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Correspondent Banking Relationships Facing Greater Scrutiny For Money
Laundering Violations

Federal legislative and executive
branch scrutiny of correspondent
banking relationships for money laun-
dering violations is dramatically
increasing, and greater federal investi-
gation  and enforcement actions
involving  correspondent banking
seem certain  to follow. Recently, a
U.S. Senate Subcommittee issued a
highly critical report of correspon-
dent banking, suggesting that, in
many cases, such banking  relation-
ships are a  breeding ground for
money laundering. Legislation was
introduced in both the House and the
Senate in March 2001 to impose
greater restrictions on U.S. banks
establishing correspondent relation-
ships with foreign banks. While the
primary focus of anti-money launder-
ing efforts in the past has been identi-
fying and monitoring the activities of
bank customers, this new initiative
focuses on banks relationships with
foreign financial institutions.

On February 5, 2001 the Minority
Staff of the U.S. Senate Permanent
Subcommittee on Investigations
issued a report entitled
"Correspondent Banking: A Gateway
to Money Laundering" (the "Report"),
which concludes that anti-money
laundering oversight of correspon-
dent accounts by U.S. banks is often
weak and ineffective. The Report was
the result of a year-long investigation
in response to the discovery in 1999
that approximately $7 billion in
Russian funds had been laundered

through the Bank of New York,
resulting in several criminal guilty
pleas.

Correspondent banking, the provision
of banking services by one bank
("correspondent bank") to another
bank ("respondent bank"), is an
important and extremely profitable
segment of the banking industry that
enables banks to conduct business
and provide services for their cus-
tomers in jurisdictions where the
banks have no physical presence. The
services offered include cash manage-
ment services such as interest bearing
accounts, wire transfer of funds as
well a wide range of investment serv-
ices.

The Report identifies three types of
respondent  banks as high risks for
money laundering – (1) banks having
no physical presence in any jurisdic-
tion ("shell banks"); (2) banks that are
prohibited from transacting business
with the citizens of their own licens-
ing jurisdictions ("offshore banks");
and (3) banks licensed by jurisdictions
that have stringent bank secrecy laws.

The Report further details the reasons
why correspondent banking is vulner-
able to money laundering:

Inadequate Anti-Money
Laundering Monitoring of
Respondent Banks   
Banks are far less likely to exercise
anti-money laundering  due diligence
when dealing with correspondent

banks than when dealing with other
customers. The Report notes that
many U.S. banks are unaware that
respondent banks pose a particular
threat to money laundering compli-
ance, and that U.S. correspondent
banks often fail to monitor and detect
suspect account activity. Instead, the
vast majority of U.S. banks rely on
manual reviews to monitor and detect
potentially illegal activities – a daunt-
ing task considering that some of the
largest correspondent banks process
as much as $1 trillion in wire transfers
each day.

Those Charged with Oversight
Often Have a Disincentive to be
Diligent 
Often times  bank "relationship man-
agers" are responsible for initiating
and overseeing the bank's correspon-
dent relationships. Since relationship
managers are often  sales persons
who are compensated based upon the
amount of business they generate,
they have a direct fiscal incentive to
"look the other way" and not detect
or act upon suspect transactions.

Lack of Knowledge of the
Identity of Respondent Banks'
Clients  
U.S. correspondent banks usually
make no effort to determine the iden-
tity of clients of their respondent
banks. Many banks that engage in
money laundering  gain access to the
U.S. financial system not by becoming
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a respondent bank, but by becoming
a client of a respondent bank, thereby
insulating themselves from meaning-
ful review. In the area of correspon-
dent banking, it is not enough for a
bank to "know its customers."
Correspondent banks must know
their customers' customers to ade-
quately guard against money launder-
ing.

Money Laundering Oversight
and Enforcement Efforts Vary
Widely in Different Countries   
Many  respondent banks are located
outside the U.S., and many countries
are not as vigilant as the United States
in preventing money laundering.
Therefore, the country in which a
respondent bank is located may do
little to guard against money launder-
ing, thereby permitting the practice to
continue unfettered. Many foreign
jurisdictions are plagued with weak
licensing, supervision and accounting
practices, and some have iron-clad
bank secrecy laws. In addition, the
economics and logistics of interna-
tional oversight make it not cost
effective or practical for a correspon-
dent bank to conduct meaningful
oversight of its respondent banks.

U.S. Law Shields the Clients of
Respondent Banks From
Scrutiny 
U.S. law currently provides that funds
deposited into a correspondent bank
account belong to the respondent
bank that opened the account, not to
the respondent's individual deposi-
tors. As a result, civil forfeiture laws
generally do not permit the United
States to seize suspect funds from a
respondent bank's account based
upon the misconduct of an individual

depositor of the bank. This  condi-
tion makes enforcement actions such
as forfeiture extremely difficult.

Congressional
Recommendations  
The Report makes six recommenda-
tions intended to reduce the use of
U.S. correspondent banks for money
laundering:

(1) bar U.S. banks from opening cor-
respondent accounts with foreign
shell banks;

(2) require  U.S. banks to use height-
ened safeguards in opening corre-
spondent accounts with offshore
banks, particularly those from coun-
tries identified by the U.S. Treasury
Department as non-cooperative in
anti-money laundering efforts;

(3) require U.S. banks to conduct sys-
tematic reviews of correspondent
accounts and wire transfers, and close
accounts with suspect banks;

(4) require U.S. banks to identify
respondent banks' clients;

(5) request  that U.S. bank regulators
and law enforcement offer improved
assistance to U.S. banks; and 

(6) amend U.S. seizure law to permit
enforcement agencies to  seize laun-
dered funds in correspondent
accounts.

Draft Legislation
A bill introduced in the Senate (S-
398)  imposes greater record keeping
requirements  on correspondent
banks, empowers the Treasury
Department to obtain information
regarding the activities of customers
of respondent banks and to ban for-
eign financial institutions from open-

ing correspondent accounts in the
United States if they are "of primary
money laundering concern."  If this
legislation is enacted into law, greater
compliance and enforcement activity
is certain to follow.

Regulatory and law enforcement
actions often follow closely behind
the release of Reports such as the
one discussed here. Clearly, corre-
spondent banks are now on notice as
to the risk respondent banks  pose to
anti-money laundering efforts.

Correspondent  banks should imple-
ment a formalized policy and proce-
dure for ensuring that they are not
used for money laundering. Once
such policies are implemented, the
need for training of designated com-
pliance personnel, and periodic
review and revisions of such policies
is also needed.

Paul Hastings' White Collar Corporate
Defense Group is available to provide you
with further information regarding these and
other money laundering compliance issues.
The White Collar Corporate Defense
Group is comprised of five former federal
prosecutors and others with extensive experi-
ence in corporate internal investigations and
government criminal and civil fraud investi-
gations in highly regulated areas such as
health care, government contracts, securities,
antitrust and financial institutions.  For fur-
ther information, please contact Larry
Barcella in our Washington D.C. office at 
(202) 508-9525, or via e-mail at 
larrybarcella@paulhastings.com; Kirby
Behre at (202) 508-9544, or via e-mail
at kirbybehre@paulhastings.com; Robert
Plotkin at (202) 508-9542, or via e-mail
at robertplotkin@paulhastings.com; or Jeff
Ifrah at (202) 508-9532, or via e-mail at
ajeffifrah@paulhastings.com.
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