
FEDERAL RESERVE BANK 
OF NEW YORK

January 9, 1989

STATEMENT OF PRINCIPLES ON MONEY LAUNDERING

To the Chief Executive Officers of Each State Member Bank, Edge Corporation, 
and Noninsured Branch or Agency of a Foreign Bank, 
in the Second Federal Reserve District:

The Committee on Banking Regulations and Supervisory Practices1 was established by the central bank Gover

nors of the Group of Ten industrialized countries in 1974. The committee’s objective is to strengthen supervision 

over international banking activity among banks in the Group of Ten industrialized countries. The three Federal 

bank regulatory agencies are represented on the committee.

Members of the committee have long been concerned about the use of the banking system by criminal elements. 

Criminals can use the banking system to hide the true ownership of funds through nominees and to make payments 

and transfers of funds. These activities - when associated with monies derived from illegal activities - are common

ly referred to as money laundering.

Each of the bank supervisory authorities represented on the committee has a different role and responsibili

ty in suppressing money laundering. All member countries collectively believe that bank supervisors, regardless 

of their prescribed role, should ensure that ethical standards of professional conduct are being observed in the 

banking system. Members also believe that supervisors should encourage the implementation of effective policies 

and procedures to aid efforts to eliminate money laundering.

The members of the committee have developed and approved the enclosed Preamble and “Statement of Prin

ciples.” In accordance with the principles set out, bank management is encouraged to establish policies and pro

cedures to ensure: (i) proper identification of all persons conducting business with the institution; (ii) conduct of 

the bank’s business in conformity with high ethical standards; (iii) cooperation with law enforcement authorities 

within the confines of applicable law; and (iv) proper staff training in all m atters concerning that Statement of 

Principles. Bank management is encouraged to incorporate those principles into the existing procedures that are 

already required under the Monetary Control Act.

The enclosed materials are being released by all supervisory authorities represented on the committee.

‘This committee meets at the Bank for International Settlements in Basle, Switzerland, and includes representatives of the central banks and bank supervisory agencies from Belgium, 
Canada, France, Germany, Italy, Japan, Luxembourg, Netherlands, Sweden, Switzerland, the United Kingdom, and the United States.

E . Ge r a l d  C o r r ig a n , 
President.
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Committee on Banking Regulations 
and

Supervisory Practices

Prevention of criminal use of the banking system for the 
purpose of money-laundering

Preamble

1. Banks and oth er fin an cia l in stitu tio n s  may be u n w ittin g ly  u sed  as 

in term ediaries for the tr a n sfer  or d ep osit of fu n d s d er iv ed  from crim inal 

a c tiv ity . Crim inals and th e ir  a sso c ia tes  u se  the financia l sy stem  to make 

paym ents and tra n sfer s  of fu n d s from one account to another; to hide the  

sou rce  and b en efic ia l ow nersh ip  of m oney; and to p rov id e s to ra g e  for  

b a n k -n o tes  th ro u g h  a sa fe -d e p o s it  fa c il ity . T h ese  a c tiv it ie s  are commonly 

referred  to as m o n ey-lau n d erin g .

2. E fforts u n d ertak en  h ith erto  with the ob jective  of p rev en tin g  the  

banking sy stem  from b ein g  u sed  in th is  way have la rg e ly  been  u n dertak en  

by jud icia l and reg u la to ry  a g en c ies  at national le v e l. H ow ever, the  

in crea sin g  in tern ation  ad dim ension of org a n ised  crim inal a c t iv ity , n otab ly  in 

relation  to th e narcotics tra d e , hats prom pted co llab orative  'in itia tives at the  

internationad le v e l. One of th e  ea r lie st su ch  in itia tiv es  was u n dertak en  by  

the Committee of M inisters of the C ouncil of Europe in June 1980. In its  

report^- the Committee of M inisters con clud ed  that " . . .  the banking system  

can play a h ig h ly  e ffe c t iv e  p re v e n tiv e  role w hile the co -op era tion  of the

M easures aga in st the tr a n sfer  and sa feg u a rd in g  of fu n d s of criminal 
o r ig in . Recommendation No. R (80)10 adopted  b y  the Committee of 
M inisters of th e  C ouncil of Europe on 27th June 1980.

1
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banks also a s s is t s  in th e r e p r e ss io n  of su ch  crim inal acts  b y  th e ju d icia l 

au th o r itie s  and th e  police" . In rec en t y ea rs  th e is s u e  of how to p rev en t  

crim inals lau n d er in g  the p ro ceed s of crime th ro u g h  th e  fin an cia l sy ste m  has 

a ttra cted  in cr ea sin g  a tten tion  from le g is la t iv e  a u th o r it ie s , law en forcem ent  

a g en c ies  and b anking su p e r v iso r s  in a num ber o f c o u n tr ie s .

3 . T he various n ation al b an k in g  s u p e r v iso r y  a u th o r itie s  r e p r e se n te d  

on th e B asle  Committee on B ank ing R egu la tion s and S u p e r v iso r y  P r a c t ic e s c 

do not have th e  same ro les and r e sp o n s ib ilit ie s  in rela tion  to th e  

su p p r e ss io n  o f m o n e y -la u n d e r in g . In some co u n tr ies  su p e r v iso r s  have a 

sp e c if ic  r e sp o n s ib ility  in th is  fie ld ; in o th ers  th e y  may h ave no d irect  

r e sp o n s ib ility . .T h is  r e fle c ts  th e  role of b an kin g  su p e r v is io n , th e  prim ary*

* fu n ctio n  o f w hich  is to m aintain th e ov era ll fin an cia l s ta b ility  and

so u n d n ess  o f ban ks ra th er  than  to e n su re  th at in d iv id u a l tra n sa ctio n s  

co n d u cted  b y  bank cu stom ers are leg itim a te . N e v e r th e le s s ,  d e sp ite  th e  

lim its in som e co u n tr ies  on th e ir  sp e c if ic  r e sp o n s ib ility , all m em bers o f th e  

Committee firm ly b e liev e  th a t su p e r v iso r s  can n ot be in d iffe r e n t  to th e u se  

made of b an k s b y  cr im in a ls .

4. P ublic co n fid en ce  in b a n k s , and h en ce  th e ir  s ta b ility ,  can be  

underm ined  b y  a d v erse  p u b lic ity  as a r e su lt  of in a d v e r te n t a sso c ia tio n  b y  

banks w ith  cr im in a ls . In a d d itio n , banks may lay  th em se lv es  open  to d ire c t  

lo s s e s  fr o m .fr a u d , e ith er  th ro u g h  n e g lig e n c e  in sc r e e n in g  u n d esira b le  

cu stom ers or w here the in te g r ity  o f th e ir  own o ff ic e r s  has b een  

underm ined  th ro u g h  a ssoc ia tion  w ith  crim in a ls . For th e se  rea so n s th e  

m em bers of th e  B asle  Committee c o n s id e r  th at b an k in g  su p e r v iso r s  h ave  a 

g en era l role to  en co u ra g e  eth ica l s ta n d a rd s  of p ro fe ss io n a l con d u ct among 

b an ks and o th er  fin an cia l in s t itu t io n s .

5. T he Committee b e lie v e s  that one way to prom ote th is  o b jec tiv e , 

c o n s is te n t  w ith  d iffe r e n c e s  in n ation al su p e r v iso r y  p r a c tic e , is to obtain  

in tern a tio n a l agreem ent to a S tatem en t of P rin cip les to w hich  fin an cia l 

in s t itu t io n s  sh ou ld  be e x p e c te d  to a d h ere .

-  2  -

2 T he Committee com prises r e p r e se n ta t iv e s  of th e  cen tra l b an ks and 
su p e r v iso r y  a u th o r itie s  of th e  Group of T en  co u n tr ie s  (B elg iu m , 
C anada, F ra n ce , G erm any, I ta ly , Japan , N e th e r la n d s , S w ed en , 
S w itzer la n d , U nited  K ingdom , U nited  S ta te s )  and L uxem b ou rg .
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6. The attached  Statem ent is a gen era l sta tem en t of eth ica l 

p rin cip les w hich  en cou rages banks' m anagem ent to put in place e ffe c t iv e  

p roced u res to en su re  that all p erson s con d u ctin g  b u s in e ss  w ith th eir  

in stitu tio n s are p rop erly  id en tified ; that tra n sa ctio n s that do not appear  

legitim ate are d iscou raged ; and that co -op era tion  w ith  law enforcem ent 

a gen cies is a ch ie v ed . T he S tatem ent is not a leg a l docum ent and its  

im plem entation will depend  on national p ractice  and law. In p articu lar , it 

should  be noted  that in some co u n tr ies  banks may be su b jec t to additional 

more s tr in g e n t lega l regu la tion s in th is  fie ld  and the Statem ent is not 

in ten d ed  to rep lace  or d im inish th o se  req u irem en ts. W hatever the lega l 

position  in d iffere n t co u n tr ie s , th e  Committee co n sid ers  th a t the f ir s t  and 

most im portant sa feg u a rd  aga in st m on ey-lau n d erin g  is th e  in te g r ity  of 

banks' own m anagem ents and th e ir  v ig ila n t determ ination  to p rev en t th eir  

in s titu tio n s  becom ing a sso c ia ted  w ith  crim inals or b ein g  u sed  as a ch an n el 

for m o n ey -la u n d er in g . The Statem ent is in ten d ed  to re in force  th ose  

stan d ard s of con d u ct.

7. The su p e r v iso r y  au th o r itie s  rep re se n ted  on the Committee 

su p p ort th e p rin cip les s e t  out in the S tatem ent. To th e e x te n t  that th e se  

m atters fa ll w ithin the com petence of su p e r v iso r y  au th o r itie s  in d ifferen t  

member c o u n tr ie s , the au th oritie s  will recommend and en cou rage  all banks  

to adopt p o lic ies and p ra ctices  c o n s is te n t  w ith th e S ta tem en t. With a view  

to its  accep tan ce  w orldw ide, the Committee would also commend the  

Statem ent to su p e r v iso r y  au th orities  in o th er  c o u n tr ie s .

B a sle , D ecem ber 1988
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Statement of Principles

I. Purpose

B anks and o th er  fin a n c ia l in s t itu t io n s  may u n w itt in g ly  be u sed  as 

in term ed ia r ies  for th e tr a n s fe r  or d e p o s it  of m oney d e r iv e d  from  crim inal 

a c t iv ity .  T he in ten tio n  b eh in d  su c h  tr a n sa c tio n s  is o ften  to h id e th e  

b en efic ia l o w n e rsh ip  of fu n d s . T he u se  of th e  fin a n c ia l sy s te m  in th is  w ay  

is of d ire c t  c o n cer n  to p o lice and o th e r  law en fo rcem en t a g e n c ie s ;  it is a lso  

a m atter of co n cer n  to b a n k in g  s u p e r v is o r s  and b a n k s' m an agem en ts, s in c e  

p u blic  c o n fid e n c e  in b an k s may be u n d erm in ed  th r o u g h  th e ir  a sso c ia tio n  

w ith  c r im in a ls .

T h is S ta tem en t of P r in c ip le s  is in te n d e d  to o u tlin e  some b a sic  

p o lic ies  and p ro c e d u r e s  th a t b an k s' m anagem ents sh o u ld  e n s u r e  are in 

place w ith in  th e ir  in s t itu t io n s  w ith  a v iew  to a s s is t in g  in th e  su p p r e ss io n  

of m o n ey -la u n d er in g  th r o u g h  th e  b a n k in g  sy s te m , n a tion a l and  

in te r n a tio n a l. T he S ta tem en t th u s  s e t s  ou t to re in fo r c e  e x is t in g  b e s t  

p r a c tic e s  among b an k s a n d , s p e c if ic a lly ,  to e n c o u r a g e  v ig ila n c e  a g a in st  

crim inal u se  o f th e  p aym en ts sy s te m , im plem entation  b y  baulks of e f fe c t iv e  

p r e v e n t iv e  s a fe g u a r d s , and c o -o p e r a tio n  w ith  law en fo rcem en t a g e n c ie s .

II. Customer identification

With a v iew  to e n su r in g  th a t th e fin a n c ia l sy s te m  is not u sed  as 

a ch a n n e l for  criminad fu n d s , b a n k s sh o u ld  make rea so n a b le  e f fo r ts  to 

d eterm in e th e  tr u e  id e n t ity  o f all cu sto m ers  r e q u e s t in g  th e  in s t itu t io n 's  

s e r v ic e s .  P articu la r  care  sh o u ld  be ta k en  to id e n t ify  th e o w n e rsh ip  of all 

a cco u n ts  and th o se  u s in g  s a fe - c u s to d y  fa c il it ie s .  All b an k s sh o u ld  in s t itu te  

e f fe c t iv e  p r o c e d u r e s  for o b ta in in g  id e n tif ic a tio n  from  new  c u sto m e r s . It 

sh o u ld  be an e x p lic it  p o licy  th a t s ig n if ic a n t  b u s in e s s  tr a n sa c tio n s  will not 

be c o n d u c te d  w ith  cu sto m ers who fail to p ro v id e  e v id e n c e  of th e ir  id e n t ity .

III. Compliance with laws

B an k s' m anagem ent sh o u ld  e n su r e  th a t b u s in e s s  is co n d u cted  in 

con form ity  w ith  h ig h  e th ica l s ta n d a r d s  and th at law s and reg u la tio n s

(OVER)
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perta in ing  to financial tran saction s are adhered to. As regard s transactions  

ex ecu ted  on behalf of cu stom ers, it is accepted  that banks may have no 

means of knowing w hether the transaction  stem s from or forms part of 

criminal a c t iv ity . S im ilarly, in an in ternational co n tex t it may be d ifficu lt 

to en su re  that cro ss -b o rd er  tran saction s on behalf of custom ers are in 

com pliance w ith the regu la tion s of another co u n try . N e v e r th e le ss , banks  

should  not se t out to o ffer  se r v ic e s  or provide active  a ssis ta n ce  in 

tran saction s w hich th ey  have good reason to su p p o se  are associa ted  with  

m on ey-lau n d erin g  a c t iv it ie s .

IV. Co-operation with law enforcement authorities

Banks should co-operate fully with national law enforcement 
authorities to the extent permitted by specific local regulation* relating to 
customer confidentiality. Care should be taken to avoid providing support 
or assistance to customers seeking to deceive law enforcement agencies 
through the provision of altered, incomplete or misleading information. 
Where banks become aware of facts which lead to the reasonable 
presumption that money held on deposit derives from criminal activity or 
that transactions entered into are themselves criminal in purpose, 
appropriate measures, consistent with the law, should be taken, for 
example, to deny assistance, sever relations with the customer and close 

or freeze accounts.

V. Adherence to the Statement

All banks should formally adopt policies consistent with the 
principles set out in this Statement and should ensure that all members of 
their staff concerned, wherever located, are informed of the bank's policy 

in this regard. Attention should be given to staff training in matters 
covered by the Statement. To promote adherence to these principles, 

banks should implement specific procedures for customer identification and 
for retaining internal record* of transactions. Arrangement* for internal 
audit may need to be extended in order to establish an effective means 
testing for general compliance with the Statement.
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