In plain English, [money laundering] ismaking dirty money clean by concealingthe
trueorigin of thefunds.

— Chairman JamesR. Zazzali

INTRODUCTION

Narcoticstraffickers make thousands of dollarsaday in cash peddling poison on the
streets. One of their biggest problemsishow to use that money without alerting law enforcement
or tax officialsto theillegal activity that generatedit. Similarly, loan sharksand gambling opera-
tives earn substantial amounts of cash, but haveto find waysto hide the source of theirincomein
order to be ableto useit. Thevarious strategems used to conceal the money and protect the

illegal sourcesfrom whichitisderived arecommonly called money laundering.

For generations, organized criminals have owned or controlled cash-intensive businesses
such asjuke box and vending machine distributorships, candy stores, and restaurantsor taverns,
primarily so that they can commingle recel ptsfrom those enterprises with cash generated by
gambling, narcoticstrafficking or loansharking. Whenillegal revenueis mixed withthelegal,

revenue agentsarelesslikely to find evidence of tax evasion.

With their illicitincome laundered, the more sophisticated gangstersinvest their fundsin
legitimate businesses and are then freeto spend aslavishly asthey can afford on material plea-
sures. Sometimesthey are even ableto buy respectability and thus mingle with the social elite and

public officials of the highest rank, their friends often having no hint of the true source of their



wedth.

Itiseasy to forget that despite all the colorful nonsense surrounding organized criminals,
thereason they organizein thefirst placeisnot simply to create another serviceclub. Itistotake
better advantage of their neighbors and of society in order to make as much money as possible,
quickly and easily. They try to get an unfair edge on their competitors, they flout the rules of
society, they subject themselvesonly to atwisted moral code of their own— when it servestheir

purposes. And only they decide when the code applies.

Since passage of the Bank Secrecy Actin 1970, banksand other financial institutions have
been required to file with the Internal Revenue Service Currency Transaction Reports (CTRs) for
every payment, receipt or transfer of currency in excessof $10,000. (A more recent amendment
broadened the requirement to include all monetary instrumentsaswell ascurrency.) Although
drafted primarily to find tax violationsinvolving the non-reporting or under-reporting of income,
the CTR requirement has al so resulted in the detection of large cash flowsindicative of significant
financial criminality by individualsand organized crimegroups. Thus, thosewho once might
simply have deposited their illegal profitsfrom criminality into banks could no longer do so with

impunity.



Until October 1986, money laundering itself wasnot acrime. Thefederal government
prosecuted offendersonly for failureto file CTRsand for whatever underlying crimeto which
such failuresled prosecutors. But the Money Laundering Control Act of 1986 criminalized
money laundering and schemesthat facilitated it. A high ranking Department of Justice official
told acongressional committeelast May, “ The Bank Secrecy Act was not enough, standing alone,
to combat money laundering. Rather, it was necessary to make the handling of dirty money a

crimeinitsalf.”

The Commission held atwo-day public hearing on money laundering on December 9 and
December 14, 1993. Thefirst day’ switnesseswerefederal officials, who discussed money laun-
dering from the perspective of the agenciesthey represented. The witnessesthe second day were
state and county officialsfrom New Jersey aswell asan official from the state attorney general’s
officein Arizona, which enacted thefirst state money laundering statute in the nation in 1985,

predating even thefederal statute.



THE WITNESSES

Thefirst witnesswasM ichael Orndor ff, Chief of the Data AnalysisDivision at the
Financial Crimes Enforcement Network (FInCEN) of the U.S. Treasury Department. A former
financial expert with thefederal Drug Enforcement Administration, Orndorff noted that “with the
possible exceptions of crimes of passion, money isthe motivation for most criminal activity.

Money isone of the most vulnerable pointsin any criminal conspiracy.”

Money laundering, Orndorff said, isaccomplished in three stages. placement, layering and
integration. Placing the money in afinancial institution without attracting the attention of law
enforcement isthefirst stagein the money laundering process and often the most vulnerableto
attack. Thisstageisaffected by the attempt to dispose or conceal the bulk cash generated by an
illicit act. Therefore, disposal of the bulk cash posesthe single most critical challengefor the
money launderer. Itisat thistimethat “...the criminal ismost vulnerable, because he or shehasin
the back of their car abriefcase or whatever with $100,000, $200,000 and he or she hasto get

their money into thefinancial system,” Orndorff said.

Orndorff said one of the primary methodsto get the money into the financial systemisa
practice called “smurfing,” named for the small, blue cartoon characterscalled “ Smurfs’ ina

1980stelevision series. Inthe money laundering context, smurfing isthe practice of dividing a



large amount of cash among several low-level persons, each of whom goesto adifferent financial
institution to purchase monetary instrumentsin amount of lessthan $10,000 in order to circum-
vent the reporting requirements of the Bank Secrecy Act. “Smurfing” isalso called structuring

since depositsare* structured” in amountstotalling less than $10,000.

Another way to get money into the system, Orndorff said, isfor acash-intensive business
such asan amusement park or agrocery store, for which abank legitimately can provideaCTR
exemption for acertain amount of money, to deposit fundsin an amount up to that threshold

without the transaction being reported.

Drug traffickers who smuggl e cash out of the United States have to be concerned with the
sheer weight of the money, Orndorff said. Onemillion dollarsin twenty-dollar bills, hesaid,

weighs 100 pounds.

... [D]rug offenderswill go into financial institutions or what we call non-bank institu-
tions such as check cashersand money transmitter s, and exchange street money for one
hundred-dollar bills. Now, his[money’s] weight is 20 pounds[and] hecan putitintoa

small briefcase and walk away with it very easily.

Oncethemoney isplaced into thefinancial system, itismoved, inthelayering phase,
through various accountsto create an illusion of legitimate transactionsbut which really createsa

barrier so that investigators are unableto follow apaper trail. Generally, the fundsare moved to



tax-haven countrieswhereinvestigators have no accessto bank records. One of thewaysto layer
atransaction, Orndorff said, isthrough an international wiretransfer. Orndorff said that shortly
before coming to Trenton, he obtained some dataindicating that thereis approximately $900
million transferred daily through theinternational transfer system, making it difficult to track

transfersfromindividualson aregular basis.

There was a case a few years back concer ning a gentleman named Jose Gonzalo,
who waskilled by the Colombian authorities. A few yearsback they found buried inthe ground
afew barrelswith hisfinancial records.... Hisrecords showed the entire money laundering
operation. Hismoney had been placed into accountsin Colombia, [ from] the United States
through a seriesof wiretransfers. He had layered the transactions. He would take his money
and moveit —wiretransfer $50,000 froman account in Colombia to an account in London. A
few dayslater, $25,000 of that money would be transferred to Hong Kong. Three or four days
later, $25,000 fromthat account would be transferred to Austria. He was moving the money
around so that if law enfor cement happened to seize hisrecords, his money would not be easily
seized or identified. Unfortunately for him, we did manage to seize many millions of dollarsin

the United Statesand in foreign countries.

Thethird phase of money laundering isintegration, which Orndorff said investigators

rarely see because the money istotally hidden and well-insulated through placement or layering.



When you put money into an account, for example, you may be putting money into
the account of a legitimate business and you are commingling the bad money and

the good money....

Some of the waysin which you shield the money is[to] purchase assetsin the
name of bearer corporations, shell corporations... with no real business, nor-
mally in a tax-haven country. You could havethe corporation be a bearer-share
corporation, whoever holdsthe shareisactually the owner of the corporation. It
isvery difficult when the money launder er, for example, produces documents
showing that he has a loan from a foreign corporation and it has been notarized
by attorneys and notary publicsand so forth.... [Unlessyou] bring that attorney
tothe United Statesasawitness|,i]tisvery difficult to prove that there was any

activity.

Mary M edina, Chief of the Examination Division for the Internal Revenue Servicein

Newark, testified in the public hearing, saying that

the IRSviews money laundering very broadly. Any activity or practice used to
conceal or disguisethe existence and origin of profitsor money generated,
whether fromlegal sourcesor illegal sources, isamoney laundering concern for

us.



We know from experience that millions upon millions of dollars of profitsfrom
legitimate business escape taxation due to skimming and other evasion schemes,
and that millions of dollars of profitsfromillegal activities likewise escape
taxation. Our goal then isto combat the money laundering aswell as detect the

underlying tax evasion.

Our approach inthemoney laundering areaisthree-fold: assuring compliance
with the infor mation reporting requirements of the Bank Secrecy Act, assuring
effective use of the currency and banking retrieval systemby all (IRS) enfor ce-
ment divisions— Examination, Collection and Criminal Investigation—and

criminal enforcement under the money laundering criminal statute.

In answer to questions by Commission Counsel Charlotte K. Gaal, Medinasaid:

We believe that New Jersey isa primelocation for money laundering. Therea-

sonsincludethe fact that we have international airportsin close proximity to

seaports. Wearein close proximity to New York City'sfinancial center.

Q. Hasthe art of money laundering changed over time?

A Theart of money laundering isin a continual state of change. Where



once we concentrated our effortson the deposits of large sums of money into
traditional financial institutions, experience has shown usthat we now must focus
our effortstoward lesstraditional methods of money laundering, such asthe use
of nonbank financial institutions—for example, wiretransfers, check cashing

businesses and those who sell money orders.

What forms does money laundering often take today?

We have found two emer ging trendsin money laundering in the State of New
Jersey, those being the use of wire transfer sto move monies offshore and the
purchase of substantial assetswith cash, often with theintent to resell the assets

overseas.

Arethere any examplesthat you can give us of those types of money laundering
you have seenin New Jersey?

We have found cases of money being launder ed through the cash purchase of
luxury items such as automobiles, which ar e then shipped over seasin containers
and sold for nearly doublethe U.S. price. We also found farm equipment, trac
tors specifically, which were purchased for cash inthe United States, shipped to
another country to be used there for farming of drug crops, which werethen

subsequently smuggled back into the U.S.

Areyou seeing barsand liquor storesused in money laundering in New Jer sey?



We haveidentified barsand grocery storesthat are cashing checkson aregular
basis. Often these check cashing activities are more substantial in scope than the
principal businessactivity. For example, we have found neighborhood barswhich
generate yearly grossreceipts of lessthan $300,000 and cash millions of dollars
worth of checksfromtheir customers. No feeisreported by these establishments
for having cashed those checks as businessincome on their tax return. Weare
concerned about that, plusthe potential that bar customers may well be avoiding
banks or licensed regulated check cashersfor the purpose of laundering profits
fromlegal or illegal activities and avoiding the payment of substantial state and
federal taxes.... We have found the use of liquor storesand barsto cash checksto

be particularly prevalent in heavily populated areas.

We have alarge casino industry in the state. Hasthe |RSseen money laundering
in the casinos of New Jersey?

Prior to the enactment of the law making casinosresponsiblefor filing CTRs, it
was alleged that individual swould carry bulk volumes of currency into the casi
nosto be converted into checks. Suitcases of cash would be deposited at the
casino cage, limited gambling undertaken and monieswithdrawn with a casino

check, making the amounts appear |egitimate.
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Asaresult of our activity in the casino area, including our compliance checks, it
appearsthat such typesof illegal activitiesno longer occur, at least notina
blatant manner. Moreover, casino employees now contact the IRSwith respect to

suspicious activity and, also, CTRfilings have substantially increased.

Medinasaid that non-bank institutions and businesses such astaverns and groceries have
been identified asmajor check-cashing locations. In addition, travel agenciesare now wiring
money offshore and issuing travelers’ checksfor those who want to move money around the
world. “Check cashersand money remitters are the fastest growing, most mobile and most

difficult toidentify,” shesaid.

Asked by Counsel Gaal about money remitters, she said they “are quasi-bankslicensed by
the State of New Jersey with limited regulations. We have found examplesof individualswiring
more monies overseasthan isreported to either the state or the federal government asincome on

their [tax] returns. And these situations, we believe, represent substantial revenuelossto our

treasuries.”
Q. | think you discussed check cashersto afair degree. Isthereanything elsethat
you wish to add in regard to check cashersin terms of the kinds of problemsthe
IRSsees or what isgoing on with check cashers?
A Theonly thing that | want to add iswe are seeing increased problemswith checks

made payabl e to businesses being charged at check cashersby third parties, and
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that representsa significant potential for unreported income.

Regarding state-federal cooperation, Medinasaid:

| see no alter native but for the state and federal authoritiesto work on the prob
lem. Individually, our resources are not sufficient to address money laundering,
evasion of tax and nonpayment of tax. Together, | think we have potentially far
mor e significant impact on thisarea whichisa major area of tax-administration
concern. Moreover, together, | think we need to explore not only enforcement
methods for addressing the problem, but nonenfor cement techniques such as

legislation, licensing, regulations and education.

Medinaal so said the tax implicationsfrom the underreporting of income from the sale of
narcotics and the underreporting of income that has been used to purchase narcotics are substan-

tial.

One need only read of the street value of nar coticsthat are seized to recognize
that there are potentially millions, if not billions, of tax dollarslinked to the

nar coticstrade which never find their way into state or federal treasuries. Addi
tionally, you add to that the profits evading taxation from|egitimate businesses
and theamount is staggering. Inour opinion, money launderingisa serious

problem, not only for New Jer sey but the United Statesaswell.
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She estimated that nationally, billions of tax dollarsarelost each year to money launderers.

M edinahad four recommendations for the Commission:

1.

Currently, the State regulationsfor check cashersrequirealicenseonlyif afeeis
charged for the service. We would recommend that any businessthat cashes
checksasa secondary part of operations, whether or not a feeischarged, would
beincluded in the definition of a check casher for stateregulatory and

recor dkeeping pur poses.

Second, any entity which sellsmoney orders, travelers' checksor whichwires
funds domestically or internationally should be subjected to stateregulation. e
recommend that the State recor dkeeping requirements currently in place for

licensed check casher s be extended to include these types of operations.

As| mentioned previously, we also found significant underreporting of income
when business checks ar e cashed at a check-cashing establishment by a third
party. We would recommend that New Jersey consider alaw similar to the prac
tice of many New York financial institutions which prohibit checks made payable

to businesses being cashed at secondary financial institutions.
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4. And finally, if legislation is enacted to impose penalties and/or finesin the money
laundering area, the federal/state exchange agreement, whichisworking well ina
number of areas, should be expanded to include exchange of information result-

ing from these examinations and investigations.

Jerome Gatto, asupervisory special agent of the Federal Bureau of Investigation, told the

Commission that money laundering statutes

give usan opportunity to attack higher level peoplein[acriminal] organization
who would normally not be culpable under the substantive statute.... In addition,
... one of the primary characteristics of the law isto provide the taking away of

the profitsto the organization itself.

Gatto discussed arecent case involving money laundering by insurance brokers:

We uncover ed approximately 293 accounts, domestically and inter nationally, 53
shell corporations, which involves a family business set up asa medical malprac
ticeinsurance businessthat essentially wasinsuring against that type of casualty,
but never making any payments. Theresult wasthat when atime camefor pay
ment, [ it was] usually never made and created liability in excess of 9,000 out

standing claimsworth about $60 million.
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[ B]y the use of what | would call a shell of a bank or really a paper bank over
seasthey ... repatriated money back to the United States through bogusloansto
themselves.

Agent Gatto had several recommendations:

Onewould beto review thefinancial accesslawsfor the state and make certain
that they are coordinated with any money laundering statute. That isto say, to
ensure the access of the financial documents are within the purview of the investi
gator. |1 would also recommend ... early training for investigators.... Generally
thereisaone- to three-year lag time fromthe passage of a statute before anyone
isreally charged with the violation of that statute. And | would recommend a
reorientation of the investigatorsto look beyond the substantive violations which
they arefamiliar with to the next level of the onion, so to speak, which involves
money laundering.... [ t] hereorientation of theinvestigator should indicate that
fromthe very outset, money laundering should be a principal part of the investi

gation....

Then-United States Attorney for New Jersey Michael Chertoff told the Commission that
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... money isthe weakest point in the [criminal] chain. And that’stheincentive for
the people at the top of the chain that are repatriating the money back. Itisa
very difficult problem because of the sheer volume of cash that they have to

dispose of.

In recognition of this, Congress ... in the 1980s beefed up the money laundering
laws and law enfor cement beefed up its attack on the transmission of the money
here back fromoverseas.... We have been running a race with traffickersand the
organized crimefiguresever since. \We have been frustrating them and they have
been getting more sophisticated. | don’t view that asa sign that we arelosing the
battle. They are going to keep ahead of us, but it is more and more difficult and

mor e and mor e expensive.

The United Statesis now the largest money laundering center intheworld. We
are also the most sophisticated at combatting money laundering. | think there
was a recent estimate that $30 billion a year isrepatriated back to Colombia....
Thereare certain casesin which you can actually detect on the foreign currency
bal ance sheets of a country an impact because of drug money. | guess money
laundering isgetting moreinternational. Itisgrowing and | thinkitisalso

getting a greater commitment from [ federal law enforcement agencies).
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Chertoff told the Commission that in the past his office would prosecute money laundering

merely by adding alaundering charge to amulti-count indictment charging other offenses.

But we have now started to actually make casesin which money laundering isthe
lead or most important of the char ges brought, and we have had several casesin
which we seized hundreds of bank accounts, millions of dollars and taken down
international organizationsthat laundered five or moremillion dollarsin a six-
month period over seas, and what we wer e able to detect isthat New Jersey,
because of its...close proximity to New York and Pennsylvania, its shipping and
air access, isa natural place for money laundering to occur and thoughitisnot

the kingpin of money laundering, it doesfit in the chain in many cases.

Chertoff responded to questions about the use of variouskinds of financial institutions by

money launderers.

On the part of banks, they are very careful. Alot of them have compliance de
partments, and although you can still engage in what we call smurfing in banks
with alot of people going inwith small transactionsthat aggregate to hundreds
and thousands of dollars, [ money launderers] now, | think, haveincreased the use
of non-traditional institutions. Particularly asto organized crime, they go to

check cashers.... One of the ways they move the money is[to] purchase actual
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items, and they will shift the items over seas and reclaimor repatriate them maybe
and make a profit by doing that. For example, we now have regulationswhere
that isdonewith carsor other kinds of items, so that money laundering is now
something that isnot really a bank problem. Almost any time that you are dealing

with a businessthat hasa high-priced item, that will be shipped over seas.

[ Do you have] any thoughts about the sophistication of money laundering today?
| think you are dealing with among the most sophisticated peoplein the narcotics
chain. It ismuch moredifficult to launder money than to move the [drugs] into
the country.... [M]oney laundering really involves an ability to work with several
kinds of over seas currency transactions, under standing how the system of wiring

money back and forth works, and under standing foreign trademarks.

If you can purchaseitemsand sell them overseas, isthat a very good way to
launder money?

... [P] eoplewe arefamiliar with ... use well-known tax havens from the Bank
Secrecy Act —Cayman Islands, placesin Switzerland. A classic money laun
derer, Eddie Antar, Crazy Eddie, who wasjust convicted for aracketeering case, it
wasreally maybe the most sophisticated money laundering case ever seen. Antar

anticipated the possibility of apprehension and moved substantial amounts of
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money to Israel where he had accountsin hisown name, but also in other names,
and asit got mor e intense, he began to move the money to Switzerland using
anonymous trustswhich are available over there and through several levels of
wiring transactionswher e he had power s of attor ney vested in individualswho
then could make several morelevelsof transactions. Thisisvery sophisticated
stuff. It requiresthe use of lawyers over seas and the under standing of the fact
that there are still placesin the world that the protection of identity of peoplein

bank accountsistop priority.

Do you have any thoughts about the concept ... of going after money to diminish
the monetary incentive of crime?

Probably, | think, most people who [ prosecute] narcoticsand organized crime

[ cases] believe that the most effective way to choke off thiskind of activity would
be to get the money —to go after the money laundering. | think we will never
stop making cases for drugs, but if we could check the money, we would take the

profit out of it and that would dry up the supply pretty substantially.

Do you have any comments about the harm to soci ety that money laundering
permits, including loss of tax revenues and other issues?
... [F]irst and foremost, money laundering allows peopleto sell large amounts of

drugs. If you could not launder money, you could not repatriate the money, you

-19-



would not beinthe drug business. And part of that would mean that you wouldn’t
be ableto enter theinfrastructure. Many cartels, such asa Cali-like cartel, have
to have sophisticated meansto traffic in cocaine, and we seewherethe Scilian
Mafia had to havethat. Sothat isone consequence. You certainly losetax
revenues, although in the case of illegal activitiesyou are not going to take taxes
anyway. Thatismorerelevant for tax evasion. Thereisalso economicimpactin
terms of foreign currency balance of payments. Thereisso much money pouring
into some parts of theworld that it really hasan impact on the [local] economy,
... ontherelationship of those countriesand our ability to monitor the amount of

cash in the system, which we need to do in order to make economic decisions.

| think it isalmost a joke that the Miami Federal Reserve often has more difficulty
accounting for whatever their measure of money isthan any other part of the
country because thereis so much cash that iscoming into that particular area
that is not accounted for in normal economic models used to deter mine what they

expect money for.

Regarding the possibility of enacting a state money laundering statute, Chertoff said:

...whatever reporting requirementsare put in place by [a] state law for financial

institutions should be coor dinated with federal reporting requirements. Itisa
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very burdensome issue and a sour ce of complaints by a | ot of banks and financial
institutions.... In away, that istoo bad, but to the extent that they can dovetail
statereporting requirements and a state money laundering law with a federal

model, that makesit easier and that meanswe [ can assure] better compliance.....
In answer to aquestion from Commissioner William T. Cahill, Chertoff said“... thereis
really no state money laundering of any significance that isnot in theory of interest to the federal
government but, of course, in practice, we can’t possibly address most of those cases.”

In answer to other questions from the Commission, Chertoff made these points:

— Professionals such as attorneys, accountants and stockbrokers should be prosecuted

for money laundering, then disciplined by their professions.

— Attorneysinvolvedinlaundering their clients money should beforced to forfeit their

legal fees.

— Some brokerage housesin the past have chosen to ignore signs of money laundering by

their clients because of the profits generated by securitiestransactions.
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Karen T. Connéelly, Supervisory Special Agent of the U.S. Customs Service, told the

Commission that her agency encounters money laundering

in transportation of money, generally through a passenger who isgettingon a

plane.

The State of New Jersey iswide open right now, especially in flights allowing
transportation of currency out of the country. We have found in containers...

over $8 million over the past year. [It has] been welded into the sides of contain
ers...[and] hiddeninrefrigeration units. [ R]ecently ... a young woman was
stopped leaving Newark Airport to the Bahamas ... carrying $1.5 million. Wealso
found currency going out inair cargo. Approximately two weeks ago, we had
$100,000 discovered in small five gallon water heater sthat were being trans

ported via air cargo to South America.

Referring to New Jersey’ sposition asacorridor state, Connelly called it “aland bridge.”

Cargo may comeinto aport in Philadel phia, Baltimore or farther west. Itisthen

transported by rail into the New Jersey area. That isalso athreat. We have local
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bus servicethat goesdaily from Union City and leaves direct for Miami every
day. We havein one sting investigation actually identified a woman who had been

carrying $650,000 for transportation down to Miami fromthe Union City area.

Connelly said Customsworksvery closely withthe IRSin smurfing cases. “Generally if

they are smurfing the money, they aretrying to gather enough or get enough under the require-
ment and transfer the money out of the United States.”

By Counsel Carol L. Hoekje:

Do you find that money launderersarefairly creativein the use of different kinds

of containersfor smuggling?

A. They are very creative, and as soon aswe identify one technology they changeit.
Q. Can you give us an exampl e that highlights the use of containersfor smuggling?
A. Certainly. Two that we have definitely seen, one being a $7.1 million seizure of

money [ from] two containers wher e the nose of the container had been altered

with afalseone.
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Toload a container with auto parts, they will just stand the container onitsside
and pour every type of auto part into it, so if you had a false nose or false center
on that container and somebody went to open the back of it, you would find
transmissionsto bumpersjust up against the back of that container, which means
you have to go to the cour se of unloading it, turning it back upside down and
dumping it, and in many times, it is not worth the cost or timeto investigate a

particular container of that sort unlesswe have direct information.

Wasther e an instance where Customs found approximately $760,000 in a con
tainer and found that it was money linked to a nar cotics distribution network that
went from Florida to Colombia back to Texas and New Jer sey?

Yes. It wasfound in refrigeration unitsunder the floor of the container. The
owner ship of the container waslinked back to an individual ina Miami case, and
theindividual inthe Miami case had been involved inimporting tons of cocaine

into Florida concealed in frozen foods.

What gives Customstheright to seize money?

We havetheright to search any individual or cargo [leaving] the United States

and coming into the United States.
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Q. What opportunitiesdo the small airportsin New Jersey offer?

A. Small airports... offer avery good opportunity. Therewas afamous case about
two or threeyearsago called the Air America case. It concerned anindividual
named Fred Luytjeswho ran the operationsinto the United Sates at thetime and
he would meet his money contacts at Teterboro Airport, pick up about $1.5 [ mil
lion] to $1.6 million at atimein a private plane and he was able to fly that back

down to Colombia.

Q. What in your opinion isthe major money laundering threat in New Jersey at the
present time?

A. Inthe New Jersey area, one of the major threatsthat we are seeing are the money
remitters.... Money remitters... are storefronts [ where] individualscan walkin
and send money back home. They usually arefound in ethnic neighborhoods
whereindividuals have familiesthat are still back in the old country, so to speak,
and they need to send money down to them. Money launderershavefound it a
dependabl e avenue to send money back down to South America and wherever they
need to. Money remittersaregrowing very rapidly in New Jersey, one of the

reasons being that New York statelaw hastightened up greatly.

Asked for recommendations, Connelly said there should be greater cooperation and

interaction between the state Banking Department and federal agenciesin task forcesand similar

-25-



enforcement efforts. She also said there should be more sharing of intelligenceinformation,

especially fromlocal policewho, she said, arewell attuned to what ishappening in their towns.

Michael Stenger, Assistant Special Agentin charge of the Financial CrimesDivisionin
the United States Secret Service, testified that hisagency encounters money launderersduring
investigations of counterfeiting, credit card fraud, bank fraud, use of false I D, food coupon fraud

and telecommunication fraud.

Reiterating much of the testimony of other witnesses, Stenger urged greater cooperation
among law enforcement agencies. “The proper tactic would beto coordinate information, share

information,” Stenger said. He continued:
There are not enough peoplein law enforcement on their own to do this. Itistoo
bigan area. They have State and local police that they will be coordinating their
efforts besidesregulation, but you can't ask a banker or a check casher tobea
policeman. They can follow the regulationsthat you put out there, but it really
takes|aw enforcement to really enforce the regulations.

Regarding credit card fraud, Commissioner LouisH. Miller asked Stenger:

Do you find that theinstitutionsthat issue the cards or providethe credit accounts
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or whatever they may be are complicit in what goeson or isthat done without

their complicity?

A. Thereisafineline between poor business practicesand criminal activity. Some
institutions, | think, involved in theissuance of credit cardsor sign-ups of the
mer chants are wanting in the area of background checks. They do mass credit
card applications and those arerun through the mail and returned with false

information.

Thefirst witnesses on December 14, the second day of the hearing, werefive bureau or
section chiefsfrom the New Jersey Division of Criminal Justice, who testified asapanel discuss-
ing their individual experienceswith money laundering. Thefivewere: Assistant Attorney
Genera Nancy L. Singer, Fraud Bureau; Deputy Attorney General Donald Campolo, Narcotics
Bureau; Deputy Attorney General M eredith A. Coté, Casino Prosecutions Section; Deputy
Attorney General John A. Matthews, |11, Organized Crime Bureau; and Deputy Attorney

General H. John Witman, Civil Remedies and Forfeiture Bureau.

Campolo told the Commission that the Colombian drug cartelsare organized differently

from LaCosaNostraand the Mafia. The cartelshave separate cellsthat handle each phase of the

narcoticstraffic such astransportation, storage, distribution and finance.
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WE' ve found that any of these individualized cells can themsel ves communicate
directly with Cali, Colombia, and need not necessarily communicate with each
other. That fracture[s] the ability of law enforcement to infiltrate a whole organi
zation. We, therefore, may be limited to infiltrating simply the distribution phase
under our present laws, and we have an interest to do so, because that'swherethe
severecriminal penaltiesexist. What it also doesis preclude the ability of law

enforcement to devel op an informant who knowsthe whole picture....

Campolo said he was certain that many of those high in the organization, especially those

inthefinancial area, have escaped the scrutiny of law enforcement. He added:

Our narcoticslawsvery simply are directed at thetrafficking in drugs, that is, the
thrust of the criminal offense, and the elements of the offensesrelated to thisare
directed towards moving drugsaround. Thefinancial consequences of this
activity are simply not treated under our present laws, at least in a direct fashion.
And thisisn’t lost on the organi zations that move vast amounts of drugsin our

society.

Arguing for enactment of a state money laundering statute, Campolo said:

What we have now isa logical incompleteness. We have almost a recognition that
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oncethe drug dealer makes hismoney, he’'swon the battle. He'shomefree. And
he can go and use these proceeds however hewants, including bringing them
someplace, filter them somehow, | egitimatize them somehow, and unlesswe catch

himfor dealing the drugs, wereally don't have any hope.

Now, granted, that’sa very simple example, but if you takeit to the step of wiretap
and investigations of that nature, which area little bit more complex, what you
runinto in law enforcement isjust like any other business. We go where we get

results. Wedon't waste our timewhen there’'sno return.

So you can have an investigation wher e what you turn up, based upon your
probable cause and your investigative methods, isalot of talk about financial
transactionsand preciouslittle, if any, talk about drug trafficking. And then the
[reaction] is, well, we don’t have a viable drug prosecution, so why are we going
to pursuethis? We can’t prosecute peoplewith possession to attempt to distribute
$1.9 million, we need drugs. So having a statute like thisallowslaw enforcement
to work towar ds a specific goal within specific parametersand punish what

should rightly be punished.

Deputy Attorney General M atthewstestified:

One of the most common methods [ of money laundering] isthe setting up of a
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front company to originally bring the money out into the open, and when these
kinds of companies are set up, the people setting themup really don’t care
whether the company makes money or not. All they want isa company which, on
the books, can appear to be making money, and then they can put people on the
payroll and through that process, even if the company makes no money, they at
least have some sour ce of incomefor all of their membersor associates. That's
one of thewaysin which, over the years, they have utilized or legitimatized the

money which they have made.

CHAIRMAN ZAZZALI:

Mr. Matthews, what are the most typical front companiesor types of companies?

A Cash oriented type businesses—r estaurantsis one, tavernsis another, car washes
are another example—businesseswherethere’'salarge turnover of cash because

it'sdifficult to track how much incomethat company is making.

Another example over theyears, and | know the SCI has held hearings on them,
are gambling machines, and those type of things. There'sa tremendous cash
businessin those machines, and that type of activity isalso onein which moneyis
laundered through by organized crime people. They have money they haveto get

into the mainstream and they use those kinds of industriesto do it.
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Assistant Attorney General Singer testified:

In the fraud context, money laundering is seen in movement of funds from account
to account, whether businessto personal, personal to business....

What isdistinct in the fraud context, ... isthat ... theinitial transaction is not
unlawful. You' renot talking about dealing in narcotics, in loan-sharking, in
illegal gambling. You' re generally talking about a |l egitimate transaction between

two individualsor two companies.

For example, you have a person who turns money over to a securities broker to
placeitinaninvestment, or anindividual who writesa check to aninsurance

agent to place with hisinsurance carrier. Thosetransactionswithinthemselves
areentirely legal, and initial deposits of those moneysinto the business account

aregenerally legal.

It isthe movement of that money from that account to other accounts belonging to
theindividual swho have received the money, the unlawful conversion of the
money, iswherethelaundering takes placein the fraud context. So theinception
isoften legal, but it'sthe movement after the conversion of the fundsthat isthe

money laundering in the fraud context.
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Singer noted that acaseinvolving fraud against New Jersey Transit, investigated by the
Commission and referred to the Division of Criminal Justice, contained elements of money laun-
dering. Inthat case, Howard Farrelly, abus company owner, has been charged by astate grand
jury with diverting subsidy moniesfrom NJT through aseries of fraudulent transactions and

concealing the thefts by running the fundsthrough adummy corporation.

Deputy Attorney General Cotétold the Commission there is some evidence of money

laundering in casinos.

Most of it isin the form of individuals coming and buying-in for cash, large
amounts of cash, gambling chips and what have you, and subsequent gambling

activity did not reflect the. ... chipsthat they have purchased.

Our primary problem has been [that] these are very labor -intensive types of
investigationsand ... without a [ money laundering] statutein place... [they are]

not cost-effective.....

Deputy Attorney General Witman told the Commission that amoney laundering statute
would make criminal certain conduct that isnot now subject to prosecution. Civil forfeiture,
whichishisareaof jurisdiction, isaimed at confiscating from criminal sthe proceeds of their
illegal conduct whereas amoney laundering statute would be aimed at prosecuting the financial

activitiesthat facilitate criminality.
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Union County Prosecutor Andrew Ruotolo, Jr., also advocated the enactment of astate

money laundering statute.

| think what | would promote... isthe need for a complementary state response.
[ W] hat we' ve lear ned through model drug lawsthroughout the state ... [isthat]
our own statute doesn’'t duplicate the efforts of the federal |aw enforcement
agencies but rather supplementsit, complementsit, speaksto issueswhich are

parochial.

Regarding hisview of the primary methods by which money launderers operate today,

Ruotolo discussed what he called “toys of thetrade.”

If you'readrug dealer in Elizabeth, New Jersey, you’ re going to buy a fancy car
and a fancy boat, but ... automobile deal er ships and boat deal er ships are not
considered in theregulatory scheme of the federal government, although they
have requirements, they' re certainly not in force and may not even know of their

responsibility....

What we notice[is| that there aretraditional industriesthat are now involved in
promoting transfers of money. Let me be more specific. Sympathetic car

dealershipswould certainly allow money to be used to buy big-ticket items.
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Unwitting realtorswould rent to people with no possible means of income huge
estatesfor cash, for instance. One of the businesses that we would never suspect
or certainly not regulate would bereal estate agencies, yet they are absolutely
perfectly equipped to handle the transfer of moneys out of the country without

suspicion.

Q. In many instances, isit fair to say that the goings on in these businesses might
well fall below some cutoff... [ and therefore] although money laundering may be
happening, it may not be of interest [ to federal authorities] ?

A. Eight hundred dollarsfroma street dealer is not going to raise theinterest of the
federal government. It does pique my interest.

Discussing differing state and federal priorities, Ruotolo said:

Union County doesn’t go for the Escobars. We areincapableof it. But similarly,
thefederal authoritiesare not going to comein and go after my drug dealers
controlling Union County.

Commissioner Miller:

In other words, it'snot all million-dollar transactions, it's $5,000 —
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A. Exactly. I’'minterested in a guy buying a $20,000 car at alocal ... dealershipin
cash with no visible means of income.... | believe all law enforcement intheendis
parochial and so aretheinterestsof the public. They want to know that thereare
no drug dealersoperating in their community. They want to know thereareno
drug dealersselling poison to their children. What happensin Colombiaisnot as
important to themin my community aswhat happensin the high school in
Cranford. And consequently, alocal responseisnot only necessary but the public

demandsit, and they have aright to it.

Cameron H. Holmes, Chief of the Financial Remedies Unit inthe Criminal Division of
the Arizona Attorney General’ s Office, testified about his state’ smoney laundering statute, en-

acted in 1985, that wasthefirst of itskind in the nation:

Arizona was confronted with the problemthat we' re all confronted with, and that
isthat wefelt the necessity to take a new |ook at the overall strategieswe were

using, particularly in narcotics, but also in organized crime.

In Arizona, the Attor ney General’s office had been focusing on traditional orga
nized criminal prosecutionsand major frauds. But with the resurgence of impor
tation of cocaine through the southwest bor der, we wer e overwhelmed with large

criminal enterprisesfocusing around drug importation, and it was the recognition
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that we werein need of new tools and a new outlook that brought us to the money
laundering statute.... In 1991, we amended the statute largely asthe result of our
specific studies of money laundering in Arizona, which led usto a belief that we
needed reporting provisions and theregulatory provisions, and also that we
needed to compl ete the circle on the prohibitory provisions by adding a portion of
that statute outlawing the knowing provision of property to another to facilitate
what we call racketeering, what the federal gover nment calls specified unlawful

activity or what you might simply call a seriousfelony offense.

Q. Inyour experience, hasthe Arizona money laundering statute been useful ?

A. Oh, yes. My unit rarely, if ever, brings a casein which we do not allege money
laundering. Wefocusall of our effortson money laundering. We use money
laundering asa primary investigative focus, asa prosecutivefocusand asa

rationalefor our effortsto keep legitimate commerce clear of illegal influence.

Holmessaid that in drafting the statutein 1985,

It was our perception, not that we wer e creating some new crime or that we were

criminalizing conduct that was not touched by statutes then on the books, but that

we wer e focusing by culling out a specific kind of facilitation, a critical kind of

facilitation, and making it more prosecutable....

-36-



Holmes noted that the President’ s Commission on Model State Drug Laws recommended
that the act of making property available to another, knowing that the property isintended to be

used to further specified unlawful activity, be madeacriminal offense.

And that’s, in our view, the complement of other kinds of knowing participationin
the finances of crime by capitalizing crime, providing the necessary asset to the
criminal activity. Andthatis, inour view, money laundering becauseit’sthe

knowing participation that finances crime.

Commissioner Miller:
[ H] ow doesthe money laundering statute inter play with conspiracy statutes? In
other words, you wer e describing a conspiracy therethat would be covered with a
conspiracy to deal with anillegal enterprise, but aside from money laundering, do
they go together, complement each other?

Mr. Holmes:

Absolutely, they complement each other. And money laundering is one aspect

which is something of a substitute for a conspiracy charge.... It'ssimpler and
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more direct for thejury. If you got a conspiracy in Arizona, five or six Mexican
nationals sitting at the defense counsel table, and then you’ ve got [ a] real estate
broker sitting next to him, you know, the question for thejury and the question for
the defense attorney iswhat’'swrong with this picture? You know, who doesn’t
belong at thistable? If your chargeisconspiracy, ...[jJurorswill relateto that as
adefense. My guy isdifferent. My guy isnot likethem. He doesn’'t know them.

Hejust dealt with themin a business context, et cetera.

But if the chargeis money laundering, then when the jury isread the charge and
given theinstructions, they haveto agree that that's exactly what this person did.
They knowingly engaged in these transactions. They knew that it wasdrugre
lated. And they knew that they wer e helping the drug dealers hide their money
whenthey didit. So evenif they're not bosom buddies, even if they’ re not out
drinking with the rest of the conspiratorsor don’t have their hands on the dope,
money launderingisa... viable charge, meaning a chargethat ajury will beable

torelateto.

By Ms. Hoekje:

Q. With all of thefederal jurisdiction over money laundering, does it make sense for

a stateto consider [itsown] statute?
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A Absolutely, and | concur completely with [ Prosecutor] Ruotolo. | think that our

greatest successes have been in tandemwith federal authorities....

Q. What issues should a state statute be careful to address...?

A. | would urge you to work very closely with industry in your formulation, particu
larly of theregulation provisions. | know that that was essential in our success,
not only in passing our law in 1991 regulating money transmittersbut also in the
usefulness of the law that we eventually passed, and the acceptance of that law by
industry. It'salittledifficult sometimesfor law enforcement to step back and see

what they’ re doing against an economic backdrop.

All of our effortsin enforcing thelawsrelating to ongoing profit-motivated crime
are designed to keep legitimate industry free from those negativeinfluences,
whether it'stheviolence, whether it’sfraud, whether it'sthe end product —inthis
[ case], narcotics—but it could be any other end product — prostitution, orga
nized car theft, whatever. The bottomlineiskeeping legitimate industry free of

thoseinfluences.

Colonel Justin J. Dintino, Superintendent of the State Police who had al so been amem-

ber of the President’s Commission on Organized Crime, characterized money laundering as“the

life blood of organized crime.” Hetestified that in addition to LaCosaNostraand the Colombian
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drug cartels, all organized crime groups areinvolved in money laundering of necessity and that
they “cannot operate without [it].” He mentioned Asian gangs, Russian organized crime, the
Sicilian M afia, African-American organized crime groups, Jamai can posses and Nigerian crimina
groups. Heidentified taverns, casinos, race tracks, check cashersand money remittersamong the

many widely available devicesfor laundering cash.

Regarding the sophistication of money laundering Dintino said:
| think the Colombian cartels are the most sophisticated of all .... They have
compl ete structur es dedicated solely to money laundering, and they have the
money to employ the best people, the best attor neys, the best accountants, the best
financial wizards, and they have very complex sophisticated money laundering

systems.

Dintino was asked about Anthony T. Gallagher, an unlicensed Bayonne check casher and a
man he had identified at aCommission hearing in 1988 as*“ asignificant criminal associate” of the
Genovesecrimefamily. “[Gallagher] isinthe check cashing business because the organized crime
group that heworksfor wants him to bein the check cashing business because they can utilize

[his] services... intheir illegal enterprises,” Dintino said.
Harvey Borak, Chief of Criminal Investigation for the New Jersey Division of Taxation,
testified about the practice of some businesses using check cashersto cash checksfrom custom-

ers.
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What we are seeing hereisthe actual disposal of the profitswhich areturned into
currency, whichisvery difficult for usto trace. The money isbypassing the
taxing system and finding its way back into the economy, and actually being used

for legitimate purchases or investments.

[ D] uring the course of ... investigations, we' ve seen evidence of the movement of
lar ge amounts of money by those involved with tax evasion schemesusingwire
transfersto make it more difficult for usto trace the funds and to identify the
receiver s of the funds, while at the same time they’ re moving the proceeds of these
evasion schemes beyond our reach, and the amount of money involved in those

areasisvery very significant.

Regarding hisrecommendationsfor astate money laundering statute, Borak said:

First of all, I think that any entity that isallowed to cash checks should bere
quired to keep detail ed records, which would identify the per son they are conduct
ing thetransaction for, the specifics of the transaction, the who, what, when,
where, to whom, currency amounts, denominations and so forth. They should be
required to keep theregistersand for a set duration of time, even most important,
the information should be available on demand without the necessity for sub

poena, as some other statesalready have.
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There should be a prohibition whereby check casher swould not be allowed to
cash checks payabl e to businesses or corporate entities, and | really can’t think of
a singlereason why a legitimate business would have to use a check casher for a

business or a corporate check.

| think it'salso important that any entity involved in check cashing or providers of
money or der s be subject to any proposed regulations. A bar that doesa lot of
cashing of checks, aliquor store, for example, they may not normally beinthe
business of finance, but they should have the requirement to keep those records

because that’swhat they' re doing, no matter what their primebusinessis.

Also, any accessto currency transaction reporting information, it's essential that
thisinformation be availableto the Division of Taxation if we areto addressthe
significant noncompliance and, moreimportant, to assist the other law enforce

ment agenciesin their investigations....

State Banking Commissioner Jeff Connor told the Commission that money remitters
“often serv[e] immigrant communitieswhere peoplefrom foreign countries are remitting part of
their paychecks back to their countries of origin, which would be alegitimate activity as opposed

tomoney laundering ...” Many money remittersare also unlicensed, he said.
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Connor said the state’ s statutes regul ating non-banking financial institutions are antiquated
and he called for anew statute which would provide both civil and criminal penaltiesand for
violations. The state’smoney remitter law was enacted in 1907, the pawnbroker act in 1931.
There are no referencesto modern money transmission technology or to money laundering. The

lawsreflect acriminal sanction but no civil penalty.

And as you know, the standard [ of proof] for a civil proceeding islower than for
criminal, so you may not [ have proof] beyond a reasonable doubt, but you may be

ableto prove sufficient to collect finesand penalties.

Connor also proposed aFinancial Fraud Prevention Act that would allow the Banking
Department to retain theincome generated from fees charged for conducting bank investigations
in order to hire more bank examinersand investigators. Connor said the surplusfundsgo into the

general treasury.
Our department is self-supporting, and yet we' re subject to budget cuts. Since
I’ ve been Commissioner, we’ ve gone from 156 peopleto 122 people. Webringin
9.3 million[dollars]. We're only allowed to retain 6.7 million, so even when we

generaterevenues, wedon't get to keepitall....

Regarding recent effortsto reform check cashing, Connor said:
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| strongly feel there should be a limit on the size of checks cashed. Thereisa
legitimate purpose in check cashing for people cashing welfare checks, Social
Security checks, perhaps a trucker who isfromout of state and it’s pay day, but
ther e should be some limit, whether it's 2500 [ dollar s], there may be another
number, but theidea that you can cash a check for a hundred thousand dollars, or
in some cases, enter priseswill cash amillion dollarsin oneyear. What isthe

legitimate purpose for that amount of cash?

The corporate check again raises the question why someoneis cashing a corpo
rate check. Why aren’t they depositing it in a bank and [ making] a paper trail of
their corporate activities? We[have] sought to haveit outlawed, the cashing of

corporate checks or checks over $2500.

Q. Now, you endor se a money laundering statute?

A. Yes. Infact, as| understand it, if we areto share CTRswith the U.S. Department
of Treasury, we have to have a state money-laundering statute so that thiswould
fitin with coordinating state criminal enforcement with federal criminal enforce

ment.

Connor also recommended:

— Raising the amount of bonds required of foreign money remittersfrom the current



$20,000 although not as high as the $500,000 amount required in New Y ork.

— Requiring background investigationsto keep obviouslaunderers out of the business,
recognizing that many immigrants|egitimately send money to relativesin their country of origin

onaregular basis.

First Assistant Attorney General M ichael Bozza told the Commission about theincreasing
number of incidents of police confiscation of large amounts of cash from motor vehicleswithout

finding drugs.

| believethat it'safairly clear-cut recognition on the part of the criminal actors
that our ability to go after [a] whole operation, including our ability to go after
the seized money, is seriously impaired when we don't find drugs along with the
money. Now, in alot of these seizures, we' ve managed to invoke forfeiture law
and we end up with money, but we end up with the money because no one comes
toclaimit. If there'sa contest, a challenge, one of the things that we have to
show isthat that money isthe product of illegal activity, and when we' releft with
nothing except money couriersthat have had no contact with the drugsand the

money, that’'sa very hard challenge.

Q. In your opinion, isthere an enforcement gap between what isgoing oninthe

money laundering world and what the federal authoritiesare ableto address?
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A. Yes... because a good deal of money laundering takes place outside the state ...
and [federal officials], with limited resources, do concentratein that area[as]
they should.... Oncethat areaisleft, no oneelseisinvolved in thisgameon a

local level, sothere’'saverylargevoid.

Q. Despitethe state, local and federal effortsto deal with the various criminal
activitiesthat involve money, istherestill in your opinion a serious problemwith

illegitimate funds?

A. ...Harvey Borak talked about lost tax money. Thefact that vast quantities of
money ar e taken out of the legitimate spher e of the economy for any period of
timeisalsoaprice. Butl think that you really can't cal culate the most important
price. Wealth, profit, represent power and influencein every sphere, and when
you put power and influence through wealth into the hands of criminalsand you
put it there so that they own that power and they own that wealth, that’s probably

the heaviest pricethat society hasto pay.

Chairman Zazzali:

You have mentioned how we had the edge, we had the advantage[ in terms of

prosecution of organized crime], and whileit hasn't slipped back, it's become a closer

game, | takeit?
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Mr. Bozza:

Yes, because these organized criminal groups are awar e of the tool s that we now

have, and we have listened to them engaged in thisactivity, and [ they] are con

sciously awar e of trying to hide the true owner ship of theillegal earnings.
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RECOMMENDATIONS

1. New Jer sey should enact a state money laundering statutewith both civil and
criminal penaltiesto provideanew basisto attack financial facilitation of acrime. This

statute should complement feder al statutes.

Witnessesrepeatedly told the Commission how New Jersey, by virtue of itsgeographic
location asacorridor state, itsairports and seaports, its close proximity to New York City and
Philadelphia, its popul ation and its casinos among other factors, isaprimelocation for money
laundering. KarenT. Connelly from U.S. Customsin Newark said, “ New Jersey iswide open

right now.”

Mary Medinaof the Internal Revenue Servicein Newark told the Commission that sub-
stantial New Jersey income isavoiding taxation at both the federal and statelevels. Theimpact
that money laundering hason New Jersey’ seconomy issignificant. AsHarvey Borak of the
Division of Taxation testified, money laundering places an unfair burden on the taxpayerswho
legitimately pay their taxes because “the burden falls upon the honest taxpayer to fill that tax gap,
and sometimesit even requires government to raise the tax rate because the projected revenues

arenot being received.”
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Attacking thefinancial incentivefor crimeisof paramount importance. According to

former State Police Superintendent Justin J. Dintino, arecognized expert in organized crime, “...I

would say that money laundering isthelife blood of organized crime, and it’ saserious problemin
New Jersey....” ThisCommission hasrepeatedly found money laundering in variousformsin
prior investigations. The Commission highlighted itsfindingsrelated to money laundering in the
check cashing industry (1988), in the garment industry (1990), in motor fuel tax evasion (1992),
andinthealcoholic beverageindustry (1992). It also found money laundering used in connection
with fraud committed upon New Jersey Transit by abus company operator (1993) and in the

underworld in general.

Thedollar amountsinvolved in money laundering are staggering. Several witnessestalked
about the estimates of money involved. Onthefederal side estimatesran to $150 billion per year

and, in New Jersey the estimate was $1 to $2 billion annually.

Michael Bozza of the New Jersey Attorney General’ soffice said:
... I'salmost like the criminal actors now have caught up to us. For alittlewhile
we had the edge, because we wer e using racketeering, we wer e using forfeiture,

and they weren’t used to that kind of added penalty, and now they are.

And | don't think that it'stolerable or acceptableto |leave themwith the edge. We
have to be ableto pursue these criminal profitsand we have to be able to take
them back.
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Currently, 22 stateshavelawsimposing criminal penaltiesfor money laundering and seven
states have anti-money laundering statutesthat contain currency reporting requirements. New
Jersey shouldjoin their ranks. The Commission endorsesthe effortsto date on the part of the

Office of the Attorney General and the L egislature to enact such legislation, which is now pend-

ing.

If such legislation is enacted, education programs and training programsfor state and local

law enforcement should be emphasi zed.

2. A uniform statutory schemeto deal with “ shadow banking” businessesor

non-bankingfinancial institutionsaswell asfinancial fraud should be enacted.

Repeatedly, witnesses emphasized to the Commission that non-traditional financial institu-
tions, in particular money transmitters, are amajor money laundering threat. Michael Stenger of
the Secret Service in Washington told the Commission where“ money comesand goes’ iswhere
the money laundering focus should be. Reporting and recordkeeping provisionsneed to be putin
place aimed at surfacing the growing underground economy. The statutory scheme should pro-
videfor meaningful civil and criminal penaltiesin connection with money transmitters, foreign
money remitters, check cashersand check sellers. Currently, the Department of Banking hasno
authority to fineforeign money remittersor check sellers; thereare no civil administrative rem-
edies. Licenseesshould be subject to the Department of Banking on the civil sideand the Divi-

sion of Criminal Justice should handlethe criminal sanctions.
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3. TheCommission reiteratesrecommendationsit hasmade several timessince
1988 that secondary financial institutions, particularly check cashers, should beprohibited
from cashing checksmade payableto other than a natural person, ther eby eliminating any
checkspayableto businessentities, tradenames, logos, etc., and from cashing checksin
excess of a specificdollar amount, with exceptionssuch asgover nment and insurance
checks. Several witnessestestified that any businesscashing a high dollar amount of checks
asasecondary part of itsbusiness should be subject torecor dkeeping provisionswhether
or not afeeischarged. L egislativehearingsshould deter minewhen such provisionswould

beapplicablewith aview toward minimizing the burden placed on legitimate businesses.

Since August 1988, this Commission has been concerned about the misuse of check
cashing entities by organized crime and other unscrupulous elements. Initsreport of that date,
the Commission found that * certain check cashers, licensed and unlicensed, were being utilized
for nefarious purposesincluding the evasion of federal and stateincome taxes, sales and other
taxes, bankrupting of companies, defrauding of corporate stockholders and creditors, and laun-
dering of cash obtained from gambling, narcotics embezzlement, extortion, loansharking and
other illegal activities.” The Commission first called for amoney laundering statutein that report.
Asadirect outgrowth of the check cashing investigation, the Commission conducted investiga-
tions of the garment industry (1990) and motor fuelstax evasion (1991), both of which arose
from evidence of large checks and checks made payableto business entities being cashed at New
Jersey check cashers. In February 1992, the Commission renewed itscall for amoney laundering

statute in its motor fuelstax evasion report.
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In December 1992, the United States Senate Committee on Governmental Affairs, Perma-
nent Subcommittee on Investigations, found that there had been amajor expansion of money
laundering activitiesin recent years through non-bank financial institutions, including check

cashing businesses.

While New Jersey hasbeen in theforefront since 1988 in exposing the nefarious activities
of somewho use check cashers, it hasfailed to enact meaningful reform. It must be recognized
that astraditional financial institutions (banks) continueto comply with federal requirements,
thosewho deal in cash or “under thetable” transactionsturnincreasingly to check cashersand
other secondary financial institutions subject to regulationsthat areless stringent, more difficult to

enforce and someti mes non-existent.

Since 1988, the Commission has assisted the New Jersey Department of Banking
(NJDOB), then-Commissioner of Banking Jeff Connor and his predecessor, Mary Little Parrell,
and the Division of Criminal Justicein the preparation of draft check cashing legislation. Key
portions of the latest check-cashing bill, which the Commission considers absolutely essential to
truereform of the check-cashing industry, were deleted by |egislative committee amendments | ast
year. Throughout thisentire processthe check-cashing industry has|obbied intensely against
thesereforms. At thetime of the money laundering hearing in December 1993, the check-cashing
legislation had passed both houses of the Legislature. It hasnow become law without the key

reform provisions.
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Thehugeincreasein activity at licensed check casherssincethe Commission’ shearingin

1988 speaks volumes about the problem:

1988 1992
Checks Cashed 4.7 Million 6.9 Million
Total amt. of Checks Cashed $1.4Billion $2.7Billion
Amount of In-State Checks $1.0Billion $2.0Billion
Amount of Out-of-State Checks $331 Million $658 Million
Amount of FeesCollected $ 14 Million $38Million

(Based on datafrom the NJDOB)

In connection with the question of money laundering in this state, witness after witness
told the Commission that check cashersaretoday a serious problem along with other non-bank

financial institutions:

— Michael C. Orndorff from FinCEN told the Commission that there are indications that

drug dealers go to non-bank institutions, such as check cashersand money transmitters, to ex-

change street money for largebills.
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— Mary Medinaof the IRStold the Commission about finding businesses such asbars
and grocery stores whose check-cashing activities are more substantial than their principal busi-
nessactivity. Shetold the Commission that these unlicensed check cashersdo not report recelv-
ing any feeson their tax returnsfor cashing checks. Hence, since New Jersey regulates only those
who cash checksfor afee, these check cashersfall completely outside the existing regul atory
system. Sheadded “...bar customers may well be avoiding banks or licensed regulated check
cashersfor the purpose of laundering profitsfrom legal or illegal activitiesand avoiding the
payment of substantial state and federal taxes.” Medinaalso told the Commission about the IRS

experience.

Our check cashersand money remittersarethe fastest growing, most mobileand
most difficult to identify. Our investigative experienceinvolving these entities has
revealed their failureto maintain adequate records documenting currency trans
actions, thereby increasing difficulties our examiner sface when verifying whether

the proper recordswere kept or what the source and individualslinked to it were.

— Former U.S. Attorney Chertoff, in discussing the trend toward use of non-traditional

banking institutions, said, “ particularly asto organized crime, they go to check cashers.”

The Commission continuesto call for prohibitions on the cashing of both large checks and

those made payableto other than natural persons. The check-cashing legislation passed |ast year
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which was begun in response to this Commission’ sprescient call for check-cashing reform legisla-
tion hasmerely become ameansfor New Jersey’ s burgeoning check-cashing industry to collect
higher feesand for money launderers and othersto continue to escape detection. New Jersey’s
weak regulation of itsnon-bank financial institutions, such ascheck cashersand money remitters,
continuesto permit this stateto serve asahaven for such activities. No money laundering statu-

tory schemewill be complete without true reform of the check cashing industry.

4. L egislation should be consider ed which would provide statelaw enfor cement
authoritiesand the Division of Taxation accessto all financial transaction reportinginfor -
mation to enablethem to addressthe significant non-compliance problem and to assist law

enfor cement agenciesin their investigations.

Any financial reporting requirementsto state authorities, including the Division of Taxa-
tion, should mirror current federal requirements, thus placing no greater burden on businesses
than presently exist. Regulatory provisions must address the deliberate manipulation of moniesto

avoid the reporting threshold and must require aggregation where such manipulation is attempted.

Asnoted inthe Model Money L aundering Act released in December 1993 by the
President’s Commission on Model State Drug Laws, the U.S. Senate Permanent Subcommittee

on Investigationsand the General Accounting office, in separateinvestigations, concluded that
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accessto financial datacan assist statesin fighting money laundering. Asalso noted therein, some
states have been operating under aM emorandum of Understanding (M OU) withthe U.S. Depart-

ment of Treasury for state accessto state-related currency filings. These MOUsallow the stateto
obtain computer tapes containing all such filingson aregular basisfrom federal datacenters.

Access by thismethod isboth inexpensive and rapid.

5. New Jer sey hasenjoyed aunique cooper ativer elationship with itsfederal,
stateand local authoritiesworkingtogether over thepast decade. Thisspirit of assistance
and cooper ation could befurthered by acreation of atask forceto focuson money launder -

ing. Any such effort should involverepresentativesof federal, stateand local agencies.

Theinvestigation on which thisreport isbased was conducted by Counsel Carol L.
Hoekje and Charlotte K. Gaal, who were assisted by Special Agent Kurt Schmid. The Commis-
sionisgrateful for the assistance of those many agencies whose representativestestified inthe

public hearing and otherwise assisted in theinvestigation.
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