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INTRODUCTION

The financial year 2003-04 was the second in the brief but interesting history of the
Financial Intelligence Centre.  The implementation of the Financial Intelligence Centre
Act and establishment of the Centre is being done with the strong support of National
Treasury and the close cooperation of the various law enforcement authorities, the South
African Revenue Service and supervisory bodies.  The process has been rapid and
exciting – establishing business and workflow processes, introducing systems,
identifying staff, providing training opportunities and engaging with the full range of
different and varied stakeholders.  The small but growing staff complement has also been
able to learn from the experiences of financial intelligence units in other countries.  

The Financial Intelligence Centre is being built as the South African financial intelligence
unit in terms of the internationally accepted definition1.  The Centre nevertheless remains
in the first phase of development as it starts to collect, analyse and then refer financial
information on suspected money laundering activities to the relevant investigative
authorities.  It is situated at the centre of South Africa's efforts in the global fight against
money laundering.  

The Centre is a practical demonstration of Government's commitment to ensuring a sound
and stable financial sector.  It also reveals Government's commitment to implementing a
comprehensive anti-money laundering environment in South Africa designed to combat
and reduce all criminal activities.  

During the year of 2003-04 the Financial Intelligence Centre made good progress in
moving towards its objectives.  For example, it has: 

◆ Received a total of 7, 480 reports from accountable institutions, which have been
analysed and many have been referred to the investigating authorities for further
consideration;  

◆ Implemented measures enabling it to operate as an independent state agency by
developing a framework and policies based on best practice in financial intelligence
units;    

◆ Implemented Regulations to the Act from 30 June 2003 dealing with the obligations
on accountable institutions for implementing customer due diligence measures,
keeping records and appointing and training staff; 

◆ Continued to develop strong links with the various accountable institutions, the
supervisory bodies and the investigating authorities;

◆ Enhanced the Information Technology System to enable it to receive reports
electronically from accountable and other institutions;

◆ Became a member of the Financial Action Task Force (FATF) after a successful first
Mutual Evaluation process in April 2003;

1The Egmont Group defines a financial intelligence unit as "…a central, national agency responsible for receiving (and, as
permitted, requesting), analysing and disseminating to the competent authorities, disclosures of financial information: i)
concerning suspected proceeds of crime, or ii) required by national legislation or regulation, in order to counter money
laundering".
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◆ Participated in the Mutual Evaluations of New Zealand (FATF) and Mozambique
(IMF) and training to enable evaluations of countries;

◆ Participated in and has attended all of the FATF Plenary and Working Group
meetings on the revision of the 40 Recommendations to combat money laundering;
the Working Group on Terrorist Financing meetings; the Typologies processes; and
the Ad Hoc Review Committee on Non-Cooperating Countries and Territories;

◆ Participated as a member of the Eastern and Southern Africa Anti-Money
Laundering Group (Esaamlg), which is the FATF-style Regional body;   

◆ Became a member of the Egmont Group of financial intelligence units at its annual
meeting in Sydney, Australia in June 2003;

◆ Signed Memoranda of Understanding with the financial intelligence units of
Australia, Belgium and Mauritius;

◆ Continues with a multi-disciplinary training programme for financial investigators
with the support of the British High Commission.

The Financial Intelligence Centre is rapidly being built and as this happens, it gives form
to Parliament's original vision of an anti-money laundering environment.  

A materiality framework has been developed and approved for its Centre.  This was
applied to the financial review and no occurrences requiring action were identified.

Finally, I wish to thank warmly all FIC staff for their efforts and selfless dedication over
the past year.  Their ongoing support has been a critical factor in enabling the Centre to
make the progress that it has.        

Murray Michell
Acting Director: Financial Intelligence Centre
August 2004
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BACKGROUND TO THE FINANCIAL
INTELLIGENCE CENTRE 

This is the second annual report issued by the Financial Intelligence Centre (the "FIC" or
the "Centre").  Although the FIC remains in the early stages of institutional building, it
has made significant progress.  

The Financial Intelligence Centre was established as South Africa's financial intelligence
unit in February 2002, when the Financial Intelligence Centre Act, Act 38 of 2001 ("the
Act") was promulgated.  The Centre started to receive the first suspicious transaction
reports (STRs) in February 2003.  During the current financial year, it has received 7,480
reports from a wide range of accountable institutions.  

The objectives for the Centre are in keeping with the standard set by the Financial Action
Task Force (FATF) which recognises the importance and centrality of financial
intelligence units when, in its revised 40 Recommendations, it states that "…Countries
should establish a FIU that serves as a national centre for receiving and, as permitted,
requesting, analysing and disseminating of STRs and other information regarding
potential money laundering or terrorist financing.  The FIU should have access, directly
or indirectly, on a timely basis to the financial, administrative and law enforcement
information that it requires to properly undertake its functions, including the analysis of
STRs" (Recommendation 26).

The Act provides for the FIC to become a specialised agency to collect, analyse and then
refer financial information on suspected money laundering activities to the appropriate
investigative authorities.  The Act furthermore envisages the FIC becoming an integral
part of South Africa's engagement in the global fight against money laundering.  It
enables the FIC to work closely with the range of different stakeholders in the private
sector, with the relevant government departments and with the various international
stakeholders.  

THE FIC MANDATE

The Financial Intelligence Centre was created to assist in protecting the integrity of the
South African financial system by enabling it to receive and analyse data and information
that might indicate underlying criminal activities.  In doing so it sets up an anti-money
laundering regulatory regime, which encourages voluntary compliance and self-
regulation by institutions which may be exploited for money laundering purposes.  

The mandate of the FIC requires it to become an institution situated in a space between
the private and public sectors and mediating a special type of relationship between these.
In carrying out this mandate, the FIC sets out to: 

◆ Receive and collect reports on suspicious and prescribed financial transactions and
other information relevant to money laundering and terrorist financing activities; 

◆ Receive reports on the cross-border movement of large amounts of currency or
monetary instruments; 
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◆ Analyse and assess the information it receives; 
◆ Refer reports of financial intelligence that would be relevant to the investigation

and prosecution of money laundering offences to law enforcement; 
◆ Co-ordinate policy and efforts to counter money-laundering activities in South

Africa 

The Act makes provision for the Centre to implement its responsibilities by: 

◆ Ensuring that personal information under its control is protected from unauthorised
disclosure; 

◆ Monitoring compliance by accountable institutions and other reporting entities with
their obligations under the Act and regulations; and 

◆ Enhancing public awareness and understanding of matters related to money
laundering.  

The FIC is not itself an investigative body.  It collects and processes information which
it may make available to investigative authorities in order that they may carry out
investigations.  As the Centre becomes established its database will develop and become
a repository of information on financial transactions.  It will also develop its role as a co-
ordination centre for an integrated anti-money laundering regime in the country.  

ACHIEVEMENTS 2003-04

During 2003-04 the Centre was involved in many different activities which have all
contributed to building it.  These activities include having: 

◆ Proceeded to develop and explain the conceptual framework for the establishment
of the FIC and interacted with all stakeholders to enable this;

◆ Continued to develop close working relationships with the various law enforcement
authorities, the supervisory bodies and the accountable institutions to assist them
meet their obligations under the Act;

◆ Developed internal policy frameworks, especially those relating to financial
management framework and human resources as required by the legislation;  

◆ Promulgated regulations to the Act, specifically those requiring accountable
institutions to implement administrative procedures such as "know your client",
administer records, appoint and train staff for this responsibility;

◆ Received 7, 480 suspicious transaction reports (STRs) from a wide range of
accountable institutions;

◆ Enhanced the prototype ICT solution to enable the receipt and processing of
reports, including batch reporting; 

◆ Underwent a successful first mutual evaluation of the FIC and South Africa's whole
anti-money laundering environment;

◆ Became a member of the Financial Action Task Force (FATF), the international
standard-setting body; 

◆ Participated in the Mutual Evaluations of New Zealand (FATF) and Mozambique
(IMF), and training to enable the assessment of other countries;

◆ Became a member of the Egmont Group of financial intelligence units;
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◆ Participated as a member of the Eastern and Southern Africa Anti-money
Laundering Group; 

◆ Conducted awareness and training, specifically of financial investigators, to
develop understanding of money laundering and create capacity within institutions.

In this, the second year of its existence, the main responsibility and task for the Financial
Intelligence Centre has been to translate the vision of the Act into practice.  The FIC has
been supported in this by the involvement of a wide range of stakeholders from the public
and private sectors – including government departments, supervisory bodies and the
accountable institutions.  It has also been able to benefit from the continued advice and
experience of financial intelligence units from other countries.  For example, the
Financial Crimes Enforcement Network (FinCen), the financial intelligence unit in the
United States of America, provided important analysis training for FIC staff.  The British
High Commission has provided unqualified support for a multi-disciplinary training
programme on financial investigation for the law enforcement community in South
Africa run from the FIC.  The Centre has also continued to benefit from the input and
guidance from several academics and individuals.  This broad range of support and expert
advice has been of enormous importance to the FIC in enabling it to make the good
progress that it has over the year.

BACKGROUND TO MONEY LAUNDERING CONTROL MEASURES IN
SOUTH AFRICA

The Financial Intelligence Centre Act and the establishment of the Centre are based on
Government's understanding of the longstanding, global effort to combat organised crime
and money laundering.  In doing so, Government's priority has been to ensure the sound
health of the country's financial system by preventing it from being contaminated and
undermined by funds and hot money flowing as proceeds from crime.  It has
simultaneously created a tool for law enforcement to minimise money laundering and
reduce organised criminal activities.  Money laundering is a problem for which the
solution is to ensure not only national action, but also international co-operation.  During
the 1980s many countries recognised that the solution to the money laundering problem
would not be found by individual countries working in isolation.  Instead, international
cooperation was a prerequisite for success.

The Financial Action Task Force (FATF) on Money Laundering was formed by the
members of the G7 leaders at their Economic Summit in 1989 to spearhead the
coordination of international efforts to fight money laundering.  The FATF soon thereafter
issued the 40 Recommendations on anti money laundering (AML) measures to be
implemented by member countries.  This has subsequently become the international
standard by which the anti-money laundering control measures and environments
introduced by governments across the world are assessed.  South Africa enacted the
Drugs and Drug Trafficking Act in 1992, which first introduced a money laundering
offence on the statute book and which was followed by the Proceeds of Crime Act (PCA)
of 1996.  The PCA introduced a range of offences and criminalised money laundering for
the first time.   
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THE POLICY ENVIRONMENT FOR SOUTH AFRICA’S AML/CFT

In the late 1980s and early 1990s, certain FATF members created specialised agencies,
known as financial intelligence units (FIUs), to process and analyse information obtained
from the private sector, such as banks and the insurance companies, on suspected
proceeds of crime and money laundering activities.  A number of these FIUs formed the
Egmont Group in 1995.  The purpose of the Egmont Group was to provide an
international forum for cooperation and information exchange to support member
countries' anti-money laundering regimes.  The Egmont Group's goals were recently
expanded to include the combating of terrorist financing activity.  

In 1996, the FATF called on all member countries to require financial intermediaries to
report suspicious transactions to a central financial intelligence unit and wrote this
requirement into the international standard.  The South African Law Commission
reported in that year on proposed legislative controls in keeping with the FATF's 40
Recommendations and since then South Africa has developed a comprehensive legal
structure to combat money laundering.  The main statutes are the Prevention of Organised
Crime Act, No. 121 of 1998 (the "POCA"), which establishes a range of money
laundering offences and the Financial Intelligence Centre Act, No. 38 of 2001 (the
"FICA" or "Act").  

The Act was passed in November 2001 after lengthy research and investigation of
international standards and country best practice, including a comparison of legislation
and the functioning of the various financial intelligence units.  At the time the Act was
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already recognised worldwide as being far-sighted and containing several provisions
which were subsequently adopted as part of the international anti-money laundering
standard in 2003.    

In the aftermath of the September 11, 2001 attacks in the United States of America, the
FATF developed an additional set of 8 Special Recommendations on Terrorist Financing.
These require all countries to criminalise and take measures to combat the financing of
terrorism (CFT) as reflected in the United Nations Convention for the Suppression of the
Financing of Terrorism of 1999.  

The FATF revised its 40 Recommendations, as well as the Special Terror Financing
recommendations, in June 2003.  The revised standard has resulted in a single
international standard incorporating both money laundering and terrorist financing
recommendations (popularly designated as AML/ CFT, or anti-money laundering and
combating of the financing of terrorism, measures).  In South Africa, the provisions to
combat the financing of terror are incorporated into the draft Protection of the
Constitution and Democracy and Terrorism and Related Acts (POCDATARA) Bill that is
presently being debated in Parliament.  

The Financial Intelligence Centre Act incorporates the five essential elements necessary
for a successful anti-money laundering environment.  The Act - 

◆ criminalises money laundering;
◆ requires financial institutions to implement "know your customer" and other

administrative measures;
◆ establishes a financial intelligence unit;
◆ enables the financial intelligence unit to share information and assist in

international cooperation.

The POCDATARA meanwhile provides for the ability to detect and suppress the
financing of terrorism in keeping with the international standard and measures for this,
and thus developing further an integrated and holistic AML/ CFT solution.

The extent to which money laundering poses a threat to the integrity of the country's
financial system is also recognised in the Act.  It therefore makes the Minister of Finance
responsible for money laundering policy measures.  Moreover, the international standard
to combat money laundering is integrated into the standards set for other parts of the
financial system, such as those for the banking and insurance sectors and for the
integrated assessment of these.  The Act thus also provides for a regulatory framework
that applies to intermediaries to the financial system.  

The Financial Intelligence Centre was formally established in February 2002 and became
operational on 3rd February 2003 when it started to receive Suspicious Transaction
Reports (STRs).  Although the FIC has received 7, 480 STRs during the current financial
year, the focus of the Centre's activities has remained on creating a solid basis for its
future development.  It has sought to gradually take on the responsibilities which had
originally been those of National Treasury, such as financial and human resource
management.  It has sought to carefully build its staff complement, understanding that
many of the skills required for this work are not readily available and will need to be
further developed.  It has clarified the business and workflow processes which will
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underpin the future IT solution that the Centre develops and which will need to serve it
for a good many years hence.  Finally, the Centre has continued trying to actively involve
the broadest cross-section of stakeholders in both the private and public sectors to assist
it in creating an anti-money laundering and combating of financing of terrorism
environment in South Africa.

BOX:  EXPLAINING MONEY LAUNDERING AND TERRORIST
FINANCING

Money laundering is the process used to disguise the source of money or assets derived
from criminal activity. Profit-motivated crimes span a variety of illegal activities from
drug trafficking and smuggling to fraud, extortion and corruption. The illicit profit and
proceeds from these crimes must be laundered and cleaned so that they may be enjoyed.
The scope of criminal proceeds is significant - in 1996 the International Monetary Fund
(IMF) estimated that some $500 billion (U.S.) is laundered worldwide each year.

Money laundering is a global phenomenon, and the techniques used are numerous and
can be very sophisticated. Technological advances in e-commerce, the global
diversification of financial markets and new financial product developments provide
further opportunities to launder illegal profits and obscure the money trail leading back to
the underlying crime.

While the techniques for laundering funds vary considerably and are often highly
intricate, there are generally three stages in the process: placement, which involves
placing the proceeds of crime in the financial system; layering, which involves converting
the proceeds of crime into another form and creating complex layers of financial
transactions to disguise the audit trail and the source and ownership of funds (e.g., the
buying and selling of stocks, commodities or property); and integration, which involves
placing the laundered proceeds at the disposal of the criminal under a veil of legitimacy.

The problem with money laundering is that it has a corrosive effect on a country's
economy and its government by facilitating corruption and obstructing social well-being.
It harms a country's reputation, and exposes its people to crime syndicates, drug
trafficking, smuggling and other criminal activity and provides organised crime with the
funds it needs to conduct further criminal activities.

Money laundering also compromises the integrity of legitimate financial systems and
institutions, as it distorts business decisions, increase the risk of bank failures and creates
liquidity problems in financial markets.  The quick flow of laundered funds ("hot money")
takes control of economic policy away from government, making policy objectives
difficult to achieve.  Money laundering makes government's tax collection procedures
more difficult and diminishes tax revenue to the fiscus.  The resulting loss of untaxed
revenue generally means higher tax rates for law-abiding citizens and corporates.  The
cumulative effect of laundering activities is to destabilise the foundations of a country's
financial system.  
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Due to increased activities by authorities in developed nations, crime syndicates are
shifting their activities to developing countries that are not perceived by criminals to be
well regulated.  Developing countries such as South Africa that are in the process of
opening their markets are especially susceptible. 

The fight against money laundering is therefore very important. To be effective it must
protect the financial system while enabling law enforcement to focus on those responsible
for the crimes that produce illegal profit.  The Act seeks to interrupt the cycle used by
organised criminal groups to benefit from illegitimate profits, and to provide government
with a tool to maintain the integrity of the South African financial system we have
struggled so hard to build.

What is terrorist financing?

An international standard is being developed to enable countries to prevent funds from
being used for terrorist financing.  This is a process being coordinated by the FATF.
Terrorist financing operates somewhat differently from money laundering but no less
insidiously.  It is acknowledged that while terrorist groups do generate funds from
criminal activities such as drug trafficking and arms smuggling, they may also obtain
revenue through legal means.  Supporters of terrorist causes may, for example, raise funds
from their local communities by hosting events or membership drives.  In addition, some
charity or relief organisations may unwittingly become the conduit through which donors
contribute funds that may eventually be used to commit terrorist acts.  These funds can
then be routed to recipient terrorist organisations through both informal networks and the
formal financial system.  

The notions of anti-money laundering and combating terrorist financing have become
synonymous (as designated in the acronym AML/ CFT).  South Africa does not yet have
the legal means to deal comprehensively with terrorist financing and needs to introduce
new measures to bring it into line with the new international norms.  Currently draft
legislation in Parliament recognises that such terrorist activities constitute threats to our
country's safety and security and it therefore includes proposals to limit the flow of funds
needed to finance such activities.
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FRAMEWORK FOR DEVELOPING THE
FINANCIAL INTELLIGENCE CENTRE

THE FIC AND ITS FUNCTIONS

The Financial Intelligence Centre is constituted as a juristic person located outside the
public service, but within the public administration in terms of section 195 of the
Constitution.  It is accountable through the Minister of Finance to Parliament and is
funded mainly from the national budget.

The Centre functions as an independent agency alongside the investigating authorities
providing them with information gleaned from reports made to it by accountable
institutions.  The FIC has continued to liaise closely with these bodies, which include the:

◆ South African Police Services;
◆ Directorate of Special Operations (Scorpions);
◆ Asset Forfeiture Unit;
◆ South African Revenue Service;
◆ Intelligence Services; and the 
◆ Exchange Control department of the South African Reserve Bank.  

The Centre has also sought to develop its relationship with the various supervisory bodies
which are listed in Schedule 2 of the Act.  The purpose is to facilitate them being able to
fulfil their responsibilities as set out in the Act.  The Act requires these bodies to ensure
that the accountable institutions falling within their area of oversight function in full
compliance with the legislation.  The supervisory bodies designated in the Act are:
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◆ South African Reserve Bank (Department of Banking Supervision)
◆ Financial Services Board;
◆ Registrar of Companies;
◆ Estate Agency Affairs Board;
◆ Public Accountants and Auditors Board;
◆ National Gambling Board;
◆ JSE Securities Exchange South Africa; and the 
◆ Law Society of South Africa.

The FIC reports to Parliament through the Minister of Finance, who is responsible for the
Financial Intelligence Centre Act and its accompanying regulations.  The Minister may
direct the FIC on matters that materially affect public policy or the Centre's strategic
direction.    

The FIC is headed by a Director with the powers of a head of a department and who is
the accounting authority for the FIC in terms of the Public Finance Management Act (Act
no. 1 of 1999, the PFMA).  The Director reports to the Minister of Finance on the exercise
of these powers and the performance of duties authorised under the Act.  However, the
Director is prohibited by law from disclosing to the Minister information that would
identify an individual who made a report to the Centre or who is the subject of a report
to the Centre.

The FIC during the year started to fill its establishment, once the necessary policy
frameworks had been agreed to and signed off by the Minster.  The original plans were
for the Centre to recruit approximately 50 employees by the end of the 2003-04 financial
year and have a staff of 75 employees within 3 years.  Although the recruitment process
has been slower than anticipated, it is now estimated that the final staffing requirements
should be expanded somewhat to cope with the responsibilities that have since become
apparent. 

A phased implementation process is being used rolling out the Act and for the building of
the Centre.  This was after considering the process used by other financial intelligence
units in their establishment.  For example, the Centre decided that STRs would be
required from accountable institutions before cash threshold and cross-border reporting
was made obligatory, as is provided for in the legislation.  The value of concentrating on
the reporting of STRs in the short term has been that the FIC has been able to identify a
number of issues, such as business processes and risk areas, which can now be built into
any future reporting and IT system.  It was also understood that cash threshold and cross-
border reporting will result in large numbers of electronic reports, which requires
sophisticated, integrated systems.  However, before the Centre can successfully
implement such a system, it and interested stakeholders will need to ensure that their
different systems can be properly integrated.  This will be a large and costly exercise for
all parties.  This approach was adopted at the onset by the FIC after consideration of how
other countries have managed the roll-out programmes for their financial intelligence
units.

As was explained in last year's Annual Report, this approach has had an impact on the
budget allocation and spending of funds.  Initially Parliament allocated R12 million for
use in its first financial year for the early start-up process of the Centre, followed by R35
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million in year two and R37 million in year three.  However, it is noted again that the
allocation was decided before an implementation plan had been developed or the
experience of other countries had been taken into account.  However, the FIC has now
been operational for slightly more than 15 months.  During this time it has sought to
model and test its future plans against practice and this has enabled it to determine where
alterations to the plans are required.  Thus the funds utilised by the FIC in 2003-04 remain
small in relation to what was allocated.  However, as recruitment picks up during the year
and the IT systems are fully scoped and development work starts, the initial start-up funds
will probably need further enhancement.  The FIC will seek permission to accumulate the
surplus from 2004-05 so that this can be used in subsequent years.  

The FIC has been granted an exemption from section 51(1)(a)(ii) of the PFMA up to 31
March 2006 which relates to a system of internal audit and an audit committee. This is to
enable the FIC to review the impact on it of other legislation and the obligations this
places on the Centre, other stakeholders and its officials in performing its strategic
objectives. The FIC is in consultation with the National Treasury in this regard. 

STRUCTURE OF THE FIC

The FIC is structured into four separate operational units, each falling under a Senior
Manager, namely:

◆ Compliance and Prevention
◆ Monitoring and Analysis
◆ Strategic Research and Legislation Development
◆ Administration and Support Services.

13
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FIC STRUCTURE AND JOB FUNCTIONS

COMPLIANCE AND
PREVENTION
Liaison
● with accountable institutions to

ensure compliance 
● with Supervisory Bodies to

enable monitoring of compliance
by accountable institutions

● with law enforcement to ensure
investigation and enforcement

● with other fius to exchange
information

Awareness
Develops, facilitates and provides
training for law enforcement and
supervisory bodies  

STRATEGIC RESEARCH AND
LEGISLATION DEVELOPMENT
Research and Development
● Undertake AML/CFT research to: 

■ Develop coherent policy
framework;

■ Liaises with FATF and other
policy-making bodies;

■ Develops legislation;
■ Monitors typologies and trends; 

● Liaises with standards setters
● Liaises with National Treasury
● Liaises with MLAC

MLAC Secretariat
● Provide administrative suport for

MLAC

MONITORING AND
ANALYSIS

● Collect and stores STRs and
other reports

● Analyses data and add value
● Develops referrals to law

enforcement
● Shares information with

international fius and law
enforcement agencies

● Maintains statistics

ADMINISTRATON AND SUPPORT SERVICES
Provide various support functions and services to FIC, including:
● Financial and Administrative management; Procurement; Human Resources; 
● Registry and document storage services; In-house staff training and development. Security services; 
● Communication and marketing; In-house Legal services; 
● Information and Communication Technology;

DEPUTY DIRECTOR
Oversees and manages Compliance and Analysis Components

DIRECTOR
Oversees policy and strategic direction, is FIC Accounting Authority



ACTIVITIES 2003-04

MONITORING AND ANALYSIS

The Monitoring and Analysis Unit receives reports from accountable institutions and is
responsible for analysing these.  The unit's responsibilities include: 

◆ Collecting and storing financial data reported by reporting entities;
◆ Monitoring and analysing financial transactions for evidence of criminal and/or

laundering activities;
◆ Liaising with investigating authorities, supervisory bodies and accountable

institutions to enhance analysis and to develop reports;
◆ Preparing analytic reports for investigation by law enforcement authorities;
◆ Developing statistics of the data collected;
◆ Providing specialist financial analytical skills to large investigations; and
◆ Applying for interventions and monitoring orders to prevent the flow of the

proceeds of crime. 

The Monitoring and Analysis Unit received 7,480 suspicious transaction reports (STRs)
in this financial year.  This number exceeds what was anticipated in the planning phases
for the FIC and ranks at the higher end of international experience.  The Unit has done a
lot of work together with the various reporting entities to ensure a high quality of
reporting and interaction between the FIC and reporting entities.  

The reporting system has been refined and small adjustments made to the web-based
reporting, based on suggestions by users, to make the process more user-friendly.  At the
request of reporting institutions, the FIC has also explored batch-based reporting which
will be rolled out in the near future.  

The FIC is one of the few financial intelligence units in the world which requires that
accountable institutions report their suspicious transactions electronically whenever
possible.  The FIC is successfully receiving the majority of the reports made to it
electronically and receives less that 10% from faxes or hand delivery. 

Some of the statistics of the unit are set out below. 

Suspicious Transaction Reports

From the 1 April 2003 to 31 March 2004 the Monitoring and Analysis Unit received
7,480 STRs from accountable, reporting and other institutions and individuals.  These
reports have been received from a large variety of sectors as can be seen in the graph
below.
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The FIC receives on average between 500 and 700 reports per month.  The graph above
provides a graphic representation of the source of these reports.  Indications from other
financial intelligence units are that these statistics reflect the international experience. 

Requests

The FIC has received a total of 161 requests from local and international law enforcement
agencies and Financial Intelligence Units.
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COMPLIANCE AND PREVENTION

The work of the Compliance and Prevention Unit has involved close liaison with
supervisory bodies, accountable institutions and law enforcement agencies.   This unit
provides guidance and support to these key stakeholders so that they may fulfil their roles
and responsibilities as prescribed by the Act.

Supervisory Bodies

The FIC works closely with the supervisory bodies scheduled in the Act.  One of the core
functions of the FIC is to inform, advise and co-operate with supervisory bodies.  It is
furthermore, required to monitor and give guidance to these bodies and if necessary assist
them in their functions to ensure that accountable institutions operate in compliance with
the legislation.  

In the last financial year the unit has undertaken the following activities:

◆ Liaised closely with supervisory bodies, particularly in the financial sector, to
ensure that the measures in the legislation have been fully implemented;

◆ Referred a number of cases to supervisory bodies for further investigation;
◆ Held regular meetings with liaison officers from the supervisory bodies to exchange

statistical information; 
◆ Participated in a national roadshow with the National Gambling Board aimed at

bookmakers and totes;
◆ Participated in workshops to discuss industry-related issues at the request of various

supervisory bodies;
◆ Held meetings and participated in workshops with various industry representative

bodies such as the Banking Council, the Western Cape Money Laundering Forum,
SABRIC, the Compliance Institute of South Africa; and 

◆ Participated in staff training for Supervisory bodies.

Accountable and Reporting Institutions

The FIC has liaised closely with accountable and reporting institutions.  The Centre is
required to monitor and give guidance to these institutions and other persons regarding
the performance by them of their duties and their compliance with the provisions of the
Act.

The FIC has worked closely with a number of accountable and reporting institutions
including but not limited to banks, brokers, casinos, estate agents, coin dealers, attorneys,
accountants and remitters (the list of accountable institutions can be found in Schedule 1
of the Act).  It has also assisted many companies in respect of their Section 29 obligations
(Suspicious transaction reporting), as well as providing them with feedback on the quality
of their reporting.

In the last financial year the unit has undertaken the following activities:

◆ Responded positively to as many requests as possible for participation in
conferences, meetings and workshops from any stakeholders to ensure that
awareness of the Act and its implications is created;
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◆ Held a number of remedial training and feedback sessions to accountable
institutions regarding the reporting of suspicious transaction reports (STRs);

◆ Worked with accountable institutions in order to streamline the reporting process,
including the introduction of batch reporting;

◆ Liased continuously with reporting entities in respect of the allocation of unique
FIC reference numbers for their reporting;

◆ Had an ongoing engagement with reporting entities regarding applications for
extension in respect of the reporting requirements;

◆ Liaised with accountable institutions regarding requests for information under
section 27 of the Act;

◆ Managed a relationship with accountable institutions in respect of intervention
orders issued by the FIC to freeze transactions in terms of section 34 of the Act; 

◆ It has responded to approximately 50 telephone, email and web-based enquiries per
day; and

◆ Assisted industries where the presence of a regulator was not immediately apparent.

Awareness

The FIC has presented in excess of 120 presentations at conferences and interactions in
order to ensure that awareness of the Act and its implications is created.  It has also placed
newspaper adverts in the printed media, while its officials have appeared on radio
interviews and television interviews to explain the Act and work of the Centre.  

Law Enforcement Authorities

The FIC has liaised closely with law enforcement authorities during the year.  It is
required to:

◆ Make information collected by it available to investigating authorities, the
intelligence services and the South African Revenue Service to facilitate the
administration and enforcement of the laws of the Republic;

◆ Exchange information with similar bodies in other countries regarding money
laundering activities and similar offences; and 

◆ Inform, advise and cooperate with investigating authorities, the South African
Revenue Service and intelligence agencies'

In the last financial year the unit has undertaken the following activities:

◆ Responded positively to as many requests as possible for participation in
conferences, meetings and workshops from any law enforcement agencies to ensure
that awareness of the Act and its implications is created;

◆ Liaised with the Democratic Republic of Congo, Namibia, Nigeria, and Malawi in
response to their requests for clarification on the international standard, South
Africa's anti-money laundering legislation and functioning of a financial
intelligence unit;

◆ Worked closely with law enforcement agencies to establish dedicated nodal points
and liaison officers for the sharing of information;

◆ Sought to streamline the sharing of information, taking into account the parameters
of the legislation;
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◆ Held regular meetings with law enforcement agencies to keep it abreast of trends
and areas for further attention;

◆ Assisted law enforcement agencies from foreign jurisdictions to contact victims and
investigating officers in South Africa;

◆ It has tripled the list of Authorised Officers in law enforcement authorities and
started to draft new training for new Authorised Officers which will be rolled out in
a roadshow in the next financial year. 

Training

The FIC has developed a comprehensive multi-disciplinary training programme for
financial investigators within investigating authorities, and supervisory bodies.  Money
Laundering Reporting Officers from various accountable institutions are invited to attend
the first two days of the training programme to gain a better understanding of the
processes and requirements from the law enforcement perspective.

The Centre commenced another round of financial investigators training in January 2004.
The programme is continuously upgraded by the developers of the programme, and the
Centre was again fortunate to receive assistance from the Government of the United
Kingdom which made available the services a retired investigator from the Metropolitan
Police in London.  The Asset Forfeiture and the Special Investigation Units have made
available experienced investigators to assist in the training process. 

The FIC has sought the involvement of a tertiary institution to accredit the training
programme and to have it offered as a certificate course in financial investigation.  It is
intended that the certificate course take the form of a one-year training programme that
can then be made available throughout Southern Africa. 

In the last financial year the unit has also undertaken the following training activities:

◆ Hosted financial investigator training in Pretoria and Durban;
◆ Hosted FIC orientation training for the South African Police Services (SAPS), the

Directorate of Special Operations (Scorpions), and the Asset Forfeiture Unit (AFU).

The FIC provides regular training and updating of Authorised Officers.  Authorised
officers are appointed by the investigating authorities and the South African Revenue
Service in terms of the Act.  The intention is that the Authorised Officers are obliged to
work within strict rules in terms of the Act to maintain the integrity of information within
an investigating authority.  The Authorised Officer may request additional information to
that provided by the FIC in a referral, as well as request information from the FIC that
might be held by it, but only if the Authorised Officer reasonably believes that the
information is relevant to an investigation.  Any such request must be in writing and must
state the purpose for which it is required and may only be used for the purpose stated in
the request and may not be disclosed to anyone.  

STRATEGIC RESEARCH AND LEGISLATION DEVELOPMENT

The objectives of this unit are to provide professional and highly specialised service to
the Centre, National Treasury and the Money Laundering Advisory Council (MLAC) by:
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◆ Researching the AML/ CFT environment in South Africa;
◆ Liasing with National Treasury on the legislative framework and preparation of all

relevant legislation;
◆ Monitoring and engaging with standards setting institutions such as the Financial

Action Task Force;
◆ Monitoring the typologies used by money launderers; and
◆ Providing Secretarial support for the MLAC.

The Unit was responsible for ensuring the process of introducing the second tranche of
Regulations to the Act which came into effect in June 2003.  These require that
accountable institutions:

◆ Identify and verify the identity of all customers;
◆ Keep records of their customers and the transactions that they were involved in;
◆ Appoint compliance officers; and 
◆ Train employees to comply with the provisions of the Act.

The regulations obliging accountable institutions to report suspicious and unusual
transactions to the FIC came into effect from 3 February 2003.  

The measures requiring the identification and verification of clients, keeping records, the
appointment of a compliance officer and staff training take effect from 30 June 2003.
They also make provision for certain exemptions from the Act for certain accountable
institutions.   

In the year under review, the unit: 

◆ Assisted Compliance and Prevention by closely monitoring the implementation of
the Act, thus liaising with the various stakeholders in the legislation from the public
and private sectors and providing interpretation of the Act;

◆ Attended all meetings of the FATF, including the plenary meetings dealing with the
revision of the 40 Recommendations, combating terror financing and related
matters; the development of the new common methodology; the relationship
between the FATF and the International Financial Institutions; 

◆ Helped plan the South African Mutual Evaluation assessment process by the joint
FATF and ESAAMLG assessment team, and assisted in the preparation of
stakeholders for the assessments;

◆ Initiated research to ensure that South Africa is able to continue its involvement
with the FATF;

◆ Assisted the Department of Safety and Security in drafting the provisions in the
Protection of the Constitution and Democracy Against Terrorism and Related Acts
Bill (POCDATARA), dealing with the financing of terrorism. 

ADMINISTRATIVE SUPPORT SERVICES

The objectives of the Administrative Support Services unit are to provide a professional
and efficient financial management, administrative and human resource support base to
the FIC by providing it with policies and procedures and the necessary systems for the
following functions:
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◆ Financial Management and administration; 
◆ Office and Human Resource facilities;
◆ Procurement; 
◆ Information and Communications Technology;
◆ Communication; 
◆ In-house training;
◆ Registry and Resource facilities; 
◆ Legal Services; and 
◆ Security.   

During the past year many of these functions have been moved into the Centre after
having been performed on behalf of the FIC by National Treasury.  This has enabled the
FIC to start functioning as an independent entity.  However, several of the staff remain
seconded or deployed from other departments.  This is a situation which will continue to
change during the next financial year as the FIC slowly develops the capacity to become
self-sufficient.

The Centre operates within a HR policy framework signed off by the Minister.  The
Director's salary is R619 000 per annum.  During the year, staff have been seconded to
the Centre from National Treasury, South African Police Services, and the Financial
Services Board to assist in building the FIC.  

The Information and Communication Technology Unit is responsible for providing
highly secure IT systems for the FIC to:

◆ Enable the receipt and storage of reports;
◆ Provide access to databases for additional information allowing the FIC to add

value to FIC its referrals;
◆ Facilitate provision of reports by the FIC to law enforcement authorities;
◆ Document and information management; and 
◆ Communication and information sharing.

This includes providing support to the FIC to ensure that the Centre's IT systems are
properly maintained and serviced, map out the procurement of a future IT systems
infrastructure for the FIC, and ensure the security and integrity of the systems. 

During the past year the ICT Unit has enhanced the existing infrastructure to enable the
optimal functioning of the Monitoring and Analysis Unit.  It has also developed a
programme to enable the first batch reporting from accountable institutions.  This will
enable the FIC to procure a fully developed ICT system before a migration from the
existing to the new system needs to take place.  The Unit has participated in a process to
identify and streamline the business and workflow processes within the FIC Monitoring
and Analysis Unit to ensure that a proper basis is laid for the future ICT system solution.  

The Unit has mapped out the steps required for a project to scope and identify the precise
specifications for the future FIC information system technology needs.  The project will
identify the future IT needs of the FIC.  This highly sophisticated information system will
also have to ensure there is full systems integration with those of the accountable
institutions and departments which receive referrals from the FIC.  It remains the
objective of the Centre's for its future Information System (FIC IS) to introduce the most
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recent and sophisticated technology available.  This will enable the FIC to fully perform
its mandate over a number of years.  A further requirement is that such a system should
take into account the experience gained by other financial intelligence units in the
implementation of their systems. 

Reflecting the direction in which the FIC wishes to develop, the regulations to the Act
require accountable institutions to report electronically any suspicious transactions to the
Centre via the internet.  South Africa is amongst the first countries to make this a
requirement.  The standard reporting form can be found on the FIC website:
www.fic.gov.za.  

INTERNATIONAL BODIES

Financial Action Task Force (FATF)

South Africa was elected a member of the Financial Action Task Force at its Plenary
Meeting held in Berlin, Germany in June 2003.  This was after the successful Mutual
Evaluation of South Africa's anti-money laundering and combating of financing of
terrorism (AML/ CFT) environment (a summary of the report is included as Annexure 1).

Mutual Evaluation of South Africa

The Financial Intelligence Centre coordinated and planned for South Africa's first Mutual
Evaluation assessment by the FATF and the ESAAMLG which was held from 7-11 April
2003.  The Mutual Evaluation was the first step in the process to assess the extent to
which South Africa has implemented a comprehensive anti-money laundering regime in
accordance with the international standard and is a requirement for all countries joining
the FATF2. 

The results of South Africa's first Mutual Evaluation were generally successful and
enabled South Africa to become a member of the FATF.  However, the evaluation did
identify certain areas which could be improved.  These included:

◆ Measures requiring the identification of clients of accountable institutions should
include the general duty to identify the beneficial owners of all accounts and trusts;

◆ Exemptions made to the Act should not undermine the effectiveness of the law;
◆ Supervisory bodies should have the powers to inspect for compliance with the Act's

provisions;
◆ An increased focus should be given to law enforcement and prosecution authorities;

and
◆ South Africa should expedite legislation to eliminate the financing of terrorism.
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South African involvement in general FATF activities

The Financial Action Task Force was established by the G-7 Summit in Paris in July 1989
to examine measures to combat money laundering.  In 1990, the FATF issued Forty
Recommendations to address this problem.  The Recommendations were revised for the
first time in 1996 and again in June 2003 so as to take into account changes in money
laundering methods, techniques and trends.  In October 2001, the FATF expanded its
mandate and issued Eight Special Recommendations to deal with the issue of terrorist
financing.

The delegations of the Task Force's members are drawn from a wide range of disciplines,
including experts from the Ministries of Finance, Justice, Interior and External Affairs,
financial regulatory authorities and law enforcement agencies.  The FATF remains fully
committed to the work of FATF-style regional bodies (FSRBs), namely – the Asia/Pacific
Group on Money Laundering (APG), the Caribbean Financial Action Task Force
(CFATF), the Eastern and Southern Africa Anti-Money Laundering Group (ESAAMLG),
Moneyval Committee of the Council of Europe and South American Financial Action
Task Force (GAFISUD).  The FATF President and Secretariat, as well as several FATF
members, attended the meetings of such groups.

FATF has continued to co-operate closely with international and regional organisations
concerned with combating money laundering, and representatives of such bodies
participated in the work of the FATF.  Representatives from the African Development
Bank, the Commonwealth Secretariat, the Egmont Group of Financial Intelligence Units,
the European Central Bank (ECB), Europol, the International Association of Insurance
Supervisors (IAIS), the International Monetary Fund (IMF), the Inter-American
Development Bank (IDB), the Inter-American Committee Against Terrorism of the
Organization of American States (OAS/CICTE), Interpol, the International Organisation
of Securities Commissions (IOSCO), the Organisation for Economic Cooperation and
Development (OECD), the Offshore Group of Banking Supervisors (OGBS), the United
Nations Office on Drugs and Crime (UNODC), the United Nations Security Council
Counter-Terrorism Committee, the World Bank (WB), and the World Customs
Organisation (WCO) attended various FATF meetings during the year.  The FATF
Presidency is rotated annually amongst its members.  

South Africa participated in all FATF activities, amongst which the following were
highlights: 

◆ The issuance of further guidance for implementing the Eight Special
Recommendations on terrorist financing;

◆ Increased collaboration with the International Financial Institutions in assessing
national systems for anti-money laundering (AML) and countering the financing of
terrorism (CFT) at a global level;

◆ Development of a more effective process for the study of trends and techniques in
money laundering and terrorist financing;

◆ Seminar on terrorist financing with 13 countries from Asia and the Middle East; 
◆ Reinforcement of FATF's collaboration with the International Financial Institutions

to assess the AML/CFT systems of countries worldwide;
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◆ Participated in the evaluations of New Zealand, and the AML/ CFT component of
the IMF FSAPs of Mozambique and Mauritius; 

◆ Participated in training of evaluators workshops in Tanzania and Zambia hosted by
the FATF and IMF;

◆ A number of meetings of specialised Working Groups dealing with the review of
the Forty Recommendations and terrorist financing took place outside the regular
meetings of the Plenary;

◆ The review of current and future money laundering and terrorist financing threats
remained an essential part of the FATF's work during 2003-2004; and

◆ The annual typologies exercise examined the following topics: wire transfers; non-
profit organisations and their relation to terrorist financing; money laundering
vulnerabilities in the insurance sector; politically exposed persons; and
"gatekeepers" in money laundering schemes. 

The International Monetary Fund ("IMF") and World Bank accepted the FATF's revised
40 Recommendations as the new international standard on the combating of money
laundering, as well as a new methodology for assessing the implementation of the new
standard.  This common methodology will be used in all future assessments of anti-
money laundering measures by the FATF, the IMF and the World Bank, as well as by
FATF-style regional bodies such as the ESAAMLG.  The FATF continued this year to
monitor its members' implementation of the FATF Recommendations through the mutual
evaluations of Mexico, the Kingdom of Saudi Arabia, Argentina and Brazil, as well as
conducted the special evaluation of New Zealand.

As in previous rounds, a considerable part of the work of the FATF was devoted to
monitoring the progress made by the non-cooperative countries and territories (NCCTs).  

Eastern and Southern Africa Anti Money Laundering Group (ESAAMLG)

South Africa continued to participate actively in the activities of the Eastern and Southern
Africa Anti-Money Laundering group (ESAAMLG) which is the FATF-style Regional
Body in the region with a membership of 14 countries3.   The main objectives of the
ESAAMLG are to implement and popularise the FATF policies and recommendations
within its member countries.  It also acts as a forum in which member countries are able
to discuss their AML/ CFT activities and share information and experience.  There are
two primary meetings each year – a Task Force meeting of officials and another, the
Council of Ministers which is also preceded by an officials meeting.  The ESAAMLG
presidency rotates on an annual basis – this year it has been held by the Republic of
Uganda and will next year move to Mauritius.  Member countries are required to pay an
annual membership subscription of 20,000 US dollars.
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Egmont Group of financial intelligence units

The Financial Intelligence Centre was accepted as a member of the Egmont Group of
financial intelligence units in June 2003 at its annual meeting in Sydney, Australia
(Annexure 2 sets out the Egmont Statement of Principles).  Membership requires that a
country has a functioning financial intelligence unit which is able to receive information,
analyse this, make referrals to law enforcement for investigations and share information
with financial intelligence units in other countries.   The Financial Crimes Enforcement
Network (FinCen), the equivalent institution from the United States, assessed the
capability of the FIC in late February 2003 and made the recommendation to the Egmont
Group that South Africa should be accepted as a member.  Membership of the Egmont
Group has enabled the FIC to share information on the functioning of a financial
intelligence unit as well as access training and other information.  The FIC was also able
to send several analysts to participate in a training programme provided by the FinCen in
Mauritius.     

The FIC has signed Memoranda of Understanding with the financial intelligence units of
Australia, Belgium and Mauritius.  At present there are discussions within the Egmont
Group for South Africa to sign MOUs with several other financial intelligence units.  
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ANNEXURE 1

FINANCIAL INTELLIGENCE CENTRE
ANNUAL FINANCIAL STATEMENTS

31 March 2004

The Annual Financial Statements for the year ended 31 March 2004, set out on pages 32 to 47, have been
approved by the Accounting Authority in terms of section 51 (1) (f ) of the Public Finance Management Act, No
1 of 1999 on 31 May 2004, and are signed on their behalf by:

__________________________ _______________________

Murray Michell – Acting Director Lara Tees – Acting CFO
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FINANCIAL INTELLIGENCE CENTRE
ANNUAL FINANCIAL STATEMENTS

31 MARCH 2004

Auditor-General's Report



REPORT OF THE AUDITOR-GENERAL TO PARLIAMENT
ON THE FINANCIAL STATEMENTS OF THE

FINANCIAL INTELLIGENCE CENTRE 
for the year ended 31 March 2004

1. AUDIT ASSIGNMENT

The financial statements as set out on pages 32 to 47, for the year ended 31 March 2004,
have been audited in terms of section 188 of the Constitution of the Republic of South
Africa, 1996 (Act No. 108 of 1996), read with sections 3 and 5 of the Auditor-General
Act, 1995 (Act No. 12 of 1995) and section 15 of the Financial Intelligence Centre Act,
2001 (Act No. 38 of 2001). These financial statements, the maintenance of effective
control measures and compliance with relevant laws and regulations are the responsibility
of the board. My responsibility is to express an opinion on these financial statements,
based on the audit.

2. NATURE AND SCOPE

The audit was conducted in accordance with Statements of South African Auditing
Standards. Those standards require that I plan and perform the audit to obtain reasonable
assurance that the financial statements are free of material misstatement.

An audit includes:
◆ examining, on a test basis, evidence supporting the amounts and disclosures in the

financial statements;
◆ assessing the accounting principles used and significant estimates made by

management; and
◆ evaluating the overall financial statement presentation.

Furthermore, an audit includes an examination, on a test basis, of evidence supporting
compliance in all material respects with the relevant laws and regulations which came to
my attention and are applicable to financial matters. 

I believe that the audit provides a reasonable basis for my opinion.

3. AUDIT OPINION

In my opinion, the financial statements fairly present, in all material respects, the
financial position of the Financial Intelligence Centre (FIC) at 31 March 2004 and the
results of its operations and cash flows for the year then ended in accordance with South
African Statements of Generally Accepted Accounting Practice and in the manner
required by the Public Finance Management Act, 1999 (Act No. 1 of 1999) (PFMA). 
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4. APPRECIATION

The assistance rendered by the staff of the FIC during the audit is sincerely appreciated.

JE van Heerden
for Auditor-General

Pretoria
31 August 2004
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Income Statement for the year ended 31 March 2004
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Balance Sheet at 31 March 2004
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Statement of Changes in Funds for the year ended 31 March 2004
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Cash Flow Statement for the year ended 31 March 2004
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FINANCIAL INTELLIGENCE CENTRE
ANNUAL FINANCIAL STATEMENTS

Accounting Policies to the Annual Financial Statements
for the year ended 31 March 2004

The principal accounting policies adopted in the preparation of these financial statements
are set out below.

1. BASIS OF PREPARATION

The financial statements are prepared in accordance with and comply with South African
Statements of Generally Accepted Accounting Practice.  The financial statements are
prepared under the historical cost basis, and are consistent in all material respects with
those applied in the previous year, except as otherwise indicated. 

2. REVENUE RECOGNITION

2.1 Income

In terms of section 14 of the Financial Intelligence Centre Act, 2001 (Act No 38 of 2001),
the Financial Intelligence Centre (FIC) will be funded by:

◆ Money appropriated annually by Parliament;
◆ Government grants; and
◆ Legally acquired donations approved by the Minister of Finance. 

Revenue recognition is acknowledged on the accrual basis and represents amounts
received and receivable by the FIC. 

Initial recognition of revenue does not include uncollectable amounts in the estimate.   

2.2 Interest income 

Interest is recognised on a time proportion basis as it accrues, unless collectability is in
doubt.

3. ACCUMULATED SURPLUS

FIC is allocated an annual budget by Parliament to fund its activities as defined by the
Financial Intelligence Centre Act.

The amount of the surplus represents appropriated funds not utilised. An application has
been made to approve the accumulation of this surplus for the next financial year.

4. TAXATION 

No provision has been made for taxation, as the FIC is in the process of applying for
exemption from income tax in terms of Section 10 of the Income Tax Act. 
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Accounting Policies to the Annual Financial Statements
for the year ended 31 March 2004

5. PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment is stated at cost less accumulated depreciation.
Depreciation is calculated on the straight-line basis to write off the cost of each asset to
its residual value over its estimated useful life. 

The annual depreciation rates used are:

◆ Computer equipment - 33,33 % 

◆ Office equipment - 25%

◆ Computer Software - 50 %

Where the carrying amount of an asset is greater than its estimated recoverable amount,
it is written down immediately to its recoverable amount.

Gains and losses on disposal of property, plant and equipment are determined by
reference to their carrying amount and are taken into account in determining operating
profit.

6. CASH AND CASH EQUIVALENTS

Cash includes cash on hand and cash with banks. Cash equivalents are short term, highly
liquid investments that are held with registered banking institutions with maturities of
less than thirty days and that are subject to an insignificant risk of change in value. 

For the purposes of the cash flow statement, cash and cash equivalents comprise cash on
hand and deposits held on call with banks. In the balance sheet, bank overdrafts are
included in borrowings in current liabilities.

7. PROVISIONS

Provisions are recognised when the FIC has a present legal or constructive obligation as
a result of past events, it is probable that an outflow of resources embodying economic
benefits will be required to settle the obligation, and a reliable estimate of the amount of
the obligation can be made. Provisions are reviewed at each statement of financial
position date and adjusted to reflect the current best estimate. 

8. EMPLOYEE ENTITLEMENTS 

8.1 Short term employee benefits

The cost of short-term employee benefits is recognised during the period in which the
employee renders the related service. Employee entitlements to annual leave are
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Accounting Policies to the Annual Financial Statements
for the year ended 31 March 2004

recognised when they accrue to employees.  A provision is made for the estimated
liability for annual leave as a result of services rendered by employees up to the statement
of financial position date. The provision has been calculated at undiscounted amounts
based on current salary rates. 

8.2 Termination benefits

Termination benefits are recognised and expensed only when the payment is made.

8.3 Post employment benefit costs

No provision has been made for retirement benefits as the FIC does not provide for
retirement benefits of its employees. 

9. CONTINGENCIES AND COMMITMENTS

Transactions are classified as contingencies where the obligations depend on uncertain
future events. Items are classified as commitments where the FIC commits itself to future
transactions or if the items will result in the acquisition of assets.

10. FINANCIAL INSTRUMENTS

The FIC's financial instruments consist of cash at bank and cash equivalents, accounts
receivable and accounts payable. The carrying amounts of these financial instruments, net
of provisions for losses, approximate their net fair values:

◆ Cash at bank;
◆ Accounts receivable – subject to normal trade credit terms and provision is made

for long outstanding amounts; and
◆ Accounts payable – subject to normal trade credit terms and relatively short

payment cycle.
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Notes to the Annual Financial Statements 
for the year ended 31 March 2004

1. PARLIAMENTARY ALLOCATION

Parliament allocated an amount of R37 000 000 (2003: R35 000 000) to the FIC in terms of a budget
submission which was approved for the year ended 31 March 2004.

2. INTEREST RECEIVED

Refer to the annual report for the disclosure for the emoluments of senior management 

3. ADMINISTRATION EXPENSES
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Notes to the Annual Financial Statements 
for the year ended 31 March 2004

4. PROPERTY, PLANT AND EQUIPMENT
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Notes to the Annual Financial Statements 
for the year ended 31 March 2004

5. CASH AND CASH EQUIVALENTS

As required by Treasury Regulation 31.2, the National Treasury approved the bank where the bank
account is held.  The weighted average interest rate on short- term bank deposits was 9.5% (2003:
12.2%).

6. PREPAID EXPENDITURE
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Notes to the Annual Financial Statements 
for the year ended 31 March 2004

7. NATIONAL TREASURY PAYABLE

9. EMPLOYEE ENTITLEMENTS

10. NET CASH FLOW GENERATED BY OPERATING ACTIVITIES

Salary expenditure for some employees was incurred and paid for, on behalf of the FIC, by National Treasury.
The above payable is in respect of a claim received after year end from National Treasury for expenditure
which relates to the year ended 31 March 2004.

8. ACCOUNTS PAYABLE
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Notes to the Annual Financial Statements 
for the year ended 31 March 2004

11. CHANGES IN WORKING CAPITAL

12. CONTINGENCIES

There were no contingencies at the end of the year.

13. COMMITMENTS

13.1 Operating Leases

Total of future minimum lease payments under non-cancellable leases:

Photocopy equipment 1:

The operating lease is the rental of photocopying equipment.  The lease agreement was entered into
effective 1 August 2003 and will be operational for a period of three years, expiring on 30 April
2005.  The lease was previously contracted out by the National Treasury on behalf of the FIC. 

Photocopy equipment 2:

The operating leases is the rental of photocopying equipment.  The lease agreement was entered into
effective 8 June 2004 and will be operational for a period of three years, expiring on 31 May 2007.
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Notes to the Annual Financial Statements 
for the year ended 31 March 2004

14. RELATED PARTIES AND RELATED PARTY TRANSCATIONS

Refer to notes 1 and 7 for the related party transactions and balances.

15. SUBSEQUENT EVENTS

There were no material subsequent events.

16. FINANCIAL INSTRUMENTS

The FIC's financial instruments consist mainly of cash and cash equivalents, account and
other receivables, and account and other payables.  No financial instrument was carried
at an amount in excess of its fair value.  The following methods and assumptions are used
to determine the fair value of each class of financial instrument:

Cash and cash equivalents

The carrying amount of cash and cash equivalents approximates fair value due to the
relatively short-term maturity of these financial assets.

Account and other receivables

The carrying amount of account and other receivables, net of provision for bad debt,
approximates fair value due to the relatively short-term maturity of these financial assets.

Account and other payables

The carrying amount of account and other payables approximates fair value due to the
relatively short-term maturity of these financial liabilities.

17. IRREGULAR, FRUITLESS OR WASTEFUL EXPENDITURE

To the best of our knowledge, no material losses through criminal conduct, or irregular,
fruitless or wasteful expenditure were incurred during the year ended 31 March 2004.
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ANNEXURE 2

SUMMARY OF THE FINANCIAL ACTION TASK FORCE MUTUAL
EVALUATION OF SOUTH AFRICA

South Africa underwent a Mutual Evaluation by the Financial Action Task Force in April
2003.  This was conducted jointly with the Eastern and Southern African Anti-Money
Laundering Group (ESAAMLG) and included an ESAAMLG expert in legal issues and
a person from the ESAAMLG Secretariat.  The experts reviewed the relevant AML/CFT
laws and regulations, and the supervisory and regulatory systems in place to deter money
laundering (ML) and financing of terrorism (FT) among financial institutions.  The
experts also reviewed the regulatory systems in place for casinos, as well as the capacity
and implementation of all these systems. 

The team consisted of:  Ms. Adriana Pavesi, legal expert from Italy's Ufficio Italiano dei
Cambi; Mr. Tom Hansen, Regional Director of the Western Regional Office of the
Financial Transactions and Reports Analysis Center of Canada (FinTRAC); Mr. Stéphane
Mahieu, Legal Expert, Commission Bancaire, France; Mr. Abdul-Hakim Issa, State
Attorney, Attorney General's Chambers, Zanzibar, Tanzania; Mr. Wayne Blackburn,
Mentor to the ESAAMLG Secretariat; and Mr. John Carlson and Mr. Kevin Vandergrift
from the FATF Secretariat.  

The evaluation team met with officials from the relevant South African agencies from 7-
11 April 2003.  Meetings took place with representatives from the National Treasury
department of Financial Regulation, the Financial Intelligence Centre (FIC), the National
Prosecuting Authority (NPA) which included the Directorate of Special Operations (the
'Scorpions') and the Asset Forfeiture Unit, the South African Police Services (SAPS), the
South African Reserve Bank (SARB), the South African Revenue Service (SARS), the
Financial Services Board (FSB), the JSE Securities Exchange of South Africa (JSE), and
the National Gambling Board.  The team also met with the Life Offices Association of
South Africa (LOA), the Banking Council of South Africa, as well as a group of
compliance officers from several South African banks, representatives of several casinos
and Professor Louis de Koker, a legal expert.

The following is an Extract from the FATF 2002-2003 Annual Report, pp. 10-14 (1) and
was published on its website www.fatf-gafi.org.

"South Africa has developed a comprehensive legal structure to combat money
laundering. Money laundering was first criminalised for drug trafficking in 1992, and the
scope of the offence was then broadened in 1996.  Currently, the main statutes are the
Prevention of Organised Crime Act 1998 (POCA) and the Financial Intelligence Centre
Act 2001 (FICA).  Although certain financial sector obligations existed under previous
legislation, the FICA creates a broad and more organised framework of anti-money
laundering measures.  

In South Africa, the main sources of criminal proceeds are generated by organised crime
groups which engage in narcotics and abalone smuggling, vehicle theft, arms and human
trafficking, and mineral and precious stone trafficking.  The use of "419" fraud schemes



remains a threat, as well as other types of fraud using counterfeit cheques, credit cards,
and pyramid schemes.  Violent crimes such as robbery and hijacking are also concerns.
The levels of serious crime have stabilised over the past several years.  But officials
indicate that drug trafficking has been increasing at a high rate. 

Criminals use various means to launder their proceeds in South Africa.  These means
include the purchase of properties and goods, the establishment of companies and trusts
for laundering the proceeds of crime, the misuse of businesses, the use of casinos, and
using the informal, cash-based sector.  The money laundering investigations that have
occurred involved predicate offences of fraud, theft, corruption, racketeering, and
gambling. 

South Africa is a regional financial centre with a modern financial system and banking
infrastructure.  There are 50 registered banks operating in South Africa. Twenty-seven
banks are locally- controlled and have 8,455 South African branches and 246 branches
abroad.  Seven banks are foreign-controlled and have 27 branches in South Africa. In
addition, there are two mutual banks, and foreign-registered banks have 14 registered
branches in South Africa.  South Africa has an exchange control regime.  Currency
exchange business can only be conducted by Authorised Dealers in Foreign Exchange,
which are appointed by the Minister of Finance and regulated by the Exchange Control
Depart (EXCON) of the South Africa Reserve Bank.  There are currently 38 Authorised
Dealers, the majority of which are banks.  

South Africa has 73 regulated long-term insurance companies, 97 short-term non-life
insurance companies, 15,000 licensed financial advisors and intermediaries that include
approximately 350 investment managers.  There are various collective investment
schemes run by 29 local managers, and approximately 15,000 pension funds run by 450
approved administrators.  There are 29 casinos currently operating. 

Under the POCA 1998, predicate crimes for money laundering now apply to all
underlying "unlawful activity" both within and outside of South Africa.  This covers not
only all criminal offences, but also other activity that contravenes South African law.  The
offence applies to "own funds" laundering, acts committed intentionally (actual
knowledge) or negligently ("ought reasonably to have known").  This is also defined to
include belief that a fact is reasonably possible.  Criminal liability also extends to legal
entities, and there are severe sanctions for committing an offence.  While the offence is
broadly worded, it is a matter of concern that there have been only two money laundering
convictions since 1996.  Although this may be partly due to the fact that some law
enforcement agencies are new, it also appears that existing agencies and prosecutors have
generally focused only on investigating and prosecuting the predicate offences, and South
Africa should make efforts to increase the number of money laundering prosecutions that
are brought.    

The financing of terrorism, terrorist acts, or terrorist organisations is not yet a criminal
offence, and thus not a predicate offence for money laundering in South Africa. A draft
bill that will address many aspects of the fight against terrorism and terrorist financing
has been presented to Parliament and is presently being considered by a Parliamentary
Committee. 
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The POCA contains comprehensive measures to freeze and confiscate the proceeds and
instrumentalities of crime, including both criminal confiscation and civil forfeiture.
South Africa has also applied increased resources to this area, and these measures have
been quite successful, with a steady annual increase in the property that has been frozen
and confiscated.  Despite the otherwise comprehensive nature of these provisions, South
Africa cannot currently seize property used to finance terrorism and has only limited
ability to freeze funds in financial institutions, and therefore cannot fully implement the
relevant FATF Recommendations and UN Security Council Resolutions.   

South Africa has a number of agencies that investigate and prosecute cases involving
money laundering.  The National Prosecuting Authority (NPA) provides a national
framework for prosecutions.  Within the NPA, the Directorate of Special Operations
(DSO), also known as "the Scorpions," investigates and prosecutes a range of more
serious cases.  The NPA's Asset Forfeiture Unit (AFU) supports the police and other law
enforcement structures in all aspects of forfeiture.  The South African Police Service
(SAPS) investigates criminal activity generally, and has allocated the responsibility for
investigating money laundering to specific units.  The South Africa Revenue Service
(SARS), which includes the Customs Service, is responsible for revenue collection and
the investigation of tax evasion and evasion of customs duties, and works closely with
law enforcement agencies on money laundering matters.   

Investigators have adequate legal means to obtain bank records and other information and
evidence regarding alleged offences.  Investigators also have sufficient legal tools for a
wide range of investigative techniques, including controlled delivery, undercover
operations, and wiretaps. 

The FICA established the Financial Intelligence Centre (FIC) to receive, analyse, and
disseminate suspicious transaction reports (STRs).  The FIC became operational and
began receiving STRs on 3 February 2003.  In a short period of time, the FIC has made
significant strides towards becoming an operational FIU and appears adequately
structured, funded, staffed, and provided with the necessary resources and powers to fully
perform its authorised functions.  The legal provisions allow for co-operation with
domestic authorities and foreign counterparts and appear comprehensive, but have not yet
been fully put into practice.  It is too early to assess the effectiveness of the FIC, but early
results appear promising. 

South Africa has broad powers to provide a wide range of mutual legal assistance (MLA)
and extradition related to money laundering matters, and can provide MLA even where
there is no dual criminality.  Thus, it can exchange information relating to terrorist
financing investigations, but cannot provide other types of assistance such as asset seizure
or extradition for terrorist financing.  South Africa has acceded to the 1988 Vienna
Convention, has ratified the 1999 UN Convention on the Suppression of Terrorist
Financing, and is working to ratify the 2000 Palermo Convention.  It has also entered into
many bilateral treaties and agreements, either for MLA or at a law enforcement level. 

South Africa has had an obligation to report suspicious transactions since 1996, and under
the POCA 1998 this required all businesses that suspected that property was the proceeds
of an unlawful activity to make a report to the South African Police Service.  Under
section 29 of FICA, which came into effect on 3 February 2003, all businesses are
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required to report to the FIC cases where they suspect that property is the proceeds of an
unlawful activity and also any transactions that have no apparent business or lawful
purpose, are intended to avoid reporting duties under the Act, are relevant to tax evasion,
or are otherwise related to money laundering.  The reporting obligation is therefore very
broad.  Similarly, the legal provisions concerning protection from proceedings, and no
"tipping-off" are comprehensive.  The FIC and other supervisory bodies still need to issue
guidelines to assist in the identification of suspicious activities, and propose doing so
once they have gathered further STR data.  This should be done as expeditiously as
possible. South Africa must also act swiftly to pass measures in relation to terrorist
financing, including extending the STR obligation to this serious crime. 

While the legal provisions are far-reaching, the results to date have been more variable.
It is encouraging that the number of STRs filed with SAPS increased steadily from 140
(1997) to 1891 (2002), with a significant majority coming from banks.  This increase
continued in 2003 with the establishment of FIC, when banks and money remitters also
filed more than 900 STRs between 3 February and 1 April 2003.  However, prior to this,
the number of STR from securities and investment firms, and from casinos, was very low,
and efforts will need to be made to encourage all relevant industries to actively focus on
identifying suspicious transactions.  It is also concerning that since 1997 a total of 4523
STRs generated only 41 criminal investigations, which led to five convictions. It is hoped
that the creation of the FIC and the new co-ordination mechanisms being established
between law enforcement agencies will result in improved use of STR data. 

The FICA also creates a range of anti-money laundering obligations for "accountable
institutions," which include banks, securities and investment firms, insurance companies,
bureaux de change, money remitters, casinos, dealers in travellers' cheques and money
orders, as well as lawyers and accountants.  These obligations include customer
identification, record-keeping requirements, and internal controls, and through the
implementing Regulations.  They become effective on 30 June 2003.   

The FICA requires that the identity of a client, the identity of the person acting on behalf
of the client, and the person on whose behalf the client is acting be established and
verified.  While this requirement in the Act is generally satisfactory, there is no general
duty to identify the beneficial owner.  In fact, the Regulations appear to limit the scope
of the law in relation to legal entities by only requiring the identification of persons who
own at least 25% or more of the shares of a legal entity.  In addition, if shares in a
company are owned by another company, there is no obligation to identify the owners of
that second company.  The Regulations also contain a large number of exemptions from
the customer identification and record keeping requirements, some of which seem to
unduly limit the effectiveness of the law.  The net result is that South Africa's ability to
identify the true owner of property is undermined, and the Regulations under FICA
should be amended in this respect. 

The laws and regulations relating to record-keeping are generally satisfactory.  Exchange
control regulations require comprehensive originator information to be recorded for funds
transfers, and this information can be made available upon inquiry.  There is currently no
requirement for this information to remain with the transfer form; however, a new circular
to be issued by EXCON will require this.  Other anti-money laundering measures that are
required include policies or guidance concerning jurisdictions that do not adequately
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apply the FATF Recommendations and in relation to foreign branches that operate in such
jurisdictions.  The laws and regulations concerning the maintenance of high standards of
integrity and the necessary internal controls by financial institutions are satisfactory in
most respects, and the key issue is to ensure that anti-money laundering requirements are
being properly implemented by institutions.  

The main supervisory bodies are the South African Reserve Bank (SARB) and the
Financial Services Board (FSB).  SARB supervises banks, money remittance and
currency exchange business, while FSB supervises all other financial institutions.  As
obligations under FICA extend beyond the financial sector, it also lists a number of other
supervisory bodies that are obliged to supervise their respective institutions for
compliance with the Act.  SARB and FSB have also played a limited anti-money
laundering role prior to FICA, but have not yet completed on-site visits to check for
compliance with anti-money laundering obligations.  SARB, FSB and other supervisory
bodies will need to play a more active role once FICA is fully in effect. 

In addition, although FICA creates criminal penalties for non-compliance, the supervisors
may only currently inspect for compliance in accordance with their existing legislation;
the ability to use enforcement powers for anti-money laundering requirements is unclear.
Amendments to enabling legislation should be made to provide supervisors with clearly
defined functions for combating money laundering and terrorist financing, and to allow
them to inspect and sanction for non-compliance with FICA's provisions. 

South Africa has the basic measures in place to effectively combat money laundering, and
the FIU and other supervisory and investigative bodies appear adequately staffed and
genuinely committed to implementing the new system.  However, many of these
measures are new and have not yet been fully put into effect, and all sectors will need to
continue to increase attention and training on anti-money laundering issues.  Moreover,
although the overall framework should be effective in the longer term, the results
achieved to date are limited, and all government agencies will need to co-ordinate their
efforts to ensure that the new legislative and regulatory regime that is being put into place
is effectively implemented.  Most importantly, South Africa also needs to expeditiously
develop a comprehensive framework to combat the financing of terrorism.  

South Africa fully complies with Recommendation 4, as the money laundering offence is
sufficiently broad.  South Africa is largely compliant with Recommendation 10, and
materially non-compliant with Recommendation 11.  Customer identification and record
keeping provisions do not become fully effective until 30 June 2003.  In addition, certain
exemptions may diminish the law's effectiveness, and there is no specific requirement for
identification of the beneficial owner.  As suspicious transaction reporting provisions are
comprehensive, South Africa is fully compliant with Recommendation 15.  Taking into
account the entire system for combating money laundering, South Africa was admitted as
a member of FATF".
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Table1: Summary of Effectiveness of AML/CFT efforts for each heading

Table 2
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Table 3: Recommended Action Plan to Improve the Legal and Institutional Framework and to
Strengthen the Implementation of AML/CFT Measures in Banking, Insurance and Securities Sectors
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ANNEXURE 3

THE EGMONT GROUP OF FINANCIAL INTELLIGENCE UNITS

The South African Financial Intelligence Centre was accepted as a member by the
Egmont Group, a global forum for financial intelligence units, at its annual meeting held
in Sydney, Australia in June 2003.  The FIC was sponsored by the Financial Crimes
Enforcement Network (FinCen) from the United States of America and supported by the
Cellule voor Traitement des Informations Financieres Cel voor Financiale
Informativerwerking (CTFI-CFI) in Belgium.  By succeeding in its application to join the
Egmont Group, the FIC thereby joined an international community with a growing
membership of 94 FIUs from different countries.

For nearly ten years now, the fight against money laundering1 has been an essential part
of the overall struggle to combat illegal narcotics trafficking and the activities of
organised crime.  During that time, the key issue involved in the anti-money laundering
effort has been ensuring that the critical piece or pieces of information make it to the right
people – the investigators and prosecutors charged with putting criminals behind bars and
taking their illegally obtained wealth away – in a timely and useful manner.

The information needed to support anti-money laundering investigations often involves a
wide range of human activity beyond that based purely on criminal motivation.
Countering money laundering effectively requires not only knowledge of laws and
regulations, investigation, and analysis, but also of banking, finance, accounting and
other related economic activities.  Money laundering is after all an economic
phenomenon; launderers rely to a certain extent on already existing financial and business
practices (and the lack of understanding of these by the law enforcement community) as
a way of hiding illegally obtained funds.

Anti-money laundering investigations conceivably touch a number of law enforcement
agencies within a particular jurisdiction.  This along with the fact of ever-present resource
limitations means that a completely effective, multi-disciplined approach for combating
money laundering is often beyond the reach of any single law enforcement or
prosecutorial authority.  In many cases, there is also a reluctance on the part of financial
institutions to provide to government authorities information that might be related to but
is not obviously indicative of a crime.  One may add to these restrictions on information
exchange in certain instances, the unwillingness or inability to share such information
among relevant government agencies and the seemingly insurmountable obstacles to
rapid exchanges of information with foreign counterparts.

All of these barriers to information exchange directly affect the outcome of anti-money
laundering investigations.  The crime of money laundering may not become completely
obvious until many or all of the pieces are put together.  Since money may transfer hands

1The task of Financial Intelligence Units was after 11 September 2001, to include the combating the financing of terrorism



in a matter of seconds or be relocated to the other side of the world at the speed of an
electronic wire transfer, law enforcement and prosecutorial agencies that investigate
money laundering must be able to count on a virtually immediate exchange of
information.  This information exchange must also be at an early point after possible
detection of a crime – the so-called "pre-investigative" or intelligence stage.  At the same
time, the information on innocent individuals and businesses must be protected from
potential misuse by government authorities.

Beginning of the Egmont Group and the definition of the FIU concept

Despite the fact that FIUs were created in several jurisdictions throughout the world
during the first years of the 1990s, their creation was still at first seen as isolated
phenomena related to the specific needs of those jurisdictions establishing them.  Since
1995, a number of FIUs began working together in an informal organisation known as the
Egmont Group (named for the location of the first meeting at the Egmont-Arenberg
Palace in Brussels).  The goal of the Group is to provide a forum for FIUs to improve
support to their respective national anti-money laundering programmes.  This support
includes expanding and systematising the exchange of financial intelligence information,
improving expertise and capabilities of personnel of such organisations and fostering
better communication among FIUs through application of technology.

The meeting of the Egmont Group held in Rome in November 1996 helped define the
notion of a FIU.  The Egmont Group examined the functions of the various FIUs and like-
agencies so as to determine those missions and functions that are carried out in common.
The conference came to an agreement on the definition of an FIU, a definition that will
likely facilitate the establishment of new units by setting a minimum standard for such a
unit.  According to this definition, a financial intelligence unit is "a central, national
agency responsible for receiving (and, as permitted, requesting), analysing and
disseminating to the competent authorities, disclosures of financial information: (i)
concerning suspected proceeds of crime, or (ii) required by national legislation or
regulation, in order to counter money laundering."

The definition also helped create a specific identity for the Egmont Group as distinct from
FATF or other international bodies concerned with money laundering.  The definition was
meant to be specific enough to distinguish these agencies from other types of government
authorities, yet it had to be generic enough to include the many variations of these units.
Since the Egmont Group adopted this definition, it has increasingly become the standard
against which newly forming units are measured.

The June 1997 meeting held in Madrid, Spain and at which 35 countries and 5
international organisations were present at this meeting helped the Egmont Group make
significant steps forward in several areas.  Perhaps the most important of these was the
adoption by the Group of its Statement of Purpose, a document that describes the work
accomplished so far, as well as its current goals within the framework of national and
international anti-money laundering efforts.  The FIU definition adopted in Rome was
applied to all participating agencies – 28 of them were found to meet it – and this
definition was incorporated into the Statement of Purpose.  A comprehensive Egmont
Group training programme for FIU personnel began to take shape over the course of the
conference and through several sidebar meetings.  Finally, the Egmont Group decided to
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study ways to continue enhancing information exchange among FIUs and ultimately
create a more formalised structure for the Group itself.

Financial Intelligence Units and Other Anti-Money Laundering Agencies

The FIU concept has developed rapidly during recent years.  In spite of the specialised
nature such units, there is still often some confusion between "financial intelligence
units" and other official entities with seemingly similar responsibilities.  For example,
police units established for the purpose of investigating financial and white-collar crime
– including that of money laundering – have often been dubbed "financial investigative
units", also with the acronym "FIU".  These units certainly play an important and useful
role in their countries' overall anti-money laundering effort; therefore, use of the simple
designation "FIU" does not necessarily mean that the unit provides a function as defined
by the Egmont Group.

An FIU, quite simply, is a central office that obtains financial disclosure information,
processes it in some way and then provides it to an appropriate government authority in
support of a its national anti-money laundering effort.  Although the definition states that
the activities performed by an FIU include "receiving, analysing, and disseminating"
information, it does not exclude other activities that may be performed on the basis of this
material.  Therefore, an FIU could conceivably perform the activities mentioned in the
definition and investigate and/ or prosecute violations indicated by the disclosures.
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STATEMENT OF PURPOSE
of the Egmont Group of Financial Intelligence Units

The Hague, 13 June 2001

Recognising the international nature of money laundering;

Realising that in order to counter money laundering an increasing number of
governments around the world have both imposed disclosure obligations on
financial institutions and designated financial intelligence units, or "FIUs," to
receive, analyse, and disseminate to competent authorities such disclosures of
financial information;

Mindful of both the sensitive nature of disclosures of financial information and the
value of the FIUs established to protect their confidentiality, analyse them, and
refer them, as appropriate, to the competent authorities for investigation,
prosecution, or trial;

Convinced that co-operation between and among FIUs across national borders
both increases the effectiveness of individual FIUs and contributes to the success
of the global fight against money laundering;

Understanding that effective international co-operation between and among FIUs
must be based on a foundation of mutual trust;

Acknowledging the important role of international organisations and the various
traditional national government agencies – such as Finance and Justice
ministries, the police, and financial institution supervisory agencies – as allies in
the fight against money laundering;

Having periodically convened plenary gatherings – known as Egmont Group
Meetings2 – to discuss issues common to FIUs and to foster such international
co-operation among established FIUs, to assist and advise FIUs under
development, and to co-operate with representatives of other government
agencies and international organisations interested in the international fight
against money laundering;

Having also agreed upon a definition of "Financial Intelligence Unit," completed
a survey on the possibilities and modalities of information exchange, prepared a
model Memorandum of Understanding for the exchange of information, created
a secure Internet Web-site to facilitate information exchanges, and embarked
upon several specific initiatives to develop the expertise and skills of the FIUs'
staffs and to contribute to the successful investigation of matters within the FIUs'
jurisdiction;

Aware that obstacles continue to limit information exchange and effective co-
operation between some FIUs, and that those obstacles may include legal
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restrictions and/or the very nature of the FIUs themselves (– as administrative,
judicial, or police ); and

Convinced that there exists both significant potential for broad-based
international co-operation among the FIUs and a critical need to enhance such
co-operation,

The FIUs participating in the Egmont Group hereby resolve to encourage the
development of FIUs and co-operation among and between them in the interest
of combating money laundering.

To that end, we reaffirm our accession to the definition of Financial Intelligence
Unit adopted at the plenary meeting of the Egmont Group in Rome in November
1996:

"A central, national agency responsible for receiving (and, as permitted,
requesting), analysing and disseminating to the competent authorities,
disclosures of financial information

(i) concerning suspected proceeds of crime, or
(ii) required by national legislation or regulation, in order to counter money

laundering."

We also adopt the findings of the legal working group concerning the
identification of those agencies that meet the FIU definition at the present time.

Henceforth, we agree that Egmont Group plenary meetings shall be convened by
and for FIUs and other invited persons or agencies who are in a position to
contribute to the goals of the Egmont Group.  Egmont Group Participants shall
include FIUs and other agencies representing governments that do not presently
have FIUs.  All other invited persons, agencies or international organisations shall
be considered "Observers."

We believe it is crucial to develop a network of information exchange on the basis
of the "Principles of Information Exchange Between Financial Intelligence Units
for Money Laundering Cases" as set forth in the Annex and incorporated herein
by this reference.

We recognise the right of every FIU to subject co-operation to additional
conditions as required by its national legislation.

We further agree to pursue as a priority, through the appropriate working groups
and otherwise:

Determination of appropriate consequences that attend to an Egmont
Group Participant's status with respect to the definition of FIU adopted in
Rome;

Development of FIUs in governments around the world;

Further stimulation of information exchange on the basis of reciprocity or
mutual agreement;

Access to the Egmont Secure Web-site for all FIUs;
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Continued development of training opportunities, regional/operational
workshops, and personnel exchanges;

Consideration of a formal structure to maintain continuity in the
administration of the Egmont Group, as well as consideration of a regular
frequency and location for plenary meetings;

Articulation of more formal procedures by which decisions as to particular
agencies' status vis-à-vis the FIU definition are to be taken;

Designation of additional working groups, as necessary;

Development of appropriate modalities for the exchange of information;

Creation of Egmont Group sanctioned materials for use in presentations
and communication to public audiences and the press about Egmont
Group matters.  

As originally approved in Madrid on 24 June 1997 and amended at The Hague
on 13 June 2001.   

Annex to the Egmont Statement of Purpose: Principles for Information Exchange
Between Financial Intelligence Units for Money Laundering Cases 
The Hague 13 June 2001

A. Introduction

1. The Egmont Group works to foster the development of Financial
Intelligence Units ("FIUs")3 and information exchange.

2. The Egmont Group agreed in its Statement of Purpose, adopted in Madrid
on 24 June 1997, to pursue among its priorities the stimulation of
information exchange and to overcome the obstacles preventing cross-
border information sharing.

3. Information-sharing arrangements should have the aim of fostering the
widest possible co-operation between FIUs.

4. The following principles for information exchange among FIUs are meant
to outline generally-shared concepts, while allowing countries necessary
flexibility.  

B. General Framework

5. International co-operation between FIUs in cases involving money
laundering should be encouraged and based upon a foundation of mutual
trust.
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6. FIUs should take steps to seek information that may be used by other,
identified, domestic law enforcement or financial supervisory agencies
engaged in enforcement and related regulatory activities related to money
laundering.

7. FIUs should work to encourage that national legal standards and privacy
laws are not conceived so as to inhibit the exchange of information, in
accordance with these principles, between or among FIUs.

8. Information-sharing arrangements must recognize and allow room for
case-by-case solutions to specific problems.

C. Conditions for the Exchange of Information

9. FIUs should be able to exchange information freely with other FIUs on the
basis of reciprocity or mutual agreement and consistent with procedures
understood by the requested and requesting party. Such exchange, either
upon request or spontaneously, should produce any available information
that may be relevant to an analysis or investigation of financial
transactions and other relevant information related to money laundering
and the persons or companies involved.

10. An FIU requesting information should disclose, to the FIU that will process
the request, at a minimum the reason for the request, the purpose for
which the information will be used and enough information to enable the
receiving FIU to determine whether the request complies with its domestic
law.

D. Permitted Uses of Information

11. Information exchanged between FIUs may be used only for the specific
purpose for which the information was sought or provided.  

12. The requesting FIU may not transfer information shared by a disclosing
FIU to a third party, nor make use of the information in an administrative,
investigative, prosecutorial, or judicial purpose without the prior consent of
the FIU that disclosed the information.   

E. Confidentiality – Protection of Privacy

13. All information exchanged by FIUs must be subjected to strict controls and
safeguards to ensure that the information is used only in an authorized
manner, consistent with national provisions on privacy and data
protection.  At a minimum, exchanged information must be treated as
protected by the same confidentiality provisions as apply to similar
information from domestic sources obtained by the receiving FIU.
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(Underlined text indicates units accepted during Egmont Group 12th Plenary, Guernsey, June 2004)
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