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CHAPTER 1

BASIC KNOWLEDGE OF MONEY LAUNDERING / TERRORISM FINANCING AND
MENTAL PREPARATION FOR BANK STAFF

This chapter explains the meaning of money laundering and of terrorism financing, the importance
of their prevention, international cooperation, and mental preparation for bank staff in dealing with
the problems of money laundering and the financing of terrorism.

1. What is Money Laundering / Terrorism Financing?

Money Laundering
Money laundering is the concealment of the source of funds obtained through crime (criminal
proceeds) to make it appear as though the funds were obtained through legal transactions. For
example, if money obtained from criminal activity is transferred from account to account and
then applied to the purchase of another financial product, if that financial product is then
converted to cash it will likely become difficult to ascertain that the cash originated from criminal
proceeds.

A specific example would be a drug or arms dealer putting money obtained from drug or arms
sales into an account and then concealing the source of the earnings by moving the money around
among multiple financial institutions, accounts, and financial products. Additionally, when
money laundering is conducted by money being deposited from an overseas account into a
Japanese account via a seemingly ordinary transaction, and some of that money is then
transferred to another account overseas, Japanese banks have been used for money laundering
even though the criminal earnings were not obtained within Japan.

Terrorism Financing
Meanwhile, terrorism financing is the offering to terrorists the funds necessary to carry out
terrorist activities such as bombings and hijackings. Terrorism financing is conducted by making
transactions appear to be normal, using methods such as accounts under fictitious names, so that
it is not known that the collected money has been passed on to terrorists. Furthermore, the source
of the funds can be concealed by transferring money from account to account so that after a
terrorist activity has been carried out, the people who supported it financially cannot be traced.

In this way, the financing of terrorism is similar to money laundering in that both conceal the
flow of money. However, it differs from money laundering, which presumes a serious crime, in
that the source of funds is not limited to crime and the amount of money transferred each time is
small. For example, there have been actual cases in which money is transferred in the name of
contributions from ordinary citizens, many of those are collected and passed through multiple
financial institutions, and the funds were ultimately used for terrorist activities. Cases have also
emerged where funds remitted for school expenses were actually used as preparation funds for
people who committed acts of terrorism. Because of this, there is sufficient possibility that such
things are being carried out in bank transactions in our close proximity.
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2. Importance of Preventing Money Laundering / Terrorism Financing

Whether it is drug-related criminal activity or acts of terrorism, carrying out large-scale crimes in
an organized manner requires large amounts of money. Neglecting money laundering and
terrorism financing will allow criminal organizations to obtain the funds they need to operate,
and crime will become out of control. The result will be a vicious cycle in which criminal
earnings fund and give rise to new criminal acts.

Furthermore, there are also cases in which criminal organizations attempt to invest criminal
earnings into legitimate economic activities. Because it will become impossible to differentiate
between money obtained through illegal acts and legitimate funds if money laundering is ignored,
there is a risk that criminal organizations will expand that power by introducing such funds into
legitimate economic activities and exercising their force.

On the other hand, if money laundering and the financing of terrorism are prevented, the funds
that are the lifelines of criminal organizations will be cut off and, as a result, the repetition of
criminal acts and the expansion of the organizations’ power can be obstructed. In other words, it
can be said that the aim of preventing money laundering and the financing of terrorism is the
eradication of criminal organizations and criminal acts from a financial aspect.

In addition, there have recently been many examples in which accounts under false names or
other people’s names are used as accounts for wire transfer frauds, such as cases where people
pretend to be family members in need of money and or accounts that are used for the repayment
of illegal loans. By taking thorough measures to prevent money laundering and the financing of
terrorism, the abuse of financial services can also be prevented.
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