, The Laundrymen was even mentioned in criminal court
trials, specifically by defendants who blamed me for their
troubles. One of them actually testified under oath, "I got the
idea from Jeffrey Robinson’s book on money laundering." In another
case, television cameras accompanied police on a raid of a lawyer’s
office. He was being busted for money laundering. And the first
piece of evidence the cops seized was a copy of The
Laundrymen.

 


The single most laudatory
comment about the book came from a young detective whom I met at a
conference. He told me that he’d been working in a dead end job
until he read The Laundrymen, which had inspired him not just to
become a cop, but to specialize in financial fraud and money
laundering investigations.

 


Of course, when it comes to
flattery, imitation is said to be the sincerest form. Accordingly,
I suspect, I should be wildly flattered because The Laundrymen has
been plagiarized --- not once, but twice! A professional conman in
Holland waited a couple of years after the Dutch edition of the
book came out, scanned it word for word into his computer, changed
the title to the aptly named, "Fraud" and published it as his own.
We had to sue to stop him. More recently, a German sleazebag
pretending to be an author, lifted chapters out, reprinted some in
their entirety and slightly rewrote others, before publishing my
book under his name. We’ve had to stop him, too.

 


And then there has been
near-plagiarism. A handful of authors in the States and the UK have
merely taken my research, quotes and all, and used it in ripped-off
versions. One actually had the temerity to publish with an almost
identical title and, then, to ask me for a cover quote. His book,
like most of those others, was rife with factual errors and,
justifiably, sank without a trace. Sadly, for people who paid money
for a copy, none of these guys have the primary sources I do and
therefore can’t possibly provide their readers with the depth of
knowledge that John Hurley’s contacts --- and all the contacts who
followed --- have bestowed on me.

 


Sensing that depth of
knowledge, when the book was first published, several reviewers
described The Laundrymen as the definitive book on the subject. In
the years since, as the world has moved on, I’ve tried to keep
readers up to date with subsequent books such as The Merger, which
deals with the conglomeration of international organized crime, and
The Sink, which dives into the murky world of offshore money
laundering, organized crime and terror funding. But neither of
those books could have happened had it not been for The
Laundrymen.

 


While The Merger and The
Sink have enjoyed their own success, I’d like to think the book
reviewers were right about The Laundrymen and that, given the test
of time, it is still worthy of being the definitive book on the
subject.

 


JR/ New York 2009
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Robert Torres had it
all.

 


He had money. He had fancy
cars. He had status. He had all the women he could ever
want.

 


For a guy who started out in
life as a welder, a cook and a gas station manager and once thought
that the big time meant peddling dope on street corners in the
Bronx, Torres came as close to living the American dream as anyone
he was ever going to meet.

 


It started out as a family
business. His cousins set him up in 1978. He was 22, a kid from
small town Puerto Rico, a place called Guayama, who’d come north to
New York to grow a chip on his shoulder because life had dealt him
a rotten hand. The great melting pot was more like a cauldron where
you could drown. So he told his cousins that he needed a job, that
he wanted a shot at making it, and they supplied him with little
plastic bags of product.

 


For a while, Torres thought
he had life knocked. He had the cash that he earned and what cash
he could steal. But the more he watched his cousins getting rich,
buying cars and buying property and keeping pretty women in
expensive clothes, the more he realized that dope was strictly
nickel-and-dime stuff. He reminded himself that he had ambition,
that he had plans. He persuaded himself that selling "shit" to kids
and whores and getting beaten up by pimps was not the ticket. So he
hit on his cousins for more of the action and they made him a
manager. Now he ran other guys hawking stuff on street corners and
had more cash in his pockets.

 


By 1985 he’d been on the
streets for seven years. Closing in on 30, he got it into his head
that he needed to branch out, to take a better shot at machine’ it.
That meant going out on his own. And going out on his own meant
heroin.

 


It took time. And because
dealing heroin is a business in which one wrong step can mean a
violent death, it also took cajones. But Torres managed to muscle
his way in. He was smart enough to do it slowly, step by step. He
was also lucky enough to stay alive while he worked his way
up.

 


First he sold product
himself. Then he put salesmen on the street to hustle it for him.
Then he found ways to import it and he learned the tricks of
wholesaling it. He even had his own brand names - Liberty, Blue
Moon, Turbo Powder, Midnight Train, Sunshine, White Eagle, White
Tiger, and Pink Diamond.

 


Within five years he had a
hundred amigos working for him - he called them Los Brujos, the
Warlocks - and commanded twenty distribution centers in Manhattan
and the Bronx. To defend his network, he armed Los Brujos to the
teeth. He loved guns and every now and then he’d go on a buying
spree, such as the afternoon he bought nineteen semi-automatic
pistols, thirteen .38 calibre pistols and a classic .45 that he
wore in a shoulder holster because it made a macho bulge under his
armpit.

 


He owned twenty properties
in New York and forty more in Puerto Rico, including a tourist
resort near San Juan. He owned a sand and gravel company, two
beauty parlors, a restaurant, a garage, three heavy equipment
rental companies, seventy pieces of heavy construction equipment, a
wood working shop, a limousine service, a pile of blue chip
securities, a 46-foot boat, a handful of professional race cars and
a semi-pro basketball team in Puerto Rico that also called
themselves Los Brujos.

 


By the beginning of 1993,
Torres was moving close to half a million dollars worth of heroin
every day.

 


That's when the Feds busted
him.

 


They swooped down on him
like a heavily armed commando force taking a beachhead, shackled
him in chains, rounded up Los Brujos, and started unraveling his
financial empire.

 


Once upon a time, Robert
Torres had it all.

 


He had fancy cars. He had
status. He had all the women he could ever want. At the age of 37,
he was worth in excess of $60 million.

 


And all the time, lurking in
the background was a man who showed Torres how to grab the American
dream by the throat, a former senior officer at the Chase Manhattan
Bank. His laundryman.

*****


Chapter One

 


THE MAGIC TRICK

 


 


 


 


"When the President does
it, that means it is not illegal."

 


Richard Nixon

 


 


 


 


 


 


Money laundering is all
about sleight of hand.

 


It is a magic trick for
wealth creation.

 


The lifeblood of drug
dealers, fraudsters, smugglers, kidnappers, arms dealers,
terrorists, extortionists and tax evaders, it is perhaps the
closest anyone has ever come to alchemy.

 


Myth has it that the term
was coined by Al Capone who, like his arch rival George "Bugs"
Moran, used a string of coin-operated laundromats scattered around
Chicago to disguise his revenue from gambling, prostitution,
racketeering and violation of the prohibition laws.

 


It's a neat story, but not
true.

 


"Laundering" perfectly
describes what takes place: illegal, or dirty, money is put through
a cycle of transactions and comes out the other end as legal, or
clean, money. In other words, all traces of illegality are scrubbed
away by a succession of transfers and deals, so that those same
funds reappear as legitimate income.

 


Romance has since been added
to myth with the name Meyer Lansky.

 


Whereas cronies like Capone,
Luciano and Frank Costello made their way through the world using
muscle, Lansky - a 5 foot 3 inch, Polish-born, New York-raised, 9th
grade drop-out - used his wits to become the highest-ranking
non-Italian in what used to be called "The Syndicate." He was
affectionately known in those days as the mob's accountant. He is
often affectionately remembered these days as the patron saint of
money launderers. It's an epitaph that would have amused
him.

 


Lansky became particularly
distressed in October 1931 when Capone's carelessness allowed the
Feds to send him to Alcatraz for something so obvious as tax
evasion. Determined to avoid a similar fate, he theorized that any
money the Internal Revenue Service didn't know about was, by
default, not taxable. With that as his premise, he embarked on a
quest for ways to hide money, and soon discovered the benefits of
numbered Swiss bank accounts. Some 20 years later, after helping
his long-standing partner in crime, Benjamin "Bugsy" Siegel, to
finance The Flamingo - the first major hotel and casino complex in
the desert that would become Las Vegas - Lansky convinced his pals
that their non-taxable future lay in offshore expansion. Even if
the IRS suspected money was being stashed outside their
jurisdiction, they couldn't get their hands on it. So he took the
mob to Havana and with the blessings of strongman Fulgencio
Batista, Lansky almost single-handedly turned the Cuban capital
into a boomtown. But his dreams of a world beyond the reach of the
IRS ended with a rude awakening. In 1959 Fidel Castro battled his
way down from the mountains and with the help of guns provided by
American gangsters, threw out all the Americans.

 


Some of Lansky’s cohorts
brooded over such bad luck, but he was typically philosophical. He
admitted he'd backed the wrong horse - very few people believed
that Castro, his comrade Che Guevara, and their ragtag band of
merrymen could pull off an entire revolution - took his losses, and
learned the lesson that the best guarantee for any offshore
investment is a politically stable environment.

 


In pursuit of somewhere safe
and sound, he turned to the Bahamas. Thirty minutes by air from
Miami and in the same time zone as the eastern United States, the
700 islands and cays that made up the then-British colony were
ideal. Communications were good, real estate was cheap, access was
easy, the market was ripe and, best of all, the local politicians
were crooked.

 


The fly in the ointment,
where Meyer Lansky's beatification is concerned, is that he was
hardly a saint and definitely not a money launderer. His
fundamental concern was with evading taxes. He did little more than
come up with some basic procedures for capital flight. There's
nothing to suggest he ever intended to repatriate any money and
spend it legally. Lansky is to money laundering what the Wright
Brothers are to the Concorde. He got the business off the ground,
but it was left to other people to break the sound
barrier.

 


In fact, it wasn't until
1973 that the term "money laundering" actually appeared in print
for the first time. And when it did, it had nothing to do with
Meyer Lansky. The earliest sightings were in newspapers covering
the Watergate scandal.

 


At the end of February 1972,
Richard Nixon took the first formal steps towards renewing his
tenure at the White House. He announced the creation of the
Committee to Re-elect the President - abbreviated to CRP and,
bizarrely, pronounced "creep" - and named his former law partner,
Attorney General John Mitchell, to run it. But that was strictly
for public consumption. The real campaign drive had begun at least
a year before when Mitchell and Secretary of Commerce Maurice
Stans, who later took the chair of CRP's Finance Committee,
secretly built a presidential war chest. Among the earliest
contributors was the American dairy industry, which wanted to
reward Nixon for having raised federal milk subsidies. Also on the
Stans-Mitchell list was the recluse billionaire Howard Hughes, who
reportedly handed $100,000 directly to Nixon's closest friend,
Florida banker Charles "Bebe" Rebozo.

 


Then there was the
international financier Robert Lee Vesco. Under investigation at
the time by Mitchell's Justice Department, Vesco thought enough of
Nixon and, evidently, the prospect of some Oval Office sympathy, to
arrange a cash donation of $200,000.

 


 


When Mitchell and Stans
squeezed American Airlines for $100,000, George Spater, then
chairman and chief executive of the airline, was faced with the
dilemma of how to divert corporate funds that were otherwise
accountable. He arranged to have a Lebanese company called Amarco
submit a fraudulent invoice as commission on parts sold to Middle
East Airlines. American Airlines paid the invoice and Amarco
deposited the money in Switzerland, then wired it to their account
in New York. There, Amarco's agent withdrew $100,000 in cash and
handed it to Spater, who turned it over to Mitchell and
Stans.

 


Braniff Airlines, also hit
by the duo, laundered their beneficence through Panama. The
airline's regional vice president for Latin America collected
$40,000 by instructing the company's man in Panama City to raise a
false invoice from a local company for "goods and services." To
cover the shortfall, they sold blank tickets for cash.

 


Next Stans turned to the oil
industry. Ashland Oil's chairman, Orin Atkins, obliged with money
funneled from a subsidiary in Gabon. Gulf Oil laundered its
$100,000 gift to Mr. Nixon through a subsidiary in the
Bahamas.

 


Vesco's donation was
eventually returned, but under the statutes then in force, CRP was
not technically under any obligation to report these contributions.
However, Congress had just passed a law that was to come into
effect on April 7, specifically prohibiting anonymous campaign
donations. Knowing that it would severely cramp their style,
Mitchell and Stans decided to pull in as much as they could before
the deadline. They dusted off an old Mexican connection to
guarantee that anonymous donations could not be traced, and went
back to work, now targeting private citizens who would appreciate
discretion in these matters. They also went in search of
corporations that might otherwise be banned by the new law from
making substantial and undeclared political
contributions.

 


Never known for a subtle
approach, Stans bullied potential donors with lectures on the debt
of gratitude that they and all patriotic Americans owed to Richard
Nixon. In the same breath he reminded them that his Mexican
connection was not subject to American audits.

 


With hindsight, it was a
fairly adolescent scheme. Among the contributions Stans raked in
were four cashier's checks in sums of $15,000, $18,000, $24,000 and
$32,000. Totaling $89,000, they were each drawn on a different bank
in the United States and made payable to a Mexico City lawyer named
Manuel Ogarrio Daguerre. In mid-April Ogarrio forwarded the checks
to Miami, where on April 20 they were deposited into the bank
account of a local real estate salesman named Bernard L. Barker.
Were anyone ever question him about the source of the money, Barker
was under instructions to say that it was his share of a land deal
he’d made with an anonymous Chilean businessman. Were anyone ever
ask why he subsequently withdrew the $89,000 in cash, Barker was to
answer that the deal had fallen through and he needed to repay the
commission.

 


Had Mitchell and Stans then
gone on a binge, blowing the money on wine, women, song - or even
campaign advertising - it's likely no one ever would have found out
about it. Instead, they decided to finance a crime.

 


On the evening of June 17,
1972, five burglars broke into the Democratic National Committee
headquarters at the Watergate office building, west of Juarez
Circle. They were: Virgilio Gonzalez, a Cuban-born locksmith;
Eugenio Martinez, a Cuban-born anti-Castro activist and CIA
informant; Frank Sturgis, a Miami soldier of fortune with CIA
connections; James W. McCord, Jr., a former employee of both the
FBI and the CIA; and one Bernard L. Barker of Miami, Florida. As it
turned out, Barker had also worked for the CIA and been involved in
the 1962 Bay of Pigs invasion.

 


The five men were arrested
immediately. At first, the most interesting member of the group
appeared to be McCord, because at the time of the break-in he was
coordinating security for the CRP. Then came the arrest of G.
Gordon Liddy and E. Howard Hunt. The brains behind the break-in,
both had direct links to the CIA, the CRP and, shockingly, the
White House.

 


Yet the thread that would
unravel the conspiracy turned out to be Barker.

 


Too clever by half, Mitchell
and Stans never reckoned that anything could go wrong. Nor had it
dawned on them that if anything did go wrong someone might somehow
find those four checks and trace them back through the Mexican
lawyer to the CRP. Once Bob Woodward and Carl Bernstein of the
Washington Post broke the story, however, and it had gained enough
momentum for them to run with it, every other investigative
reporter in America tried to get in on the act. Competition for
front-page scoops became red-hot. In the end, it was the New York
Times that headlined the Mexican money connection.

 


Subpoenas flew and
investigators got inside Barker's bank account. A fifth suspicious
check was uncovered, this one for $25,000 and dated April 10. Drawn
on the First Bank and Trust Company of Boca Raton, Florida, it was
made payable to Kenneth H. Dahlberg, a Nixon fund-raiser. When a
reporter asked him about the check, Dahlberg admitted he'd long
since turned it over to Maurice Stans.

 


Bathed in Mexico, $89,000
was just the tip of the iceberg. The amount soon jumped to
$750,000. That's when it was revealed that Stans was maintaining a
huge and unquestionably illegal slush fund at the CRP.

 


The sheer amateurishness of
their money laundering scheme linked the CRP to the Watergate
break-in. By March 21, 1973 Nixon, already so tangled in his own
lies that his fate was sealed, tried to convince his legal adviser
John Dean that he might be able to buy his way out of the crisis
with more laundered money.

 


Prophetically, in a private
Oval Office conversation, Dean warned Nixon, "People around here
are not pros at this sort of thing." He went on, "This is the sort
of thing Mafia people can do, washing money, getting clean money
and things like that. We just don't know about those things,
because we are not criminals and not used to dealing in that
business."

 


It was only a matter of time
before the President’s meager lines of defense were split open so
wide that no one, least of all Richard Nixon playing the
laundryman, could have halted the process that brought him
down.

 


Like any great thriller, the
story is filled with ironies. One is that Nixon had been so far
ahead in the polls, and his opponent, George McGovern, politically
so far out in space, that the CRP hadn’t needed to solicit illegal
funds. He could have stayed in the Oval Office, never made a
speech, never kissed a baby, never hit the campaign trail, and
still have won in a landslide.

 


A second is that in the wake
of Watergate, Congress took action to prohibit government intrusion
into the lives of ordinary citizens. One new law virtually enjoined
financial investigators from comparing notes, which has turned out
to be a boon for the laundrymen.

 


A third irony is that money
laundering was not yet a crime anywhere in the world.

 


 


 


*****

 



Chapter Two

 


DOING THE WASH

 


 


 


"Money possesses a strange
kind of purity."

 


Bernie Cornfeld

 


 


 


 


 


 


There are four factors
common to all money laundering operations.

 


First, the ownership and
source of the money must be concealed. There's no sense in
laundering money if everyone knows who it belonged to and where it
originated after it comes out the other end.

 


Next, the form it takes must
be changed. No one wants to wash $3 million in $20 bills only to
wind up with $3 million in $20 bills. Changing the form also means
reducing the bulk. Contrary to popular belief, you cannot stuff $1
million into an attaché case. A stack of $100 bills would stand
five feet high and weigh over 22 pounds.

 


Third, the trail left by the
process must be obscured. The whole purpose of money laundering is
defeated if someone can follow the money from beginning to
end.

 


Finally, constant control
must be maintained over the process. After all, many of the people
who come into the picture while the money is being laundered know
that it is dirty money, and if they steal it there's little the
original owner can legally do about it.

 


That said, there are three
distinct stages to the washing cycle.

 


To begin with, there is
immersion, which means consolidation and placement. A drug dealer
who amasses $5 million in cash is faced with the Herculean task of
introducing as many as a million pieces of paper into the banking
system. Unlike the counterfeiter, who only needs to get his forged
notes into circulation, the laundryman is forced to rely on bank
accounts, postal orders, traveler's checks and other negotiable
instruments to funnel the cash into the world’s financial
system.

 


The second step, known as
layering, might also be called heavy soaping. This is where the
laundryman disassociates the money from its illicit source. By
moving the money between as many accounts as he can - in and out of
dummy companies that he's set up around the world for just this
purpose - and by relying on bank secrecy and attorney-client
privilege to hide his own identity, he creates a complex web of
financial transactions that frustrates any audit.

 


The last stage is the spin
dry, sometimes described as repatriation and integration. The
washed funds are brought back into circulation, now in the form of
clean, and often taxable, income.

 


With small amounts of money,
the three-step process can be quick. If all you want to do is wash
$20,000, you merely have to walk into ten banks and buy $2000 worth
of traveler's checks at each one. Or stop by the same number of
post offices and purchase international money orders. Negotiable
anywhere in the world, traveler's checks and money orders can be
deposited in any foreign bank account, or held onto until you want
to spend them. As long as you keep the acquisitions down to
realistic sizes - and $2000 in cash isn't going to set off alarm
bells the way a single $20,000 cash transaction might - you can
manage it with little or no inconvenience.

 


If, say, you find yourself
with $400,000 in cash, you might swagger into a Rolls Royce
showroom and turn the money into a brand-new Silver Spirit. As cash
is not the usual form of payment in places like that, it's fair to
assume that the dealer will sit up and take notice when you produce
a Bloomingdale’s big brown bag stuffed with banknotes. Legally, the
dealer’s obliged to report such a cash transaction. Except, he may
not be aware of his obligation to do that. Or, for the sake of a
sale, he might not be willing to do that. If he deposits the cash
in his bank, the bank will report it. To avoid that, he could keep
the cash in his safe. But even if he does deposit it and even if
the bank reports it, by the time the Internal Revenue Service spots
the transaction, you'd have had plenty of time to sell the Rolls
and deposit your cashier's check, made out to a false name, into
your offshore bank account.

 


To launder ten times that
amount, you might opt for any of several traditional cash business,
such as the antiques trade. You begin by purchasing a $100 shell
company. Agents selling ready-made companies advertise them every
day in the financial section of most newspapers. Now, as an
employee of your new company, you drive around the country paying
cash for Chinese vases, or Louis XV chairs, or George II
candelabras, or fine Persian carpets. Gems, stamps and rare coins
are also easily converted into and out of cash.

 


Say you buy 40 Ming vases
for $5000 each. You put everything up for sale, dividing the cache
between a dozen auction houses, preferably in a dozen different
cities. When one of the vases comes up, either you allow it to be
sold to the highest bidder or you send your favorite uncle into the
saleroom to buy it back. You are paid for every item sold by check,
so when your uncle hands the auction house $5500 in cash for one of
the vases - that's the $5000 hammer price plus the 10 percent
buyer's commission - they give you a check for $4500, which is the
hammer price minus the 10 percent seller's commission. The fees are
simply written off as the cost of washing the funds. And, in this
case, you also have the vase to sell again.

 


Retail stores, bars, and
restaurants are even more cash-intensive, making them all the more
attractive in high-density drug trafficking areas. Perhaps that’s
why South Florida abounds with restaurants that don’t accept credit
cards or checks. Take-out goes out by the front door, dirty money
comes in the back door.

 


The video rental business
provides another ideal sink. You simply feed cash into the system.
Done gradually, it is almost impossible to spot an extra $500
coming in daily through the tills of a storefront stocked with
15,000 videos. Nor would anyone question the accountant who
certified that the owner took a legally declared $182,500 bonus
every year. Nor would anyone's suspicions necessarily be raised if
that same owner ran a chain of 20 video rental stores and, backed
up with the appropriate audits, awarded himself an annual bonus of
$3.56 million.

 


Laundrymen have long
understood that contrary to Gordon Gekko's much-quoted line in the
film Wall Street, greed is not good. It's possible, with only
little long-term planning, to build a network of small businesses
into a money laundering conglomerate.

 


Take the actual case of the
Italian American who set his son up in the grocery business. Papa
gave Figlio enough cash to open a store and Figlio paid his
carpenters, painters, and delivery people with cash, which they
were happy to accept because they saw it as non-taxable. Figlio
then stocked his grocery through a wholesaler who happened to be
Papa's brother. But when Figlio ordered 50 cases of tagliatelle
from Uncle Zio, he only received 40. So Papa gave Figlio cash to
make up for the shortfall. The same happened when Figlio ordered
milk, cheese, and frozen brownies. Uncle Zio shorted the delivery
and Papa made up for the missing 20 percent. At the end of the
month, Papa also topped up Figlio's accounts with additional cash.
Figlio's bookkeepers were happy, the taxman was happy, and before
long the business was making enough profit that Figlio open a
second grocery. Two became four and four became eight.

 


As his empire expanded,
Figlio decided to import olives from the old country. Luckily, Papa
had a cousin in Palermo. But Figlio didn’t buy it direct from him.
Instead, Papa set up a business in the Bahamas called Mio Cugino,
Inc. His cousin sold 100 cases of olives to the Bahamian company
for $5 a case. The Bahamian company billed Figlio for 120 cases at
$10 each. At the end of every month, Papa was there to make up the
difference.

 


Several hundred million
dollars got washed that way before anyone noticed.

*****

 


 


No one knows for certain how
much dirty money circles the globe looking to get scrubbed clean,
but a reasonably authoritative guess in 1996 put the range from
$200-$500 billion. By 2009 that figure has probably doubled. After
foreign exchange and the oil industry, dirty money is the world's
third-largest business.

 


For this alternate economy
to function, two things are necessary, and the coffee pot analogy
is still the best one: When coffee is poured from a pot into a cup,
there must be enough room in the cup to hold the coffee and enough
coffee in the pot to fill the cup. Similarly, there has to be
enough money available to create an infrastructure and an
infrastructure capable of handling so much money.

 


The world's parallel, or
underground, banking system was apparently invented by the Chinese,
who named it fei ch'ien - literally, "flying money." Known in other
parts of the world as chop, hundi or hawalah, the system was born
out of political turmoil and a hearty distrust of banks. It is
almost always based on family or tribal connections and
traditionally reinforced with retributive violence.

 


In its simplest form, chits
or tokens are substituted for cash. Money deposited at a Hong Kong
gold shop is exchanged for a small card bearing a picture of a
dragon, or a $10 bill stamped with a special seal, or a small,
innocuous piece of paper, such as a laundry ticket that has been
secretly coded. When the object is presented to a money changer in
San Francisco's Chinatown, the bearer is given cash.

 


During the days when certain
European countries had strict exchange controls, a variation on the
fei ch'ien system was facilitated by the tourist trade. For
example, a Parisian businessman would stake American friends to
whatever money they needed while visiting France. When the
Americans got home, they added up what they owed their host and
deposited it into his undeclared US bank account.

 


Throughout most of the
Vietnam War, for example, a thriving black market propelled the
underground economy across Southeast Asia. At least until the Tet
Offensive in January 1968, Saigon was alive with all sorts of scams
and swindles. The official exchange rate in those days was 118
Vietnamese piastres to the dollar, but the black market rate was
closer to 200. A lucrative corner of that trade was controlled by a
small group of Indian nationals who'd emigrated to South Vietnam
from Madras. They bought dollars at black market rates and smuggled
them out of the country to be deposited in Hong Kong and Singapore.
From there the money was wired either to Europe or, more often, to
the Middle East, where it was used to purchase gold. The gold was
smuggled back into Vietnam and sold for piastres, which were in
turn sold to the Americans for more dollars, completing the
circle.

 


By the time the South
Vietnamese authorities were wise to the Indian laundrymen and began
confiscating dollars leaving the country - in contravention of the
currency restriction laws - the Indians were already working an
improvised version of the hawalah system. They traded GIs' personal
checks drawn on American banks for chits. The checks were deposited
into accounts held by the Indians in New York. When the checks
cleared, the chits were exchanged for piastres and the New York
banks wired on the dollars to pay for gold.

 


These days, a staggeringly
large but very straightforward hawalah business exists between
India, where currency controls are in force, and Great Britain,
where a sizable Indian population has a substantial interest in
transferring funds from the subcontinent into Europe. You find an
even more thriving hawalah market post 9/11 between Pakistan and
Dubai. Facilities abound for people at one end of the deal to
deposit money with hawalah bankers and within hours to collect
their money at the other end, minus a commission of 5 to 15
percent. The system works because there are enough people in both
countries with large cash surpluses - legitimate businessmen as
well as criminals - willing to pay for the privilege of using a
paperless banking system.

 


The British have been
particularly concerned for years with hawalah networks linking
London with two Indian regions, the Punjab and Kashmir. Laundered
money has been known to finance terrorist violence, specifically by
Sikh and Kashmiri secessionists, and to finance drug traffickers
working out of Pakistan. While the Pakistan-Dubai connection is
said to be worth as much as four to five times what the legitimate
banking network between those two places is worth.

 


Back in the 1990s, Scotland
Yard busted a hawalah banker whom they'd had under surveillance for
several months. After watching him work 12 hour shifts, seven
nights a week, police officers raided his house and found bags of
cash in his livingroom containing more than $1.5 million. His
scribbled notes showed he was moving $12 million a week. They later
arrested a consortium of six hawalah bankers who admitted to having
laundered, annually, $120 million.

*****

 


 


Crooks need money washed
because they need to avoid the kind of attention that comes with
sudden wealth and to place the proceeds of crime beyond the reach
of asset forfeiture laws.

 


In 1986, when the FBI
finally arrested him, Dennis Levine was a 33-year-old New York
investment banker and a managing director of Drexel, Burnham
Lambert's mergers and acquisition department. For eight years,
using inside information to deal in the stocks and bonds of 54
different companies, he’d amassed illegal profits of $13
million.

 


Knowing from the outset that
he’d have to wash his money before he could spend it, Levine bought
a pair of Panamanian-registered companies. Both Diamond Holdings SA
and International Gold Inc. came complete with nominee directors,
so his name never appeared in any company documents. When he opened
accounts for the two companies at Bank Leu International in Nassau,
in the Bahamas, he made equally certain that his name was not used
on any of the bank's records.

 


Levine’s main contact was
the portfolio manager, a Swiss national named Bernhard Meier, who
was under strict instructions never to phone or write to him, under
any circumstances. Extremely cautious, Levine would always call
Meier, and then only from a pay phone so that no one could trace
calls back to him. When he wanted to see his money, Levine flew to
the Bahamas using an assumed name and never stayed overnight for
fear that someone working in a hotel might later identify
him.

 


Unfortunately for Levine, he
became a victim of his own success. He got his trades right so
often that some people, including Meier, decided to follow his
lead. They piggy-backed, buying and selling whenever he bought or
sold. That, coupled with an abnormally high batting average,
eventually attracted too much attention. The Securities and
Exchange Commission (SEC), which unashamedly monitors big hitters,
moved in for a closer look. Discovering that Levine had accomplices
in other brokerage houses, they began to put pressure on him.
Levine elected to save himself by selling everyone else down the
river. When the SEC later managed to intimidate a few Bank Leu
officials, Levine's friends returned the compliment and sacrificed
him, trading information for immunity.

 


Beno Ghitis-Miller suffered
a similar fate. A 32-year-old travel agent from Cali, Colombia, he
moved to Florida in early 1980 and set up a currency business
called Sonal. He opened a corporate account at the Capital Bank in
downtown Miami and during the first seven months of his business
deposited large amounts of cash, occasionally as much as $1
million.

 


That spring, a man named
Victor Eisenstein, whose business card indicated that he ran a
company called American Overseas Enterprises, waltzed into the bank
and introduced himself as Beno's agent. Eisenstein told bank
officials that he too would be making deposits for Sonal. Within a
month, Capital Bank notified Eisenstein that they could no longer
accept his money. Someone at the bank was apparently beginning to
have some doubts about their clients. Eisenstein objected, but the
branch manager said the decision was irreversible. And so it was,
at until Beno went over the manager's head and met with the bank's
president.

 


Sonal had been paying
Capital one-eighth of one percent for sorting and counting each
deposit. Now, to stay friends, Capital offered to maintain the
account, but only if Sonal upped the commission to one-half of one
percent. Beno agreed.

 


Over the next several
months, as the cash deposits fast approached $2 million each, the
local manager again expressed his concern. This time, though, it
had nothing to do with the quality of Capital’s clients. He was
simply wondering whether Beno and Eisenstein would move their
account to a better-equipped branch. They happily switched to
Capital's North Bay Village office. And when Beno was told that the
bank had commercial space for rent upstairs, he moved Sonal to
North Bay Village, too.

 


Before long, Beno and
Eisenstein were depositing several million dollars per visit to the
bank, three and four times a week.

 


Claiming that he didn't know
the true nature of Beno's business because he was only acting as
Sonal's agent, Eisenstein decided it might be prudent to ask where
all this cash was coming from. Beno explained, in a friendly and
straightforward letter, that the money was connected with exchange
transactions involving the importing and exporting of agricultural
products, and with sales commissions earned by Colombian
businessmen. He insisted everything was perfectly kosher. He added,
although they were handling a lot of cash, none of it was derived
from illegal operations.

 


Apparently no one spotted
the humor in Beno's reference to agricultural products and sales
commissions. More to the point, no one at the bank bothered to walk
upstairs and look at Sonal's new offices. If they had, they might
have asked themselves why a company dealing in cash, especially the
sums that Sonal was, had no security. There was no armored door.
There were no video cameras. There was hardly had any furniture.
There wasn't even a safe.

 


But then, the folks at
Capital liked Sonal's business. Beno and Eisenstein were reasonably
friendly. They dealt in big numbers, amounts that substantially
increased the branch's "cash in" figure, making the manager look
like an aggressive young banker on the way up. In fact, the folks
at Capital liked Sonal's business enough to negotiate a flat fee
for sorting and counting Beno’s cash - $300,000 per
month.

 


Between January 1 and August
20, 1981, Beno and Eisenstein and Sonal's so-called "staff" - 37
Spanish-speaking guys who had only nicknames - deposited $240
million at Capital. That included the $7 million they dropped off
in the final two days of their operation. Until the US authorities
said enough was enough and shut them down, Sonal’s deposits
averaged $1.5 million per day.

 


The greedier they are the
cockier they become and, given enough time, greed and cockiness
undo them. The converse is also true. The French father and son
team, Henri and Charles Borodiansky, were slightly less greedy and
slightly less cocky than Beno and Eisenstein and subsequently fared
slightly better.

 


But only just.

 


Their act was maritime fraud
in general and phantom cargoes in particular. In early 1990, the
Borodianskys claimed to have 14 shipping containers of Hennessy
VSOP Scotch whiskey for sale. The price was right so a department
store in Tokyo took the bait. It forwarded a letter of credit for
$3.3 million to a shell company called Mozambico Inc. Ltd, whose
registered office was a convenience address in central
London.

 


When the cargo failed to
arrive, the Japanese store officials asked the police to find out
why. An inquiry was conducted by the International Maritime Bureau
(IMB) in London, the Interpol of the shipping business. It revealed
that Charles Borodiansky, using the alias Manuel Martins Casimiro,
had negotiated the letter of credit in June through the Banque
Bruxelles Lambert in Brussels. He'd then moved the funds to
Liechtenstein's V&P Bank, straight into an account opened by
his father under the alias Jose Costa Da Santos. Over the next few
weeks, half a million dollars was wired from Liechtenstein to a
bank in Luxembourg. The rest of it, the IMB learned, had been sent
to an account at the Commerzbank in Cologne, Germany.

 


The Borodianskys had been at
this for several years. Using names such as Deck, Borod and Da
Silva, in addition to the ones they chose for the Hennessy scam,
they'd set up shell companies across Europe. There were at least
four in Belgium, one in the Netherlands, one in Spain, five in
Britain, two in Luxembourg, one in Hong Kong, and four in Germany.
They are known to have sold 2000 tons of non-existent maize bound
for Dakar, $2.6 million worth of non-existent commercial fertilizer
bound for China, 6000 tons of non-existent steel bound for Vietnam,
and 2000 tons of non-existent cement bound for Aqaba.

 


After IMB agents discovered
that the Borodianskys had paid cash for at least one vessel, they
were able to locate the ship and impound it. But they needed to
prove that the men calling themselves Casimiro and Da Santos and Da
Silva were in fact the Borodianskys. So they published a photo in a
Norwegian shipping trade magazine and asked if anyone knew the
whereabouts of these two men. A ship broker in London identified
them immediately and provided enough information for the German
police to find them.

 


For some reason, it took the
Germans six days to arrest Charles Borodiansky. By then, Henri was
gone. And three safe deposit boxes in which they'd supposedly
hidden $3 million in freshly washed cash, were empty.

*****

 


 


Crooks aren't the only ones
who launder money.

 


Corporations do it to avoid
or evade taxes, to defraud their shareholders, to get around
currency control regulations, to bribe prospective clients. That's
what Enron was all about. But Enron was the only one, or even the
first one. Long before Enron and its chairman Ken Lay formed
several thousand shell companies in the Cayman Islands to wash
money, Gulf Oil moved $4 million through the Bahamas to bribe
Korean and Bolivian politicians, and the Lockheed Corporation
laundered $25.5 million through a Liechtenstein trust to pay off
Italian politicians. Lockheed also subscribed to the laundry
facilities of Deak-Perera, then an important American foreign
exchange dealer, to bribe Japanese politicians. At Lockheed's
behest, Deak put $8.3 million into the washing cycle then brought
it out as 15 untraceable payments to a Spanish priest in Hong Kong,
who hand-carried the cash in flight bags and orange crates to
Lockheed's customers in Tokyo.

 


Individuals do it to hide
money from a divorcing spouse, or if they need to halt erosion of
their assets by inventing a business deal that moves those assets
through a shell company and into a less taxed jurisdiction. Italian
designer Aldo Gucci washed more than $11 million through shell
companies, stashing it in Hong Kong to keep it out of the hands of
the IRS.

 


Governments have been known
to do it as well, whether to subvert terrorists or to arm "freedom
fighters." That's what Iran-Contra was all about.

 


In November 1986, Ronald
Reagan confirmed the much-circulated rumor that the United States
had surreptitiously sold arms to Iran. His initial version of the
events was that this had been done to improve relations with Iran,
not to obtain the release of American citizens held in the Middle
East by terrorists. But that soon got changed to an embarrassed
admission that indeed this had been an arms-for-hostages
swap.

 


Although some elements of
the scandal still remain clouded in mystery, it appears that the
United States, with the help of Saudi Arabia's King Fahd, furnished
the Iranians with weapons in exchange for payments that were then
diverted to the Contra rebels to aid them in their fight against
the Marxist regime in Nicaragua. All of this in direct violation of
a Congressional prohibition on any such aid.

 


CIA Director William Casey
wanted to find a way to open a dialogue with the Iranians, the
direct route having been closed off by the arms embargo that
followed the 1979 seizure of American hostages in Teheran. He
turned to his old pal King Fahd, who had no trouble securing the
services of Saudi arms dealer Adnan Khashoggi. Once touted as the
richest man in the world - he never was, but for obvious reasons
didn't spend a lot of time correcting that misconception -
Khashoggi was a professional middleman, a globe-trotting broker who
knew how to get a deal going and cut himself in on the action.
Through him, two other players came on stage: Manucher Ghorbanifar,
a Iranian middleman who, while having gone into exile at the same
time as the Shah, still maintained high-level contacts with the
Revolutionary Government; and Yaaccov Nimrodi, an Israeli with
intelligence experience and considerable contacts in
Teheran.

 


Enter Lieutenant Colonel
Oliver North, US Marine Corps, and deputy director of political
affairs at the National Security Council. Beginning in late August
or early September 1984 - working initially under the President's
National Security Advisor, Robert McFarlane, and later in
partnership with McFarlane's successor, Vice Admiral John
Poindexter - North formulated, then executed the plan. Within a
year, he'd convinced the Israelis to sell 500 U.S.-made TOW
anti-tank missiles to Iran.

 


Because the contracts were
guaranteed by Khashoggi, the Iranians paid him. He took his share,
then passed the rest along to the Israelis. They paid North, who
diverted the funds through Swiss banks, and on to the Contras.
North recruited Richard Secord, a retired Air Force general, and
Secord's business partner, Albert Hakim, an Iranian-American. The
three were so successful that by early 1986 they'd managed to buy
some 2000 TOW missiles from the CIA for $12 million and, again with
the intervention of Khashoggi and Ghorbanifar, to sell them to the
Iranians for $30 million.

 


In Switzerland, that money
was washed through a dummy Panamanian company called Lake
Resources. The chairman of Lake Resources was a Swiss accountant
named Suzanne Hefti, who worked for Auditing and Fiduciary Services
in Fribourg. Her firm was directly tied in to Stanford Technology
Trading Group International, a California company controlled by
Albert Hakim. In turn, Stanford Technology's Swiss affiliate was
headed up by a man named Jean de Senarclens, who also happened to
run an accounting firm in Geneva called CSF.

 


First, North moved money
from Lake Resources’ Swiss account to a CSF account in the Cayman
Islands. Next, a CSF subsidiary in Bermuda wired the money to Alban
Values, a Panamanian corporation in which CSF owned an interest.
Alban Values then sent it to Amalgamated Commercial Enterprises, a
shell company registered in Panama but owned by a Miami freight
carrier called Southern Air Transport. And they were the ones who
actually supplied the Contras.

 


It's believed that in just
two years, from 1984 to 1986, as much as $50 million might have
gone this route. But the Contras claim they never got anywhere near
that amount. Despite 250 hours of testimony before the Senate
Select Committee on the Iran-Contra scandal, including sworn
statements from 29 witnesses and some 250,000 pages of documents,
it is unlikely that anyone will ever know the full extent to which
the government joined the laundrymen in making a fortune
evaporate.

 


One prominent variation on
the government-as-laundryman theme is political insurance. Despots
of all shapes and sizes insure against unexpected retirement by
shifting money from their own national banking system into less
hostile environments. Most of the more visible political heads of
state throughout the Middle East and Africa have set up financial
arrangements in Switzerland. Apparently, having them goes with the
turf. The Shah of Iran hid a king's ransom in secret bank accounts
as an emergency pension fund.

 


So did Ferdinand and Imelda
Marcos of the Philippines. Hardly able to manage on a presidential
salary of $4700, the couple reputedly stashed $5 to $10 billion in
various parts of the world, much of it laundered through Hong Kong.
According to the Philippine government commission originally
assigned with tracking down the Marcos money, Ferdinand and Imelda
used at least ten dummy corporations registered in the Philippines,
Hong Kong, Panama, and the Dutch Antilles to get half the assets
into the United States, a third into Switzerland, and the rest into
France, England, Italy, Panama, and Australia. Recently, a stash of
Marcos money was uncovered in the Cook Islands, although the bulk
of it was lost when the local branch of BCCI went out of
business.

 


Obsessed with secrecy,
Ferdinand Marcos was committed to weaving an impenetrable web of
deceit around his looted fortune. For instance, to purchase three
buildings in Manhattan, he used three different bearer share
companies registered in the Dutch Antilles, each of which was owned
by a separate Panamanian bearer share company. In other words,
whoever physically held the stock certificates owned the dummy
company that owned the other dummy company and ultimately, the
property. By making each and every transaction so complicated that
no one could trace anything back to him, Marcos lost track of which
name went on which account and which company controlled which
property.

 


The Marcoses have since been
accused of using the same dummy corporation formula to help friends
finance property deals, among them, George Hamilton who purchased
Charlie Chaplin's former home in Beverly Hills. Hamilton denied
those allegations when they were lodged in a lawsuit against him
and has since sold the house to a company registered in the Cayman
Islands, rumored to be controlled by the Khashoggi
family.

 


The Marcos' finances became
such an international embarrassment that even the otherwise
unblushable Swiss decided to give up on him. They froze nearly $1.5
billion in bank accounts he'd used, many of them ascribed to
aliases, including 14 he'd set up in the names of various
foundations.

 


Needless to say, Ferdinand
and Imelda are not the only ones known to have gotten carried away
with preparing their nest egg. The Ceausescus of Romania harbored
stolen assets in Switzerland, as did most of Latin America's
tin-pot dictators. The same goes for literally hundreds of former
Communist officials, many of who raked in fortunes from drug
trafficking. One of the most flagrant offenders was East Germany's
Erich Honecker. It's no coincidence that a company registered in
East Berlin, Novum Handelsgesellschaft, and controlled by an
Austrian communist named Rudolfine Steindling, moved $260 million
out of East Germany within hours of the fall of the Berlin Wall in
1989. The money was washed through the Z-Laenderbank - known as
Bank Austria - and its subsidiary in Zurich, which was then called
Bankfinanz. While $150 million was eventually transferred back to
Communist party accounts in Vienna, at least $3 million was later
withdrawn in cash.

 


It was standard procedure
for Communist leaders to salt something away, hedging their bets,
as it were, on the remote possibility that Marx and Lenin were
wrong.

 


 


 


*****

 



Chapter Three

 


TAKING CARE OF
BUSINESS

 


 


 


"You don't refuse a
customer just because his money isn't clean."

 


Money launderer, Nicholas
Deak

 


 


 


 


 


 


It's like a stone tossed
into a pond.

 


You see it hit the water
because it makes a splash. As it begins to sink, the water ripples
and, for a few moments, you can still see the spot where the stone
hit. But as the stone sinks deeper, the ripples fade and by the
time the stone reaches the bottom, any traces of where it hit are
long gone and the stone itself may be impossible to
find.

 


That's exactly what happens
to laundered money.

 


The immersion stage is when
the laundryman is most vulnerable. If he can't get his dirty money
into a washing cycle, he can't clean it. However, once his cash is
converted into numbers - blips on a computer screen - and those
numbers are flashed back and forth across the globe, the ripples
have disappeared and the stone is buried in silt.

 


Realizing that the optimum
time to strike is when the laundryman is most exposed, the Bank
Secrecy Act of 1970 attempted to force banks, savings and loans,
and other financial institutions to report all cash transactions
over $1000 to the Internal Revenue Service. But the ceiling proved
to be too low. In spite of a provision exempting certain retail
businesses, allowing banks to set higher limits based on a client's
specific requirements, the government was still inundated with
forms. Because there weren't enough people to process them, most of
those forms wound up decomposing in a Detroit warehouse. Anyway,
far too many legitimate non-retail businesses deal in large amounts
of cash. Compliance became so time consuming and awkward that banks
either exempted all their biggest and best customers, or simply
gave up.

 


Over the years, the scope of
the law was broadened to include non-bank financial institutions,
such as travel agencies, money wire services, credit unions, car
dealers, insurance agencies, money changers, brokerage houses and
check-cashing businesses. Even a local convenience store selling
money orders was expected to comply. Finally, Congress dictated
that "all trades and businesses" dealing in cash fell under the
scope of the act and increased the cash limit to a more realistic
$10,000.

 


Although 43 otherwise
upstanding banks, including Chase Manhattan and Bank of America,
were penalized for a total of $20 million, the currency-reporting
requirement was still widely disregarded until 1985. That's when
the government decided to call time. It accused the Bank of Boston
of gross and flagrant violations of the Bank Secrecy Act, alleging
that the bank had failed to report some 1163 cash transactions
amounting to $1.22 billion. Among the companies the Bank of Boston
had supposedly exempted from cash reporting was the law firm of F.
Lee Bailey. More ominously, the bank had given dispensation to a
pair of real estate agencies controlled by a local organized crime
boss. In the face of overwhelming evidence, the Bank of Boston
pleaded guilty, admitting to an additional $110 million-worth of
violations, and was fined a then-record $500,000.

 


The government drove home
its point by going after another 60 banks. Chemical Bank admitted
to 857 non-reported cash transactions worth $26 million. Irving
Trust Company acknowledged 1659, worth $292 million. Manufacturers
Hanover Trust confessed to 1400, worth $140 million. But the
process was still in its teething stage and justice was arbitrary.
When the Bank of New England was found guilty of 31 offenses, it
was fined $1.2 million. When Crocker National Bank was found to
have committed 7877 infractions, worth $3.98 billion, it was merely
fined $2.25 million.

 


Despite such anomalies,
banks across the nation were forced to sit up and take notice. Over
the years, the Justice Department has become more adroit at digging
deeper into a bank’s affairs and rooting out the laundrymen, and
more severe about holding the bank responsible for the actions of
its employees. At the end of 1994, the government’s wrath was
directed at the American Express Bank International, after two of
its senior officers were indicted in Houston for helping to wash
$40 million belonging to Mexican drug trafficker, Juan Garcia
Abrego.

 


A Mexican gas station owner
named Ricardo Aguirre Villagomez - known by his friends as Kenny
Rogers because he looked like the singer - was Abrego’s primary
laundryman. Under Villagomez’s supervision, drug money collected on
the streets of Texas was sent through exchange houses and banks
along the Mexican border to Switzerland. From there it was wired to
a holding company in the Cayman Islands established for Villagomez
by Antonio Giraldi and Maria Lourdes Reategui at the Beverly Hills
branch of AMEX. Some of his money was invested in a Blockbuster
Video franchise, and some in lithographs by the Mexican artist,
Rufino Tamayo. But the lion’s share went into American real estate.
Giraldi and Reategui accepted $29 million as collateral for $19
million-worth of property loans, reputedly making Villagomez the
bank’s biggest customer. At least until US Customs identified and
froze the funds in the Caymans. Giraldi and Reategui both pleaded
not guilty to several charges, including money laundering, but a
Brownsville, Texas jury found otherwise. He was sentenced to 10
years, and she got 3 1/2. The government then went after the bank,
fining it $7 million. American Express Bank International also had
to forfeit $40 million of Villagomez’s laundered money and assets,
and was obliged to spend $3 million on employee
training.

 


The fine is the largest
assessed to date against a US bank for money laundering. But that’s
a record that probably won’t stand for very long.

*****

 


 


In the name of responsible
banking, but largely at the insistence of the United States, Great
Britain, France and Japan, nations around the world have endorsed
the doctrine that financial institutions must do their part to help
identify money being laundered at any stage of the washing cycle.
The result is "Know Your Customer", a campaign to target clients
who maintain accounts that are not in keeping with the type of
business they do; or clients with accounts fed by deposits from a
large number of different individuals; or anyone opening a
low-interest-bearing account with a sizable sum of money. Cash
remains the give-away, especially when someone makes unusually
large deposits; or makes multiple deposits at different locations;
or transfers large deposits quickly to other accounts; or makes an
inordinately high number of very small deposits that add up to a
very large sum.

 


For the most part, banks
throughout the industrialized world have shown a sportsmanlike
willingness to cooperate, despite the fact it means they have to
spend their own money to train staff in the skills of financial
vigilance. A front-line strategy, akin perhaps to reminding
children to drink their milk and brush their teeth, it sometimes
works. But not all the time.

 


Agip (Africa) Ltd. was a
Jersey, Channel Islands-registered company drilling for oil in
North Africa. A wholly owned subsidiary of the Italian state oil
company, its chief accountant was a crook who over the course of
several months, used fraudulent invoices to wire $10.5 million from
the Banque du Sud in Tunis to the London account of the Baker Oil
Corporation, a shell registered on the Isle of Man.

 


Any bank manager might
fairly assume that Baker Oil was in the petroleum business.
However, almost as soon as funds were bedded down in that account,
instructions arrived directing the bank to transfer everything to
the Euro-Arabian Jewelry company. The money was then immediately
wired to company in Paris pretending to be a jewelry store.
Suspicious? Perhaps. Illogical? Almost certainly. Yet the bank
manager who handled the transfers, and charged Baker Oil a fee for
the service, earned his living not by knowing his customers but by
catering to his customers. His job description did not include
interfering with an oil company sending all its money to a jewelry
store.

 


Responsible banking, it must
be said, is a terribly vague concept. Admitting as much, some
governments do more than merely encourage bankers to know their
customers: they force banks and other businesses to engage the
enemy by decreeing that ignorance of the laundrymen's methods will
not provide an adequate defense where laws have been violated. The
onus therefore falls on corporate officers to monitor and report
suspicious activities. Any officer of a financial institution in
America who is found guilty of being involved in money laundering
risks up to ten years’ imprisonment and/or a fine of $500,000.
Under certain circumstances, the government can also impound the
offending company.

 


That was the dilemma faced
by Banque Leu, a Luxembourg corporation operating in Northern
California, after agents from the IRS and the Drug Enforcement
Administration followed a trail of drug money from Los Angeles to
Colombia then back to a pair of accounts at the bank. Several
arrests ensued, including those of two Colombians and a rogue bank
officer. Confronted with the threat of a federal grand jury
indictment against the corporation that, in theory, might have shut
them down, executives at Banque Leu opted for damage control. They
accepted legal responsibility for the actions of their account
officer


















































































































































cover.jpg
LAUNDRYMEN

-

bo
Fi)

TEFFREY ROBINSON





