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Life must have been a lot easier for
a financial advisor in the 1940s.
If Sydney Greenstreet or Peter
Lorre walked in your door as cli-
ents, you probably knew there was
something ﬁshy about their trans-
actions. But in today’s world of
white collar crime and suburban
grow-ops, money launderers have
become a lot tougher to spot.

If crime compromises Canada’s
financial system, everyone loses,
according to Jodi Angevine, re-
gional officer, Central Region, Fi-
nancial Transactions and Reports
Analysis Centre of Canada. And
FINTRAC can only succeed if it

receives the needed reports from
the industry.

The best line of defense is the
compliance officer of the manag-
ing general agency.

“If you or your business has a
licence to sell insurance, you are
considered a reporting entity un-
der the act, and have certain ob-
Iigations," Angevine said at the
fourth annual Advisor MGA Sy-
posium.

“For the securities industry,
compliance functions are gener-
ally centralized at the dealership
level — they are responsible for

ensuring that their operations,

Don’t deal with
terrorists. It’s not

worth the paperwork.

including distribution, are com-
pliant with the act and the regu-
lation.”

broker and the
MGA are the first two lines of de-

fence, it is incumbent upon them

Because the

to establish policies and proce-
dures to spot suspicious transac-
tions.

Those policies and procedures
need to spell out what identifica-
tion information needs to be taken
by the broker.

When the client is a business,
the advisor and MGA also need
to know the identity of the ben-
eficial owner, defined as any in-
dividual with an ownership stake
above 25%.

Laundering the proceeds of
crime takes several steps. The first

step 1s placement of the cash into
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the financial system, the most dif-
ficult part for the launderer. Odds
are a client seeking to launder
money will not be so brazen as
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with a sack of cash to invest.

But if the criminal manages to
place the cash into their account
without attracting the advisor’s

suspicions, the next step 1s referred
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to as “layering” by investigators,
the investing and reinvesting of
dirty money to make it appear le-
gitimate.

“Criminals execute a series of
financial transactions to create
as many layers of transactions as
possible, to try and make it dif-

ficult for police to connect the

assets to their criminal origins,"
Angevine says.

“If a criminal gets dirty money
into the system, that doesn't make
it clean. Any product that is can-
cellable or redeemable, that pro-
vides for a cash savings Compo-
nent can be, and has been, used by
a criminal to launder funds.”

Because insurance is less dosely
scrutinized than the investment

side of an advisor’s business, it
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presents the best opportunities
for the criminal to layer their pro-
ceeds.

“Getting the cheque from the
insurer is generally the goal,” she
said. “It adds to the appearance of
legitimacy; it will not Iikely raise
suspicion when it is deposited
into a bank account.”

Angevine says one common
method for placing the cash into
the system, is to deposit it into
a numbered company account.
They can then use the money
from that account to buy a univer-
sal life policy, and hold it for only
a few months before canceling the
policy.

This is possibly the easiest way
to spot criminal activity.

“Criminals have exploited the
IO—day free-look period and we've
also seen them purposely overpay
their premiums and then request a
cheque back from the insurer for
the overpayment,” she said.

“Criminals are prepared to pay
cancellation fees and early re-
demption penalties. These don't
deter them, they just consider it a

cost of doing business.”

FINTRAC  has

a new category of client to be

watched for, the Politically Ex-

introduced

posed Foreign Person. This cat-
egory includes any client who for-
merly held office — civil or military
—ina foreign country who makes
a deposit of $100,000 or more
into an insurance policy.

There is no such minimum
value attached to suspicious trans-
actions, as terror financing usually
involves the much smaller sums,
which are used to fund the every-

day living expenses of terrorists.

Advisors and MGAs alike must

keep an eye out for any transac-
tion that doesn't seem “normal.”

“Don't deal with terrorists; it’s
not worth the paperwork,” she
suggested.

As of June 23, 2008, all par-
ticipants in the financial services
sector are required to report even
attempted transactions.

Rather than simply turning a
suspicious client away, advisors
would be better served to execute
the transaction, then report it to
FINTRAC. If the client is on the
up-and-up, there will be no loss

AER

of business.



