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INTRODUCTION
Money is primary function is to serve as a medium of exchange, and as such it is 
accepted without question in final discharge of debts or payment of goods or ser-

1vices.  But today it is to be remembered that money is devil's child and is respon-
sible for many mischief and evils. Some people think that wealth can bring hap-

2piness in life but it is not so.  Because money in is other forms such as wealth, 
property or estate always caused family, feuds and even murders .Hence  it can be 
appropriately said that money is  all is fair in love and war. Money has become 
the basic goal of education for majority people, who are crazy for money to 
become rich. As a result of it money is creating many evils in the society like cor-
ruption, black marketing, smuggling, drug trafficking, tax evasion, and the buck 
does not stop here it goes to the extent of sex tourism and human trafficking.

Meaning of Money Laundering
Money laundering is the processing of the proceeds of criminal acts to disguise 
their illegal origin. When a criminal activity generates substantial profits, the indi-
vidual or group involved must find a way to control the funds without attracting 

3attention to the underlying activity or the persons involved.   The United States 
criminal code defines money laundering as “the concealment of the source 
and/or destination of money, which has usually been gained through illegal activ-

4ities.  INTERPOL's definition of money laundering, is: "any act or attempted act 
to conceal or disguise the identity of illegally obtained proceeds so that they 

5  appear to have originated from legitimate sources". The act of money laundering 
is done with the intention to conceal money or other assets from the State so as to 
prevent its loss through taxation, judgment enforcement or blatant confiscation. 
The criminals herein try to disguise the origin of money obtained through illegal 
activities to look like it was obtained from legal sources because otherwise they 
will not be able to use it as it would connect them to the criminal activity and the 

6law enforcement officials would seize it.

Article 1 of EC Directive defines Money Laundering as “The conversion of prop-
erty, knowing that such property is derived from serious crime, for the purpose of 
concealing or disguising the illicit origin of the property or of assisting any per-
son who is involved in committing such an offence(s) to evade the legal conse-
quences of his action, and the concealment or disguise of the true nature, source, 
location, disposition, movement, rights with respect to, or ownership of property, 
knowing that such property is derived from serious crime.”

Therefore, money laundering is the process by which criminals attempt to con-
ceal the true origin and ownership of the proceeds of their criminal activities. If 
undertaken successfully, it also allows them to maintain control over those pro-

7ceeds and to provide a legitimate cover for their source of funds.  The gains of a 
crime are a direct link between the crime and the criminal who committed the 
offence. The gains so made are, therefore, needed to be concealed and converted, 
so as to put them into such use that the same may make legitimate earning for the 
criminal or that the same can be reconverted for facilitating commission of fur-

8ther crimes.

Money laundering poses a serious threat to financial system integrity. It may 
emerge as a parallel economic system, within a nation, controlled by a few. 
Among the negative effects of money laundering on countries are a full range of 

severe macro economic consequences, such as: unpredictable changes in money 
demand, prudential risks to the soundness of the financial institutions and finan-
cial system, contamination effect on legal financial transactions, increased vola-

9tility of international capital flows etc.

Phases of Money Laundering Process
There is no one definite method of money laundering. However few modes are 
commonly found in money laundering process are: smuggling out cash curren-

10cies, hawala transfers , use of shell companies, under invoicing and over-
11invoicing in import-export trade etc.

Money laundering is even a single process it can be explained in three different 
12phases namely, placement stage, layering stage and integration stage.  

1. Placement: In this phase the cash generated by the crime is gradually 
attempted to be inserted into the financial system. This is the riskiest stage of the 
laundering process because large amounts of cash are pretty conspicuous, and 
banks are required to report high-value transactions. To curb the risks, large 
amounts of cash is broken up into less conspicuous smaller sums that are then 
deposited directly into a bank account, or by purchasing a series of monetary 
instruments (cheques, money orders, etc.) that are then collected and deposited 

13into accounts at another location.

2. Layering: in the second phase the funds introduced in the financial system are 
rotated, re-mixed, transferred and re-transferred repeatedly. It is as if multiple lay-
ers are formed, one up the other so as to conceal the origin of the fund into the 
financial system. Layering may consist of several bank-to-bank transfers, wire 
transfers between different accounts in different names in different countries, 
making deposits and withdrawals to continually vary the amount of money in the 
accounts, changing the money's currency, and purchasing high-value items such 
as houses, boats, diamonds and cars to change the form of the money. This is the 
most complex step in any laundering scheme, and it's all about making the origin 
of the money as hard to trace as possible. In some instances, the launderer might 
disguise the transfers as payments for goods or services, thus giving them a legit-

14imate appearance.

3. Integration: final phase money laundering concerns itself with successful 
merging into the legitimate financial system. This is done by use of diverse finan-
cial instruments like bonds, securities, letters of credit, bills of lading etc. At this 
stage, the launderer might choose to invest the funds into real estate, luxury 
assets, or business ventures. At this point, the launderer can use the money with-
out getting caught. It's very difficult to catch a launderer during the integration 

15stage if there is no documentation during the previous stages.

16Reasons for State helplessness to control Money Laundering
Few important reasons for uncontrollable increase in Money Laundering and 
also titled them as are 'Features of an Ideal Financial Haven':

a. No deals for sharing tax information with other countries; 

b. Availability of instant corporations;
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c. Corporate Secrecy Laws – as the corporate law of certain countries enables 

launderers to hide behind shell companies;

d. Excellent Electronic Communication;

e. Tight Bank Secrecy Laws;

f. A Government that is Relatively Invulnerable to Outside Pressures

g. A high degree of Economic Dependence on the Financial Services Sector;

h. A Geographical Location that Facilitates Business Travel to and from rich 
neighbors.

LEGAL PROVISIONS TO CONTROL MONEY LAUNDERING IN 
INDIA
With its growing financial strength, India is vulnerable to money laundering 
activities even though the country's strict foreign exchange laws make it difficult 

17for criminals to launder money . International Narcotics Control Strategy 
18Report by Bureau for International Narcotics and Law Enforcement Affairs  

emphasizes India's Vulnerability to money-laundering activities in following 
words:

“India's emerging status as a regional financial center, its large system of 
informal cross-border money flows, and its widely perceived tax avoidance 
problems all contribute to the country's vulnerability to money laundering 
activities. Some common sources of illegal proceeds in India are narcotics traf-
ficking, illegal trade in endangered wildlife, trade in illegal gems (particularly 
diamonds), smuggling, trafficking in persons, corruption, and income tax eva-
sion. Historically, because of its location between the heroin-producing coun-
tries of the Golden Triangle and Golden Crescent, India continues to be a 
drug-transit country.”

PREVENTION OF MONEY LAUNDERING ACT, 2002
stThis Act came into force on 1  July 2005with view to preventing money launder-

ing. The Act is being a comprehensive in nature and it has been amended in 2005, 
192009 and recently in 2011.

The Act (PMLA) was amended in the year 2011 to bring it at par with that of the 
20FATF  provisions. The Prevention of Money Laundering (Amendment) Act, 

2011 suitably widened the definition of money laundering to include cheating, 
concealment, acquisition, possession and use of proceeds of crime.

Significant features of the Act 
Money Laundering offence and punishment
According to Section2(u) of the Act: any property derived or obtained, directly or 
indirectly, by any person as a result of criminal activity relating to a scheduled 
offence or the value of any such property or where such property is taken or held 
outside the country, then the property equivalent in value held within the coun-

21try.   The prescribed punishment is 3-7 years rigorous imprisonment for an 
offence of money laundering with fine. In case of an offence mentioned under 
Part A, imprisonment would extend up to 10 years.

Attachment, Adjudication and Confiscation
An official not below the rank of Deputy Director can order attachment of pro-
ceeds of crime for a period of 180 days, after informing the Magistrate. Thereaf-
ter he will send a report containing material information relating to such attach-

22ment to the Adjudicating Authority.  Section 8 details the procedure of adjudica-
tion. After the official forwards the report to the Adjudication Authority, this 
Authority should send a show cause notice to concerned person(s) within 30 
days. After considering the response and all related information, the Authority 
can give finality to the order of attachment and make a confiscation order, which 
will thereafter be confirmed or rejected by the Special Court.

23Banking Companies, Financial Institutions and Intermediaries
The reporting entity is required to keep a record of all material information relat-
ing to money laundering and forward the same to the Director. Such information 
should be preserved for 5 Years. The functioning of the reporting entity will be 
supervised by the Director who can impose any monetary penalty or issue warn-
ing or order audit of accounts, if the entity violates its obligations. The Central 
Government, after consulting the Reserve Bank of India is authorised to specify 
rules relating to managing information by the reporting entity.

24Enforcement Paraphernalia
Central Government has to constitute an Adjudicating Authority having a Chair-
man and 2 members and define their scope of functioning and other terms of ser-
vice. The Adjudicating Authority will operate through a Single or Division 
bench. The Authority has been given autonomous powers to regulate its adjudi-
cating procedure.

Ÿ The property laundered will be taken care of i.e. managed after confiscation 
by an Administrator who will act in accordance with the instructions of the 
Central Government.

Ÿ All appeals from an order made by the Adjudicating Authority will lie to an 
Appellate Tribunal constituted by the Central Government. It will consist of 
2 members headed by a Chairman. An official can resign by sending his res-
ignation to the Central Government thereby giving a 3 months' notice. He 
can also be removed by an order made by the Central Government on the 
grounds of misbehavior or incapacity.

Ÿ Central Government, after consulting the High Court has power to designate 
Court of Sessions as Special Courts. The Special courts can try all scheduled 
offences and that under section 4 and also offence under section 3, but after 
the authority requests in this behalf.

25Summons Searches and Seizures etc.
The Authority may ask any of its officials to carry on the search, collect all rele-
vant information, place identification marks and thereafter send a report to it. The 
search of a person to be conducted is allowed if it is ordered by the Central Gov-
ernment. The authority authorized in this behalf cannot detain a person beyond 
24 hours, must ensure the presence of 2 witnesses, prepare a list of things seized 
signed by the witnesses and forward the same to the Adjudicating Authority. A 
property confiscated or frozen under this Act can be retained for 180 days. This 
period can be extended by the Adjudicating Authority after being satisfied of the 
merits of the case. The Court or the Adjudicating Authority can subsequently also 
order the release of such property. There shall be a presumption of the ownership 
of property and records recovered from a person's possession. The burden of 
proof will be on the accused to prove that he is not guilty of an offence under this 
Act. The offences under the Act are to be cognizable and non-bailable.

RBI STANDARDS 
RBI has issued a series of master circulars to the bank such as Know Your Cus-

26tomer (KYC)  norms/ Anti-Money Laundering (AML) standards/ Combating of 
Financing of Terrorism (CFT)/ Obligation. It is about the precautions to be exer-
cised in handling their customers' transactions. The identity, background and 
standing of the customer should be verified not only at the time of commence-
ment of relationship, but also be updated from time to time, to reflect the changes 

27in circumstances and the nature of operations of the account.  Further banks 
were advised to follow certain customer identification procedure for opening of 
accounts and monitoring transactions of a suspicious nature for the purpose of 
reporting it to appropriate authority. 

THE FINANCIAL INTELLIGENCE UNIT - INDIA (FIU-IND)
The Financial Intelligence Unit - India (FIUIND) is the nodal agency in India to 
manage the AML ecosystem. Further   it helps in coordinating and strengthening 
efforts of national and international intelligence, investigation and enforcement 
agencies in pursuing the global efforts against money laundering and related 
crimes. These are specialized government agencies created to act as an interface 
between financial sector and law enforcement agencies for collecting, analyzing 
and disseminating information, particularly about suspicious financial transac-

28tions.

Before  the Prevention of Money Laundering Act, 2002 (PMLA), Few statutes 
incorporated measures to address  money laundering :the Income Tax Act, 
1961;the Conservation of Foreign Exchange and Prevention of Smuggling 
Activities In India Act, 1974 (COFEPOSA); the Smugglers and Foreign 
Exchange Manipulators Act, 1976 (SAFEMA); The Narcotic Drugs and 
Psychotropic Substances Act, 1985 (NDPSA); The Benami Transactions (Prohi-
bition) Act, 1988; The Prevention of Illicit Traffic in Narcotic Drugs and 
Psychotropic Substances Act, 1988;the Foreign Exchange Management Act, 
2000. 

Conclusions
Ÿ The most common criminals who involve in money laundering are drug traf-

fickers, embezzlers, corrupt politicians and public officials, mobsters, ter-
rorists and con artists. Criminal activities such as terrorism, illegal arms 
sales, financial crimes, smuggling, or illicit drug trafficking generate huge 
sums of money and criminal organizations need to find a way to use these 

29funds without awakening suspicions about their illicit origin.

Ÿ It is a very serious offence and not just like any other local crime. But as 
money laundering is a borderless world the law enforcing agencies are still 
stuck with the laws and procedures of the states.

Ÿ Though in India various Anti-Money Laundering measures are there  to curb 
money laundering they are not free from some loopholes or lacunas or prob-
lems: growth of technology- enforcement agencies are not able to match up 
with the speed of growing technologies; unawareness among the common 
public is an impediment for implementation of proper anti-money launder-
ing measures; non-fulfilment of the purpose of KYC norms-as competition 
in banking market forcing them to lower their guards;the widespread of 
smuggling-black market in India– even it reduced some extent after  liberal-
ization still poses a threat to a nation's economy; lack of comprehensive 
enforcement agencies-as in India, there are separate law enforcement 
agenciesdealing with money laundering, cybercrimes, terrorist crimes, eco-
nomic offences etc. Further such agencies lack convergence among them-
selves.
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SUGGESTIONS
1. As money laundering is international in nature effort should be at interna-

tional level and execution should be at local level by all the nations of the 
world.

2. New dimensions or meaning should be given to the provision of financial 
confidentiality by states.

3. Awareness among the people is very much required to realize the harm and 
to implement the law effectively.

4. Coordination regarding the matter between Centre-State is sought for more 
appropriate method of enforcement.

5. Need to sensitize private sector about the seriousness of the issue.

6. Continuous up-gradation and dissemination of information and conver-
gence of different enforcement agencies are required.

REFERENCES:
1. Moss vs. Hancock [1899] 2 QB 111 at 116 per Darling J., quoted in Halsbury Laws of 

England.

2. Frank Desantis, ‘Love of Money is Root Cause of Evils’, available at 
http://ezinearticles.com/?Love-of-Money-is-Root-Cause-of-Evils&id=664612, 14th 
June 2016.

3. http://www.fatf-gafi.org/pages/faq/moneylaundering last visited 22nd June 2016.

4. 18 USC $1956

5. Interpol General Secretariat Assembly in 1995 http://www.interpol.int/Crime-
areas/Financial-crime/Moneylaundering

6. David A. Chaikin (1992) “Investigating Criminal & Corporate Money Trails”. in The 
Money Laundering and Cash Transaction Reporting edited by Brent Fisse, David Fra-
ser and Graeme Coss. North Ryde, NSW: Law Book Co.Pp 257-293. 

7. Supra note 4, p.113

8. Tushar V. Shah, (2002) Commentary on The Prevention of Money Laundering Act, Cur-
rent Publications, Mumbai,  p. 112

9. http://www.fatf-gafi.org/pages/faq/moneylaundering/ last visited 20th June 2016.

10. Hawala –A typical hawala transaction would be like a resident in USA of Indian origin 
doing some business wants to send some money to his relatives in India. The person has 
option either to send the money through formal channel of banking system or through 
the hawala system. The commission in hawala is less than the bank charges and is with-
out any complications for opening account or visit the bank, etc. The money reaches in 
to the doorstep of the person’s relative and the process is speedier and cheaper. see 
http://www.interpol.int/Public/FinancialCrime/MoneyLaundering/Hawala/default.as
p last visited 28th May 2016

11. Supra note 9,pp. 117-118

12. Syed Azhar Hussain Shah, Syed Akhter Hussain Shah and Sajawal Khan “Governance 
of Money Laundering: An Application of the Principal-agent Model” The Pakistan 
Development Review, Vol. 45, No. 4, Papers and Proceedings PARTS I and II Twenty-
second Annual General Meeting and Conference of the Pakistan Society of Develop-
ment Economists Lahore, December 19-22, 2006 (Winter 2006), pp. 1117-1133 avail-
able at http://www.jstor.org/stable/41260672 last visited 29th May 2016.

13. http://money.howstuffworks.com/moneylaundering3.htm last visited 2nd June 2016.

14. http://www.fatf-gafi.org/pages/faq/moneylaundering/ last visited 22nd June 2016.

15. Supra note13

16. money-laundering, T V Parasuram in Washington, March 02, 2004 12:30 IST, available 
at <http://imdownloads.rediff.com/money/index.html last visited 2nd June 2016.

17. International Narcotics Control Strategy Report dated February 29, 2008, available at 
<http://www.state.gov/documents/organization/102588.pdf>  last visited 22nd June 
2016.

18. The amendments were being proposed after FATF found several shortcomings in it. 
The provision for fines, of which a maximum of five lakh could be imposed, was also 
done away with since it was considered to be disproportionately low given the gravity 
of the offence of money laundering.

19. The Financial Action Task Force (FATF) is an inter-governmental body founded by G7 
Countries (Canada, France, Germany, Italy, Japan, United Kingdom), created in 
1989The Forty Recommendations and Nine Special Recommendations of FATF pro-
vide a complete set of counter-measures against money laundering covering the crimi-
nal justice system and law enforcement, the financial system and its regulation, and 
international co-operation. see http://www.fatf-gafi.orga and also see FATF, 
http://fiuindia.gov.in/international-fatf.htm, International Best Practices. Financial 
Action Task Force on Money Laundering, 20 June 2003, <http://www.fatf-
gafi.org/media/fatf/documents/recommendations/10%20FATF%20SRIX%20BPP%2
0SRVI%20June%202003%202012%20cover.pdf> last visited 23rd June 2016.

20.  crime referred above include the normal crimes and the scheduled crimes. The crimes 
which are mentioned in the Part A and Part B and now Part C.

21. Section 5 of the PMLA

22. Sections 12, 13 15 of PMLA.

23. Sections 6, 10, 25, 27, 32, 43 , 44 , 48 of PMLA. There shall be these classes of authori-
ties for the purposes of this    Act, namely: Director or Additional Director or Joint 
Director; Deputy Director; Assistant Director, and  such other class of officers as may 
be appointed for the purposes of this Act. 

24. Sections 16, 18, 20, 22, 24, 45 of PMLA.

25. KYC Policy- Banks should frame their KYC policies are incorporated four key ele-
ments:  Customer Acceptance Policy; Customer Identification Procedures; Monitoring 
of Transactions; and Risk Management.

26. DBOD.AML.BC.18/14.01.001/2002-03, dated August 16, 2002.

27. In terms of the PMLA Rules, banks are required to report information relating to cash 
and suspicious transactions and all transactions involving receipts by non-profit orga-
nizations of value more than rupees ten lakh or its equivalent in foreign currency to the 
Director, FIUIND in respect of transactions. It receives prescribed information from 
various entities in financial sector under the Prevention of Money Laundering Act 2002 
(PMLA) and in appropriate cases disseminates information to relevant intelligence/ 
law enforcement agencies which include Central Board of Direct Taxes, Central Board 
of Excise & Customs Enforcement Directorate, Narcotics Control Bureau, Central 
Bureau of Investigation, Intelligence agencies and regulators of financial sector. FIU-
IND does not investigate cases. see The Prevention of Money Laundering (Amend-
ment) Bill, 2011, Standing Committee On Finance (2011-2012) (56th Report) Ministry 
of Finance (Department of Revenue) pg. 18.  

28.  FATF-GAFI, Financial Action Task Force on Money Laundering. “Basic Facts about 
Money Laundering”, see <www.oecd.org/fatf> last visited 25th June 2016.

119International Education & Research Journal [IERJ]

Research Paper E-ISSN No : 2454-9916 | Volume : 2 | Issue : 6 | June 2016


	Page 1
	Page 2
	Page 3

