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ACCOUNTING AUTHORITY'S STATEMENT

The past year for the Financial Intelligence Centre (“the FIC”) and its staff
members has been one of challenges and considerable achievements. This has
required that the FIC develops and adopts its own policies and procedures
appropriate to its work and keeps abreast with regulatory frameworks. It also
means that the FIC has rapidly developed sets of relationship with all
stakeholders in the unfolding anti-money laundering and financing of terrorism
environment in South Africa.

The FIC became a schedule 3A Public Entity on 5 December 2003 and amongst
the challenges, has been a move away from National Treasury's support. The FIC
reports directly to the Minister of Finance.

The FIC has been at the centre of processes to implement South Africa's anti -
money laundering and combating of the financing of terrorism environment. This
has involved interaction and engagement with a large number of different
stakeholders in the private and public sectors, as well as internationally. It has, for
example, in the private sector involved those financial institutions and businesses
deemed to be vulnerable to being abused by money launderers, while in the
public sector it deals mostly with the supervisory bodies and law enforcement
authorities. 

A major task for the FIC and all other stakeholders has been to develop and
implement measures, which are in keeping abreast with international standards
aimed at reducing the threat of money laundering and terror financing. 

Money laundering is the process by which criminals and criminal syndicates seek
to hide the proceeds of their actions, thereby enabling them to enjoy the fruits of
their crimes and even to reinvest monies for future crimes. The challenge that
money laundering poses to South Africa is that it impacts on government's ability
to deliver on its development objectives. If criminals are allowed to retain their
illegal profits, they are effectively ceded financial power and thereby the ability to
undermine government's own ability to deliver for development. Moreover,
criminals do not pay taxes, thus denying the fiscus funds that should be used in
critical socio-economic causes, such as education, healthcare and housing. 

The measures being implemented by the FIC seek to protect our financial
institutions from being abused in these ways and to create tools for law
enforcement to more effectively prevent laundering activities. 

Some of the achievements the FIC attained during the past year can be
highlighted as follows: 
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ACCOUNTING AUTHORITY'S STATEMENT - Continued

� Started operating fully as an independent public entity on the basis of its own
policies and procedures as prescribed by relevant legislation and to be
informed by the international standard and best practice of other financial
intelligence units; 

� Implemented customer due diligence measures as prescribed in the Act, such
as those that require financial institutions to take steps to verify the identity of
their clients and other measures such as record-keeping and provide training
for staff; 

� Received a total of 15,757 suspicious transaction reports (STRs) from
accountable institutions, many of which are now being received via an
electronic batch reporting mechanism developed by FIC staff; 

� Continued to develop strong links with a range of stakeholders, including
supervisory bodies and investigating authorities; 

� Continued to enhance and develop the FIC IT system to enable it to receive
STRs electronically from accountable and other institutions, as well as
commence with the development of the plan for future systems;

� South Africa participated fully in the activities of the Financial Action Task Force
(FATF) after a successful first Mutual Evaluation process in April 2003 and was
nominated by members to host the FATF Presidency in 2005-2006;

� Headed the South African delegation and participated fully in the activities of
the Eastern and Southern Africa Anti-Money Laundering Group (Esaamlg),
which is the FATF-style regional body; 

� Participated in the activities of the Egmont Group of financial intelligence units
and was nominated to serve on sub-committees dealing with the future
development of the organisation and outreach activities such as training; 

� Has continued to provide training for law enforcement authorities in financial
investigation, authorised officers and other training; and 

� Developed sound financial management, human resource and other support
systems for the ongoing development of the FIC. 

The progress made by the FIC would not have been possible without the active
support and involvement of a wide range of stakeholders. National Treasury staff
members have always been available to provide advice, skills and knowledge,
while other departments and agencies have enthusiastically participated and
supported the FIC in realising all its objectives. The UK High Commission
provided for an experienced trainer to develop and run training programmes.  
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ACCOUNTING AUTHORITY'S STATEMENT - continued

All these instances of support are acknowledged and gratefully accepted.

A materiality and significant framework for the audit of the FIC's accounts was
developed in consultation with the Office of the Auditor General and subsequently
approved. This was applied to the financial year under review and no occurrences
requiring action were identified.

Finally, it is my pleasure to thank and congratulate all FIC staff members for their
efforts, steadfast adherence to the FIC vision and the many hours of overtime put
in over the past year. Their commitment and dedication provided the foundation
for the successes of the Financial Intelligence Centre over the past financial year
and a basis for it to achieve its long-term goals.

Murray Michell
Director: Financial Intelligence Centre
31 August 2005
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005

The Financial Intelligence Centre ("the FIC") 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. 

Parliament passed the Act after extensive engagement of the need to protect the
Republic of South Africa's democratic Constitution and the rights afforded to all its
citizens and its institutions from the activities of criminals and criminal syndicates.
It sought to ensure the sound health of the country's financial system by
preventing it from being contaminated and undermined by flows of "dirty" money
derived from proceeds from crime. It simultaneously created a tool for law
enforcement to minimise money laundering and reduce organised criminal
activities. The Act is based on the understanding that money laundering is a
problem for which the solution is not only national action, but also international co-
operation. 

The principles of the legislation are based on the standards developed by the
Financial Action Task Force ("the FATF"). These standards are expressed through
the 40 Recommendations on anti money laundering (AML), which provide
measures to be implemented by member countries. 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. 

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, since which time 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. 

In the aftermath of the September 11, 2001 attacks in the United States of
America, the FATF developed an additional set of 9 Special Recommendations
on Terrorist Financing. These Special Recommendations 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. In South Africa, the provisions to combat the financing of
terror are incorporated into the Protection of the Constitution and Democracy and
Terrorism and Related Acts (POCDATARA) Bill that was implemented from 20
May 2005.
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued

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

� criminalises money laundering;
� requires financial institutions to implement customer due diligence measures

and provide reports to a financial intelligence unit;
� establishes a financial intelligence unit; and
� enables the law enforcement authorities to share information and assist in

international cooperation.

Financial Intelligence Units ("FIUs") were initially created to process and analyse
information obtained from financial institutions, such as banks, on suspected
proceeds of crime and money laundering activities. The FIC started to receive the
first suspicious transaction reports (STRs) in February 2003. By the end of the
financial year 2004-2005, the FIC had received a total of 24,228 suspicious
transaction reports from accountable institutions. A total of 15,757 such reports
were made in the year under review. 

The FIC has sought to maintain a focus on developing a solid basis for its future
development. Originally started as a project from within the National Treasury, it
has become a fully independent and self-sufficient public entity. It is gradually
building its staff complement while developing and training its staff with the
appropriate skills required to carry out their responsibilities. During the year under
review, the FIC has also modelled and confirmed the business and workflow
processes which will provide the platform on which the future Information
Communication Technology (ICT) systems will operate. Finally, the Centre has
continued 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.

The Financial Intelligence Centre is located outside the public service, but within
the public administration in terms of section 195 of the Constitution and is
constituted as a juristic person. It is funded from the national budget and is
accountable through the Minister of Finance to Parliament. The Minister of
Finance may direct the FIC on matters that materially affect public policy or the
FIC's strategic direction. 

The FIC has responsibility for providing leadership in the implementation of the
Republic of South Africa's anti money laundering and combating of financing of
terrorism ("AML/ CFT") environment. 

The FIC is an independent public entity, which seeks to provide the investigating
authorities with information gained from reports made to it by accountable
institutions. These investigating authorities include the:

6



DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued

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

The FIC has a relationship with the various supervisory bodies as listed in
Schedule 2 of the Act. The purpose is for the FIC to facilitate these Bodies to be
able to fulfil their responsibilities as set out in the Act. The Act requires them to
monitor and 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:

� 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 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 FIC or who is the subject of a report to the FIC.

The FIC has adopted a phased approach to its full establishment since it became
operational in February 2003. During this time it has sought to model and test its
future plans against practice, thus enabling it to alter and amend the details of its
rollout plans in response to experience and changing circumstances. 

The FIC's mandate is to focus on several core areas in respect of developing and
implementing anti-money laundering and combating of the financing of terrorism
("AML/ CFT") environment in South Africa and they are as follows:

� Identify the proceeds of crime and terror finance;
� Prevent and reduce money laundering and terrorist financing activities;
� Exchange information with law enforcement and other financial intelligence

units;
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued

� Monitor the compliance of accountable institutions, as well as supervisory
bodies in respect of their AML/ CFT obligations;

� Formulate policy and its implementation in respect of money laundering and
the financing of terrorism;

� Advise the Minister of Finance and through him, Cabinet, in respect of AML/
CFT;

� Meet and live up to the international obligations and commitments required of
the FIC and South Africa as a country.

The FIC is not itself an investigative body. The FIC does not deal with all manner
of financial crime such as fraud or other forms of commercial crime. 

Mission

The mission of the Financial Intelligence Centre is: 

to establish and maintain an effective policy framework and operational capacity
to provide high quality, timeous financial intelligence for use in the fight against
crime, money laundering and terror financing in order for South Africa to protect
the integrity and stability of its financial system, develop economically and be a
responsible global citizen. 

Vision

The vision of the FIC seeks to ensure that it:

strives to be the leading player in the aggressive combating of money laundering
and terror financing to reduce crime for the benefit of South African citizens today
and in the future, and earn the trust, respect and support of our stakeholders for
the quality of our information, and be internationally recognised for the
sustainability of our organisation, the loyalty and achievements of skilled staff and
the success of our efforts. 

Strategic Objectives

During the year under review the FIC considered and adopted several medium
term strategic objectives in order to meet its mandate fully. These strategic
objectives provide the primary framework for the FIC's short and medium term
planning. The strategic objectives therefore also provide a basis for medium term
accountability to the Minister of Finance.
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued

These strategic objectives are for the FIC to endeavour that it:

� Provides information that is relevant, of high quality and boosts enforcement
on a non-partisan basis
The FIC should at all times provide to stakeholders, both domestic law
enforcement as well as international financial intelligence units, information of the
utmost integrity and of the highest quality, thus enabling immediate and thorough
investigations.

� Supports regular, high profile, enforcement successes
The FIC should provide active analytic and other support to law enforcement
investigations and projects to enable successes. This means that the FIC analytic
capability should be located close to law enforcement investigations and should
provide active backup to these. 

� Endeavours to become a sustainable and capable institution
The FIC was established in 2003 and has only two years of experience behind it.
The organisation needs to be strengthened so that it may sustain its operations and
ensure transfer of skill and knowledge. It should become a learning organisation,
which seeks to integrate the knowledge and skills of its entire staff, so that this
provides a platform for future direction and activities.

� Seeks to become an employer of choice
Any potential employee should consider the FIC and the existing staff members as
a preferred employer, which seeks to develop staff and to provide career-pathing
opportunities in a supportive working environment. 

� Strives to ensure full intergovernmental stakeholder participation
The FIC should play its role as the institution primarily responsible for developing
a coordinated and integrated approach to the development of a comprehensive
anti money laundering and terrorist financing environment. This environment will
require the full participation of the various stakeholders within government,
enabling each of these to contribute their skills and facilities to a common objective. 

� Operates within a compliant and supportive AML/CFT environment
minimising threats
The FIC will seek to develop full compliance by institutions and individuals in which
they seek to put into effect and implement measures and approaches to eliminate
money laundering and terrorist financing on a voluntary basis. 

� Endeavours for South Africa to be viewed as a regional champion and
international leader
As a result of the successes achieved in the dynamic and integrated pursuit of its
AML/ CFT objectives, South Africa will gain a reputation as a leader in AML/ CFT
standards implementation and its successes will be regarded as best practice.
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued

Structure of the FIC

In order for the FIC to effectively and efficiently carry out its mandate and fulfil its
strategic objectives, it is structured into four separate operational divisions, each
falling under a Senior Manager, namely:

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

The next section will outline some of the activities undertaken by each of these
divisions in the year under review. 

Organisational Structure
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued

OPERATIONAL DIVISIONS WITHIN THE FIC

1. MONITORING AND ANALYSIS

The monitoring and analysis functions of the FIC are carried out in terms of the
international standard set by the Financial Action Task Force (FATF) which
recognised the importance and centrality of financial intelligence units in
protecting a country's financial sector when, in its revised 40 Recommendations
of 2003, it stated 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" (FATF Recommendation 26).

The FIC only focuses on money laundering and financing of terrorism and thus
collects and processes information that it may make available to investigative
authorities in order that they may carry out investigations. In doing this the FIC
seeks to "add value" to the reports it receives by processing the information
against its own, internal database, as well as comparing this to other databases.
As the FIC becomes more firmly established, so its database will develop and
become a comprehensive repository of information on financial transactions. It
will also consolidate the elements needed for it to fully play its role as the co-
ordination centre for an integrated anti-money laundering and terrorist-financing
regime in South Africa. 

As a result, the FIC works closely with the range of different stakeholders in the
private sector, with the relevant government departments and with the various
international stakeholders. In this way, the FIC is required to mediate a special
type of relationship between these parties, while situated in a space between the
private and public sectors.

Suspicious Transaction Reports (STRs)

Towards the end of the financial year there was a significant increase in the
reports received by the FIC, it increased by 186% from 8 471(2003/4) to 24
228(2004/5). This increase can be ascribed to the development and
implementation of a batch-reporting tool. This tool has been designed by the FIC's
Information Technology Department and has been provided to institutions that
report in large quantities. This has resulted in a sharp increase in reports received
from approximately 500 per month in the previous year to an excess of 1 200 per
month in the year under review.
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued 

Requests

The FIC has been training and raising general awareness in Law Enforcement
Agencies (LEAs), particularly around their use of formal requests for information.
This has resulted in an increase in the number of requests for information
received by the FIC. During the financial year under review the FIC has received
92 local requests and 107 international requests for information. Many of these
are part of on-going investigations. 
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued

Suspicious transaction reports (STRs), referrals and projects

The FIC does not refer single STRs to law enforcement agencies, but rather a
product, which may include information reported via STRs. This is done under the
hypothesis that intelligence provided should be integrated into the intelligence
base of a law enforcement agency and investigated in line with the mandate of
that particular agency.

The FIC has never contemplated achieving a 1: 1 ratio between STRs received
and matters referred to law enforcement. Typically the FIC referrals may involve
information from a number of STRs where there is some underlying link in the
information reported to the FIC. 

It is expected that this trend will increase as the FIC knowledge base increases.
Information in a STR reported to the FIC may therefore only be referred to law
enforcement agencies at a future date when subsequent information reported to
the FIC leads a trigger that this should receive attention from law enforcement
agencies. The FIC also supplies information drawn from STR's to law
enforcement agencies upon request where this information will be used in a
pending investigation. It is also possible that the information from a particular STR
may be referred to law enforcement agencies on more than one occasion. It is
therefore not practical to express the number of matters referred to law
enforcement agencies as a percentage of, or in relation to, the number of reports
received.
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued

Training

During the year under review the FIC conducted training courses utilising trainers
from within the FIC, the Asset Forfeiture Unit (AFU), the Special Investigating Unit
(SIU or "Cobras") and an anti-laundering specialist from the United Kingdom
sponsored by the British High Commission. 

The training included courses for: 

� Financial Investigators (FI);
� Authorised Officers (AO); and 
� Prosecutors. 

Participants in these courses were drawn from the South African Police Services
(SAPS), the National prosecuting Authority (NPA), the South African Revenue
Services (SARS), the Directorate of Special Operations (DSO or "Scorpions") as
well as officials from within the FIC. The training courses were conducted in Cape
Town, Pretoria and Durban.

The FIC has also participated in the provisioning of other training initiatives, such
as the following:

� The Certificate in Money Laundering Control presented at the University of
Johannesburg;

� South African Reserve Bank College training for its staff members;
� Asset Forfeiture Unit training for its staff members and members of the

task team; and
� Accountable institutions in form of presentation. 

2. COMPLIANCE AND PREVENTION

The work of the Compliance and Prevention (CAP) division with the FIC focuses
on ensuring that all supervisory bodies, accountable institutions and reporting
institutions as defined in Schedules 1, 2, and 3 of the Financial Intelligence
Centre Act 38 of 2001 (the Act) comply with their obligations as imposed on them
under the Act.

Accordingly, the CAP division liaises closely on an ongoing basis with supervisory
bodies, accountable institutions, reporting institutions and law enforcement
agencies to ensure that each stakeholder fully understands the nature of their
obligations under the Act and what the FIC expects of them. The CAP division
strives to gain a comprehensive understanding of the issues and challenges
facing supervisory bodies, accountable institutions, reporting institutions and law
enforcement agencies. Accordingly, the CAP division provides guidance and 
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued

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, which are listed in scheduled
2 of the Act. One of the core functions of the CAP division is to inform, advise and
collaborate with the supervisory bodies. CAP is furthermore, required to monitor
and give guidance to these bodies and if necessary assist them in their functions
to ensure that accountable institutions comply with the Act. 

During the year under review the CAP division has undertaken the following
activities:

� Actively engage with supervisory bodies, specifically the Registrar of Banks, to
ensure that the control measures in Chapter 3 of the Act and the Money
Laundering Control Regulations have been fully implemented;

� At the request of the Registrar of Banks, the CAP assisted in the inspection of
the five major domestic banks in the country regarding their compliance with
the requirements of the Act, during January and February 2005.

Accountable and Reporting Institutions

The Financial Intelligence Centre is required to monitor and provide guidance to
these accountable and reporting institutions, as listed in Schedules 1 and 3 of Act
respectively, and other persons regarding their progress and compliance with the
Act. 

During the year under review the CAP division received and responded to 498
questions from the public about the Act and its application, through the FIC
Feedback box.

Table of public queries managed by CAP is as follows:

Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar
Month 04 04 04 04 04 04 04 04 05 05 05 05 Total

Number
38 89 39 40 44 49 34 40 20 21 37 47 498queries
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued

Training and Public Awareness 

To assist the public, the division has embarked on a process of publishing
frequently asked questions on the FIC website: www.fic.gov.za. The most
commonly asked questions derived from the public queries have been
incorporated into the frequently asked questions with answers and published on
the FIC website. The first round of frequently asked questions consisting of 31
questions have been posted on the FIC website. The practice of publishing these
questions and answers will be continued to ensure that stakeholders and the
public have easy access to this information.

The CAP division is furthering its public awareness mandate through frequent
media releases on compliance issues to the print media and broadcasting. The
division also played an instrumental role in informing the public about
amendments to the Act. This was achieved through numerous media releases in
the press by drawing the public's attention to their obligations in terms of the new
anti-terror financing legislation (Protection of Constitutional Democracy Against
Terrorist and Related Activities Act, No 33 of 2004).

The CAP division is actively involved in various training initiatives as part of
ensuring compliance and in further developing awareness. 

3. LEGAL AND POLICY DIVISION

The work of the Legal and Policy division covers two areas of responsibility,
namely administration of the Act and engaging with international and regional
policy forming and standard setting.

Administering the Act

Administering the Act entails the activities that are aimed at implementing the Act,
such as the promulgation of regulations and exemptions under the Act, and
ensuring that the Act and its regulations and exemptions remain current by
initiating amendments to these when necessary.

Sections 21(2) and 46(2) of the Act took effect on 1 July 2004. These provisions
deal with the obligation of accountable institutions to establish and verify the
identities of persons who had been existing clients at 30 June 2003. The
provisions make it an offence for an accountable institution to transact with such
clients unless the institution has the required information to establish and verify
the clients' identities.
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued

After indications from certain categories of accountable institutions that they will
not be able to comply with these provisions when they took effect, the FIC
prepared an exemption for the Minister of Finance to relieve some of the pressure
that would otherwise have been placed on these institutions. As a result the
Minister exempted banks and certain providers of investment services from
immediate compliance with section 21(2) of the Act. These exemptions were
made conditional on the fact that the relevant institutions have to complete the
processes to establish and verify the identities of different classes of their existing
clients by different target dates.

During the latter half of the year under review, the banking sector embarked on
the launch of a low-cost basic banking product (the Mzansi account) which would
offer banking services to mass-market clients and potential clients who do not
make use of banking services. In order to facilitate access to this product and to
minimise the compliance costs associated with the full range of obligations under
the Act, the FIC prepared for the Minister a revised version of an existing
exemption for banks from of these obligations. The Minister promulgated the
revised exemption in November 2004 which allows banks to provide basic
banking products, such as the Mzansi account, on the basis of establishing and
verifying the client's name, identity number and date of birth only.

Following the close of the period for amnesty applications under the Exchange
Control and Amnesty and Amendment of Taxation Laws Act, 2003, the need arose
for financial advisers to assist their clients in dealing with offshore funds pending
the determination of their amnesty applications. However, if a financial advisor
knowingly dealt with, or advised a client on how to deal with funds, which the
advisor knew to be the proceeds of an exchange control contravention or tax
evasion, it would give rise to a reporting duty under section 29 of the Act. As a
result an exemption from the duty to report suspicious or unusual transactions
was promulgated in November 2004. This exemption applies to financial advisors
who assist clients while the determinations of the clients' amnesty applications
are pending and relieves such advisers from the duty to report transaction
involving funds which were disclosed in amnesty applications.

In the course of monitoring compliance with the Act it became apparent that there
is a lack of statutory supervisory powers in relation to money laundering controls
among supervisory bodies and the FIC alike. There is also a need for structures
to facilitate the exercise of supervisory powers, should such powers be allocated
to the FIC and supervisory bodies. These issues were identified as weaknesses
in the Act, which will have to be addressed by means of amendments to the Act.
The process of developing draft legislation to address these weaknesses started
in the latter half of the past financial year. It is foreseen that draft legislation will
be finalised and that consultation with stakeholders will take place during the
2005/2006 financial year and that draft legislation will be introduce in Parliament
during the following financial year.
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued

4. INTERNATIONAL

The Legal and Policy Division of the FIC also has responsibility for coordinating the
relationship on the international policy front. South Africa is now a member of the
key international anti-money laundering institutions - the Financial Action Task Force
which sets and monitors the international standards (of which it became a member
in June 2003), its regional structure, the Eastern and Southern Africa Anti Money
Laundering Group (ESAAMLG) (which it joined in August 2002), while the Financial
intelligence Centre has belonged to the Egmont Group of financial intelligence units
since June 2003. Each of these organisations have expectations of South Africa (the
first country on the African continent to develop a comprehensive AML/CFT regime)
in giving direction regarding matters impacting on Developing Countries.

Through participation in these structures in the AML/ CFT environment, South Africa
also interacts with the World Bank (WB), International Monetary Fund (IMF), the
United Nations (UN), the Basel Committee on Banking Principals, the International
Organisation of Insurance Supervisors, Interpol, and others, which give direction to
the implementation of standards and direction for the work of the FIC and its various
stakeholders. This interaction creates a new set of demands and the need for
coordination with the relevant government departments in South Africa.

The FIC staff members have acted as assessors and participated in the various
international Mutual Evaluations. 

Refer to the attached Annexures A, B and C for more details on FATF, ESAAMLG
and EGMONT respectively.

5. ADMINISTRATIONS AND SUPPORT

The objectives of the Administrative Support Services division within the FIC are to
provide a professional and efficient financial management, administrative and
human resource support base to the FIC and its staff members. It does this by
developing and implementing policies and procedures, along with appropriate
operating procedures and systems for the following functions:

� 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. 
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued

The FIC, having started off as a project from within the National Treasury is now
a "stand-alone" statutorily independent public entity, thus requiring that all the
policies and procedures required under legislation are located within the FIC as
a separate organisation to the National Treasury. The year under review has
seen the full separation of these functions and processes and their movement
to the FIC. Accordingly it has also employed appropriate staff to fulfil these
responsibilities and to enable the FIC to function independently and in a self-
sufficient manner. 

The FIC operates within a Human Resources policy framework signed off by the
Minister. It has started on a recruitment campaign to fill the remaining mission-
critical posts and thereafter to bring additional staff. The Human Resources
division has implemented a comprehensive training schedule to ensure that all
staff are fully inducted to the FIC, are made aware of the Act and its functioning
and equipped with the skills they need in order to fulfil their job descriptions. 

The remuneration paid or receivable to the officials of the FIC, in the year under
review, is as follows:

Director (12 months) 949 978
Chief Financial Officer (4.5 months) 218 421
Senior manager: Monitoring and Analysis 673 486
Senior manager: Compliance and Prevention (4 months) 305 832
Senior manager: Legislation and Policy 658 412

2 806 129

During the year, officials have been seconded to the FIC for periods of time under
its management to support it in its efficient functioning. 

The FIC's Information and Communication Technology  (ICT) division responsible
for providing highly secure IT systems for the FIC so that it may carry out its work. 

This includes providing support to the FIC to ensure that the ICT 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 year the ICT Division has continued to enhance the existing
infrastructure to enable the optimal functioning of the Monitoring and Analysis
Division. It has refined the reporting functionality and abilities to enable the first
batch reporting from accountable institutions. 
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued

The division has embarked on a process to develop the FIC's future ICT
requirements in consultation with several partner organisations. This process will
culminate in the development of the FIC full ICT system. The process has
focussed on the business and workflow processes which are already operational,
as well as anticipating those that will come on stream when the new reporting
obligations for accountable and reporting institutions take effect. This process is
envisaged to last at least three years before final development. 

The FIC will continue to develop reporting requirements, which are electronic and
web-based and done through the internet. South Africa remains amongst the first
countries to make this a requirement. The standard reporting form can be found
on the FIC website: www.fic.gov.za.

The FIC's future system is envisaged to be able to support the operations of the
FIC, especially the Monitoring and Analysis division. This requires that it be able
to effectively deploy and maintain business systems to provide for real time online
data collection and utilise state of the art technology.

The FIC's ICT division will continue to be supported by an optimally resourced
team of ICT and business engineering professionals to ensure that the deployed
ICT delivers. The ICT team should also be dynamically responsive and adaptive
to the ever-changing needs of the FIC and the environment within which it is
located and functions.

As has been previously explained in Annual Reports, this implementation approach
has had an impact on the FIC's expenditure patterns. Parliament originally allocated
R12 million for use by the FIC in the financial year 2002 followed by R35 million in
the financial year 2003 and R37 million in the financial year 2004. However, it is
again important to note that these allocations were made prior to an implementation
plan having been developed or the roll out process benchmarked against the
experience of other countries. Therefore the FIC has been granted permission to
retain the initial allocations while the expenditure against the establishment process
has been relatively limited. However, as recruitment has started to pick up during this
year and the ICT systems development work has started to take place, the funds
currently available to the FIC will be utilised during the next financial year. This
situation is explained in the financial statements for the financial year 2004-2005. A
request will be made to retain the accumulated surplus for the 2004-2005 financial
year and for these funds to be made available over the next financial year. 

The FIC has an exemption from section 51(1)(a)(ii) of the PFMA to 31 March
2006, which relates to a system of internal audit and the establishment of an audit
committee. This is to enable the FIC to review the impact on it of other legislation
and the obligations this places on it, its officials and other stakeholders in
performing its strategic objectives. The FIC is in consultation with the National
Treasury in this regard, as well as other matters of non-compliance, which have
an impact on the Centre and its officials in fulfilling its strategic objectives.
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued

The Financial Intelligence Centre has been given an unqualified audit report by
the Auditor-General for the 2004-2005 financial year. 

CHALLENGES

The Financial Intelligence Centre has identified a number of challenges facing it
in the short to medium term and which form part of its strategic plans in the
forthcoming year. Certain of these challenges exist external to the FIC, while
others exist within the organisation. 

In summary, the challenges identified include: 

External to the FIC 

� There is a need to establish a proper basis for AML/ CFT matters in South
Africa to be handled within a risk-based compliance framework;

� Identify continuously in cooperation with relevant stakeholders the threats
which might undermine the development and implementation of AML/ CFT
environment in South Africa;

� Rigorously implement a compliance regime for Accountable Institutions so
that they implement diligently the AML/ CFT control measures and may be
closely monitored in doing so; 

� Promulgate and implement those provisions in the Act requiring cash
thresholds, electronic transfer and cross-border reporting obligations. This
will require the full implementation of the FIC's ICT development process;

� Clarify the FIC's supervisory role in relation to compliance monitoring, as
there are a range of sectors and accountable institutions that do not have
supervisory bodies and for which the FIC therefore has become the default
supervisor; 

� Continue working closely with law enforcement authorities so that all parties
fully understand and comprehend their responsibilities and obligations in
terms of the Act for the purpose of ensuring successful investigations and
prosecutions;

� Similarly, continue working closely with the Supervisory bodies to better
understand their roles and responsibilities. This would require amendments
to their legislation or the FIC Act, or both which should also provide these
bodies with powers to impose penalties on accountable institutions that were
not in compliance with the legislation; 
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued

� Increase public awareness through a continuous and consistent
communication process; and

� Engage with international organisations and institutions.

Internal to FIC

The FIC intends to develop its own capacity and ability to implement and enforce
South Africa's new AML/CFT control measures. In order to do this, the FIC will
need to: 

� Carry out a review of the Act to address anomalies identified through
experience since its promulgation;

� Develop and better understand how a risk-based approach to compliance
may be monitored by the FIC; 

� Continue building capacity, recruit and oversee the 'secondment' process
from other departments. This requires an evaluation of skills and
competency requirements and setting out a staff development programme
linked to an equity strategy;

� Develop a strategy to retain the key intellectual capacity as well effectively
manage knowledge within the organisation to ensure this becomes
institutional memory;

� Create processes and facilities to build internal and external capacity - for
example, with the development of a FIC "Academy"; 

� Undertake Organisationl Development interventions in order to integrate
the elements of the mission, vision mandate and strategic objectives
dovetail with measures to ensure the development of common values,
information sharing and learning and other similar aspects of
organisational culture;

� Develop standard operating procedures (SOPs) and systems manuals - for
example, policy and procedures for all of the FIC operations;

� Give enhanced attention to the supervisory role of the FIC itself. This will
require a process to establish an FIC regional presence in regions; 

� Prepare a strategy for the establishment of satellite offices to provide a
basis to undertake compliance monitoring and analysis support to law
enforcement; 
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DIRECTOR'S REPORT FOR THE YEAR ENDED 31 MARCH 2005 - continued

� Equip the Monitoring and Analysis unit with additional and relevant tools.
This requires a multi-skilled, supported and capacitated workforce of
analysts who understand fully the operations of different institutions and
stakeholders; 

� Establish an administrative and operational infrastructure for typologies
work and the ability to better analyse trends and methods for policy
development; and 

� Continue scoping and developing the ICT infrastructure of the FIC so that
the reporting sectors may report directly and in an integrated manner. The
IT system developed for the FIC should provide it with an infrastructure
and tools to operate for a number of years in a sustainable manner.

FINANCIAL MANAGEMENT HIGHLIGHTS

REVENUE 2005 2004

Parliamentary allocation 21,866 37,000 
Other income 29 - 
Interest received 4,485 4,181 

26,380 41,181 

EXPENDITURE

Armotisation 79 1 
Depreciation 609 502 
Other operating costs 6,008 3,028 
Professional Fees 972 837 
Staff costs 7,887 3,044 

15,555 7,412 

Expenditure 15,555 7,412
Capital expenditure 1,472 586

Total expenditure 17,032 7,998

Total expenditure % to Parliamentary allocation 78% 22%
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ANNEXURE A

Financial action Task Force (FATF)

The Financial Action Task Force (FATF) was established in 1989 as an inter-
governmental body to develop international standards and promote policies, both at
national and international levels, to against money laundering (AML) and to combat
the financing of terrorism (CFT). These AML/ CFT standards are expressed in the
forty recommendations on money laundering and the nine special recommendations
to combat the financing of terrorism. 

The Presidency of the organisation is shared amongst on an annual basis between
members. The Republic of South Africa was asked to host the Presidency for FATF
XVII, an enormous honour, and Cabinet subsequently appointed Professor Kader
Asmal, MP to this position with effect from July 2005.

The FATF functions as a "policy-making body" working to generate the necessary
political will to bring about national legislative and regulatory reforms in these areas.
The FATF also regularly examines methods and techniques of money laundering
and terrorist financing to ensure the continued relevance of its policies and
standards. The mandate of FATF was renewed in May 2004 for an 8-year period.

The FATF monitors its members' progress in implementing AML/counter-terrorist
financing (CFT) measures, reviews money laundering and terrorist financing
techniques and counter-measures, and promotes the adoption and implementation
of appropriate measures globally. In performing these activities, the FATF
collaborates with other international or regional organisations and bodies involved in
combating money laundering and the financing of terrorism.

The FATF is currently comprised of 31 member countries (from six continents) and
two regional organisations (the European Commission and the Gulf Co-operation
Council). The FATF's member countries are: Argentina; Australia; Austria; Belgium;
Brazil; Canada; Denmark; Finland; France; Germany; Greece; Hong Kong, China;
Iceland; Ireland; Italy; Japan; Luxembourg; Mexico; Netherlands; New Zealand;
Norway; Portugal; the Russian Federation; Singapore; South Africa; Switzerland;
Spain; Sweden; Turkey; the United Kingdom; and the United States. The People's
Republic of China became an observer on 21 January 2005.

The FATF has also developed partnerships with an important number of international
and regional organisations in order to constitute a global network of organisation
against money laundering and terrorist financing. The FATF's primary partnerships
are with the 8 FATF-Style Regional Bodies (FSRBs) which group, on a regional
basis, countries that have committed to implementing the FATF Recommendations
and have agreed to undergo a mutual evaluation of their AML/CFT systems. In
addition, the FATF has developed partnerships with different international
organisations, in particular, the United Nations, the Egmont Group, the
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ANNEXURE A - continued

International Monetary Fund and the World Bank.

The FATF performs the following tasks:

� Sets international AML/CFT standards: The FATF develops international
AML/CFT standards (the "FATF 40+9 Recommendations") as well as
additional interpretation or guidance and best practices.

� Monitors compliance with AML/CFT standards: The FATF monitors the
compliance of its members with the FATF 40+9 Recommendations through a
peer or mutual evaluation process.

� Promotes worldwide application of the FATF standards: The FATF
encourages the universal applicability of FATF standards by supporting FATF-
style regional bodies (FSRBs) in all parts of the world and partnerships with
international and regional organisations.

� Encourages compliance of non-FATF members with FATF standards: The
FATF urges non-member countries to implement AML/CFT standards through
its co-operation with the FSRBs, as well as through various mechanisms
designed to encourage countries to adhere to international standards, such
as the non-cooperative countries and territories (NCCT) initiative and
technical assistance needs assessments (TANA). 

� Studies the methods and trends of money laundering and terrorist financing:
The FATF examines current typologies on an ongoing basis to ensure that its
AML/CFT policy-making is relevant and appropriate in dealing with the
evolving ML/FT threat. 

This past year, FATF XVI under the Presidency of France, emphasised building
the worldwide AML/CFT network. Two new FATF-style regional bodies (FSRBs),
the Eurasian Group (EAG) and the Financial Action Task Force for the Middle
East and North Africa (MENAFATF) were formed and the Peoples Republic of
China was accepted as an observer to the FATF. 

During the year the FATF published Special Recommendation IX on cash couriers,
which augments international AML/CFT standards, was published together with an
Interpretative Note and a paper on international best practices in this area.

The third round of mutual evaluations started in early 2005 and is based on the
revised FATF 40+9 Recommendations of 2003 and uses the common evaluation
methodology endorsed in February 2004. This round of evaluations will continue
until mid 2008, at which time all FATF members will have been evaluated.

26



ANNEXURE A - continued

The FATF reviewed the Non-Cooperative Countries and Territories (NCCT)
initiative. The AML systems of 47 countries and territories were examined during
this process, and 23 jurisdictions were listed. With the exception of the three
countries remaining on the list at present (Myanmar, Nauru and Nigeria), all listed
countries have made legislative reforms and put concrete measures into place as
required in order to comply with international AML standards. 

The annual typologies exercise opened a new channel for co-operation between
the FATF and the FSRBs through the joint experts' meeting held with the Council
of Europe MONEYVAL Committee and focused on alternative remittance
systems, vulnerabilities in the insurance sector human trafficking and illegal
immigration, recent trends in drug related trafficking and wire transfers. 

The members of the South African delegation have participated in all FATF
activities. In addition FIC staff members participated as evaluators in the Mutual
Evaluations of three FATF members, during the year under review. South Africa
was also invited, as the future FATF President was asked to become part of the
Contact Group to liaise with the Peoples Republic of China regarding its possible
membership of the FATF. South Africa is also a member of the FATF Steering
group. 

It is the intention of the South African Presidency to focus FATF XVII on the
following issues for the 2005-2006 year:

� Use as its starting point the need for an increased awareness of and
engagement by countries on human rights issues in the context of anti-
money laundering and combating of the financing of terrorism efforts; 

� Raise issues relating to the impact of the international standards on cash-
based economies;

� Seek to incorporate and integrate issues of corruption with that of the AML/
CFT standards to ensure the success of these latter measures;

� Consolidate the relationships with regional bodies and global network of
institutions; and

� Interact with the components of the private sector on a regional as well as a
global basis.
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ANNEXURE B

Eastern and Southern Africa Anti-Money Laundering Group (ESAAMLG)

The Eastern and Southern Africa Anti-Money Laundering Group (ESAAMLG) is a
Financial Action Task Force-style regional body ("FSRB") and was established in
1999. It consists of fourteen member countries in the region, namely: the Republics
of Botswana, Kenya, Malawi, Mozambique, Mauritius, Namibia, South Africa,
Seychelles, Tanzania, Uganda, Zambia, and Zimbabwe, and the Kingdom's of
Lesotho and Swaziland. 

Member countries recognise that the prevalence of organised crime and the
operation of criminal syndicates in the region require a coordinated and dedicated
response. All 14 member countries have signed up to a Memorandum of
Understanding which commits them to the following key objectives:

� Adopt and implement the anti-money laundering measures contained in the
Recommendations of the Financial Action Task Force; 

� Apply anti-money laundering measures to all serious crimes in their countries; 

� Implement any other measures contained in multi-lateral agreements relating to
money laundering; and 

� Implement initiatives to which they subscribe for the prevention and control of
the laundering of proceeds of all serious crimes.

Notwithstanding these intentions many countries have struggled to implement the
provisions, mainly as a result of lack of resources. Much attention has been focused
on developing a strategic plan for the organisation alongside the development of
country strategic plans in which plans have been set out outlining how countries will
develop and implement AML/ CFT measures within their jurisdictions. A workshop
coordinated by the ESAAMLG Commonwealth Secretariat and the Financial
Intelligence Centre was held in Cape Town for all ESAAMLG member countries to
initiate the country strategy process. A major focus of these country plans are to
enable them to introduce their AML/ CFT systems - from drafting legislation allowing
them to criminalise money laundering and financing of terrorism; the implementation
of the laws, including customer due diligence, record-keeping and reporting by
financial institutions; the establishment of financial intelligence units; the investigation
and prosecution by competent authorities; and international cooperation. A crucial
dimension for all countries is that they participate in mutual evaluations and
incorporate planning for this in the strategic plans. 

Many countries in the region have yet to demonstrate full commitment to the
implementation of AML/ CFT measures. In addition the ESAAMLG Secretariat
itself has struggled with a shortage of resources and capacity. The Republic of
South Africa through the Financial Intelligence Centre and other departments has
made a full commitment to assisting the ESAAMLG and will consider deploying
capacity in the region to ensure that its own efforts are not undermined by lack of
movement by others in the region. 

28



ANNEXURE C

Egmont Group of Financial Intelligence Units

The Egmont Group of Financial Intelligence Units has now extended its
membership to the financial intelligence units (FIUs) from 104 countries. The
main purpose for the Egmont Group is to facilitate and enable the sharing of
information between financial intelligence units and development of expertise and
meets three times a year for this purpose. The Financial Intelligence Centre
became a member in June 2003. Presently there are only two other FIUs from the
African continent - Egypt and Mauritius. It is anticipated that this situation will
change in the next three years as countries within the ESAAMLG region establish
FIUs and these start to function. 

The Egmont Group was formed and has existed as an association of different
financial intelligence units. It is separated into working groups to focus on Legal,
Training and Outreach issues. Many countries have expressed the need for
greater coordination and cohesion and for the Egmont Group to function as an
organization with an administration and budget. This process to develop
recommendations on the future of the Group is being led by the Fintrac of Canada
through a Heads of FIUs Committee. 

The Egmont Group provides many of the practitioners who provide detailed
content in the FATF Typologies exercises, thus very practically demonstrating
how and enabling operational issues to inform policy-making (FATF).

The Financial Intelligence Centre, mainly through the Monitoring and Analysis
division, participates in the Egmont training group and has responsibility for
creating awareness and facilitating training activities within the Southern African
region as well as the Heads of FIUs process to develop recommendations on the
future of the Group. The Financial Intelligence Centre has agreed to cooperate
with the United Nations Office on Drugs and Crime (UNODC) and the ESAAMLG
to provide awareness and training for countries in the region. This awareness is
important for countries as they develop their legislation and are presently
considering the future functioning of their FIUs. 
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REPORT OF THE AUDITOR-GENERAL TO PARLIAMENT ON THE FINANCIAL

STATEMENTS OF THE FINANCIAL INTELLIGENCE CENTRE FOR THE YEAR ENDED 31
MARCH 2005

1.      AUDIT ASSIGNMENT

The financial statements as set out on pages 33 to 47, for the year ended 31 March 2005, 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 4 and 20 of the Public Audit Act, 2004 (Act No. 25 of

2004) and section 15 of the Financial Intelligence Centre Act, 2001 (Act No. 38 of 2001) (FIC

Act). These financial statements, the maintenance of effective control measures and compliance
with relevant laws and regulations are the responsibility of the accounting officer. My

responsibility is to express an opinion on these financial statements and compliance with

relevant laws and regulations applicable to financial matters, 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.

The audit was completed in accordance with Auditor-General Directive No. 1 of 2005.

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 at 31 March 2005 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 (GAAP) and in the manner required by the Public

Finance Management Act, 1999 (Act No. 1 of 1999) (PFMA).
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4. EMPHASIS OF MATTER

Without qualifying the audit opinion expressed above, attention is drawn to the following

matters:

4.1 Non-compliance with the Treasury Regulations

Section 31.3 of the Treasury Regulations requires a public entity with funds under management

to establish an investment policy, approved by the accounting authority. For the year under
review the FIC did not have an approved investment policy.

4.2 Non-compliance with the FIC Act

Section 12 of the FIC Act requires all staff members to undergo security clearance prior to the

initial appointment. During the year under review, the security screening of staff members has

not been carried out and the security clearance certificates have not been obtained prior to the
appointment of the staff members becoming effective.

5. APPRECIATION

The assistance rendered by the staff and management of the Financial Intelligence Centre
during the audit is sincerely appreciated.

WP Strauss

for Auditor-General

Pretoria

20 September 2005



ANNUAL FINANCIAL STATEMENTS

31 March 2005

The Annual Financial Statements for the year ended 31 March 2005, set out in
pages 33 to 47 have been approved by the Accounting Authority in terms of
section 51 (1) of the Public Finance Management Act, No 1 of 1999 on 31 May
2005, and are signed on their behalf by:

_________________________ _________________________
Murray Michell Alice Puoane
Director Chief Financial Officer
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Income statement for the year ended 31 March 2005

2005 2004
Note R'000 R'000

Revenue
Total revenue 21,895 37,000
Parliamentary allocation 2 21,866 37,000
Other income 3 29 -

Expenses 15,555 7,412
Amortisation 6 79 1
Depreciation 7 609 502
Other operating costs 4 6,980 3,865
Staff costs 5 7,887 3,044

Profit from operations 6,340 29,588

Interest received 4,485 4,181

Net surplus for the year 10,825 33,769
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Balance sheet as at 31 March 2005

2005 2004
Note R'000 R'000

Assets
Non-current assets
Intangible assets 6 388 8
Property, plant and equipment 7 1,420 1,016

Current assets 77,514 65,791
Accounts receivables 499 10
Prepayments 246 599
Cash and cash equivalents 8 76,769 3,865

Total assets 79,322 66,815

Funds and Liabilities

Funds and reserves
Accumulated surplus 76,740 65,915

Current liabilities 2,582 900
National Treasury 9 - 301
Accounts payable 10 1,913 318
Provisions 11 669 281

Total funds and liabilities 79,322 66,815
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Statement of changes in funds for the year ended 31 March 2005

Accumulated
Surplus

R'000

Balance at 31 March 2003 32,169

Prior period errors (23

Restated balance at 31 March 2003 32,146

Restarted surplus for the year 33,769

Net surplus for the year 33,807

Prior period errors (38

Restated balance at 31 March 2004 65,915

Net surplus for the year 10,825

Balance at 31 March 2005 76,740
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Cash flow statement for the year ended 31 March 2005

2005 2004
Note R'000 R'000

CASH FLOW FROM OPERATING ACTIVITIES

Cash receipts 21,759 36,432

Cash paid to suppliers and employees (13,185 (7,113

Cash generated from operations 12 8,574 29,319

Interest received 4,485 4,181

Net cash inflow from operating activities 13,059 33,500

CASH FLOW FROM INVESTING ACTIVITIES

Additions to intangible assets 6 (459) (9)
Additions to property, plant and equipment 7 (1,013) (577)

Net cash outflow from investing activities (1,472) (586)

Net increase in cash and cash equivalent 11,587 32,914

Cash and cash equivalents at beginning of year 65,182 32,268

Cash and cash equivalents at en of year 8 76,769 65,182
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Accounting policies to the Annual Financial Statements for the year ended
31 March 2005

1. BASIS OF PREPARATION

The financial statements are prepared in accordance with the historical cost
conventions and are consistent in all material respects with those applied in
the previous year, except as otherwise indicated. The financial statements
incorporate the following accounting policies, which conform with South
African Statements of Generally Accepted Accounting Practice.

1.1 Financial instruments

The financial instruments recognised in the balance sheet consists of cash at
bank and cash equivalents, accounts receivable and accounts payable. The
carrying amounts of these financial instruments, net of provision for losses,
approximate their net fair value:

-  Cash and cash equivalents are measured at fair value;
-  Accounts receivable are subject to normal trade credit terms and provisions

are made for long outstanding amounts; and
-  Accounts payable are subject to normal trade credit terms and relatively

short payment cycle

1.2 Leases

Leases are classified as operating leases where substantially all the risks and
rewards of ownership are not transferred to the lessee and, therefore remain
with the lessor. Operating lease expenses are charged against surplus on a
systematic basis over the term of the lease.

1.3 Property, plant and equipment

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

The annual depreciation rates used are:

- Computer equipment 33.33 %
- Furniture and Fittings 16.66 %
- Office Equipment 20.00 %
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Accounting policies to the Annual Financial Statements for the year ended
31 March 2005 - continued

Office equipment was depreciated at a rate of 25 % in prior years and this
represents a misapplication of an established accounting policy.
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 the operating profit.

1.4 Intangible assets

Intangible assets comprise of identifiable, non-monetary assets without
physical substance. An intangible asset is recognised when it is probable that
the expected future economic benefits that are attributable to the asset will
flow to the entity and the cost of the asset can be measured reliably. After
initial recognition, intangible assets shall be carried at their respective costs
less any accumulated amortisation and any accumulated impairment losses.

Amortization is calculated on a straight line basis to allocate the depreciable
amount of the intangible assets on a systematic basis over the useful life.

The annual depreciation rates used are:

-  Computer Software 50.00 %

1.5 Taxation

The Financial intelligence Centre is exempt from income tax in terms of
provisions of section 10 (1)(cA)(I) of the Income Tax Act.

1.6 Revenue recognition

1.6.1 Income

Revenue is recognised on an accrual basis and represents the amounts
received and receivable by the FIC. Initial recognition of revenue does not
include uncollectible amounts in the estimate.

In terms of section 14 of the Financial Intelligence Centre Act, 2001 (Act
no 38 of 2001), FIC will be  funded by:
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Accounting policies to the Annual Financial Statements for the year ended
31 March 2005 - continued

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

1.6.2 Interest income

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

1.7 Employee entitlements

1.7.1 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 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 the current salary rates.

1.7.2 Termination benefits

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

1.7.3 Retirement benefit costs

The FIC contributes to a defined contribution plan in respect of services,
the contribution are recognised in the staff costs.

1.8 Accumulated surplus

FIC is allocated an annual budget by Parliament to fund its activities as
defined by the Financial Intelligence Centre Act. It has to apply for retention
of its surplus from the National Treasury.

1.9 Cash and Cash equivalents

Cash includes cash on hand and cash with banks.

For the purposes of cash flow statement, cash and cash equivalents comprise
cash on hand and cash held in the bank.
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Accounting policies to the Annual Financial Statements for the year ended
31 March 2005 - continued

1.10 Provisions

Provisions are recognised when the FIC has a present legal or constructive
obligation as 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 balance sheet date and adjusted to reflect the current best
estimate. 
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Notes to the Annual Financial Statements for the year ended 31 March 2005

2005 2004
2. PARLIAMENTARY ALLOCATION R'000 R'000

Parliamentary allocation 21,866 37,000

Pariliament allocates an amount to the Financial Intelli-
gence Centre in terms of an approved budget submission.

3. OTHER INCOME

Recoveries 29 -

4. OTHER OPERATING COSTS

Accounting fees 684 730
Administration fees 13 -
Audit fees 150 (47
Advertising 232 160
Advisory and facilitation services - 29
Bank charges 21 11
IT expenses 572 454
Conferences 20 -
Courier and postage 3 2
FATF presidency 463 -
Office consumables and refreshments 46 15
Printing and stationery 291 30
Insurance 79 19
Legal fees - 107
Media, subscriptions and library 469 82
Membership fees 170 155
Public awareness 249 -
Professional fees 288 -
Research fees 399 77
RSC levies 19 10
Recruitment Fees 176 748
Telephones, fax and internet 151 73
Subsistence and accommodation - local 141 70
Subsistence and accommodation - international 361 189
Travel - local 484 238
Travel - overseas 1,021 651
Staff training 335 15
Workshops 134 41
Write off - small assets 9 6

6,980 3,865
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Notes to the Annual Financial Statements for the year ended 31 March 2005
- continued

2005 2004
R'000 R'000

5. STAFF COSTS

Salaries 7,028 2,962
Provisions for performance bonus 580 -
Group life 23 -
Medical aid expenses 47 45
Provident fund 180 31
Unemployment insurance fund 22 5
Compensation commissioner 7 1

7,887 3,044

6. INTANGIBLE ASSETS
Computer
Software

31 March 2005
Net carrying value - opening 8
Cost - opening 9
Accumulated amortisation - opening (1
Additions 459
Amortisation (79
Net carrying value - closing 388
Cost - closing 468
Accumulated amortisation - closing (80

31 March 2004
Net carrying value - opening -
Cost - opening -
Accumulated depreciation - opening -
Additions 9
Amortisation (1
Net carrying value - closing 8
Cost - closing 9
Accumulated amortisation - closing (1
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Notes to the Annual Financial Statements for the year ended 31 March 2005
- continued

7. PROPERTY, PLANT AND EQUIPMENT
Computer Office Furniture Total
Hardware Equipment & Fittings

31 March 2005
Net carrying value - opening 956 60 - 1,016
Cost - opening 1,475 78 - 1,553
Accumulated depreciation - opening (519) (18) - (537)
Additions 510 430 73 1,013
Depreciation (572) (36) (1) (609)
Net carrying value - closing 894 454 72 1,420
Cost - closing 1,985 508 73 2,566
Accumulated depreciation - closing (1,091) (54) (1) (1,146)

31 March 2004
Net Carrying value - opening 868 72 - 940
Cost - opening 740 259 - 999
Reclassification - cost 161 (184) (23)
Accumulated depreciation - opening (26) (9) (35)
Reclassification - accumulated depreciation (7) 6 (1)
Additions 446 150 - 596
Depreciation (385) (98) - (483)
Reclassification - depreciation (101) 82 (19)
Reclassification - cost 128 (147) (19)
Net carrying value - closing 956 60 - 1,016
Cost - closing 1,186 409 - 1,595
Reclassification - cost 289 (331) (42)
Accumulated depreciation - closing (411) (107) - (518)
Reclassification - accumulated depreciation (108) 89 - (19)

2005 2004
R'000 R'000

8. CASH AND CASH EQUIVALENTS

Cash at bank and on hand 76,769 65,182

For the purposes of the cash flow statement, cash and cash equivalents
comprise cash on hand and cash held in the banks.
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Notes to the Annual Financial Statements for the year ended 31 March 2005
- continued

2005 2004
R'000 R'000

9. NATIONAL TREASURY

Claims payable - 301

The above payable in the year ended 31 March 2004, was in respect of salary
expenditure paid by the National Treasury on behalf of the Financial Intelligence
Centre.

10. TRADE PAYABLES

Accruals 1,601 318
Salary related accruals 312 -

1,913 318

11. PROVISIONS

Provision for leave 89 281
Opening balance 281 59
Movement in provision (192 222

Provision for performance bonuses 580 -
669 281

12. RECONCILIATION OF SURPLUS TO 
CASH GENERATED BY OPERATIONS

Surplus for the year 10,825 33,769

Adjustments for:
Amortisation 79 1
Depreciation 609 502
Leave provision (192 222
Interest received (4,485 (4,181

Operating surplus before working capital changes 6,836 30,313

Working capital changes: 1,738 (994
(Increase)/decrease in accounts receivable (136 (568
(Decrease)/increase in accounts payable 1,874 (426

Cash generated by operations 8,574 29,319
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Notes to the Annual Financial Statements for the year ended 31 March 2005
- continued

13. PRIOR PERIOD ERRORS

Correction of error relating to miscalculation of depreciation which was based
on a diminishing method instead of straight line basis as per the adopted
accounting policy. Correction of reclassification of computer hardware from
office equipment and decapitilising maintenance service contracts of printers
to IT maintenance expenses.

Included in the accumulated depreciation is an amount of R4,555.00 arising
from a misapplication of an established accounting policy to depreciate office
equipment at an annual rate of 25 % instead of 20 % on a straight line basis.
The erroneously applied accounting policy as disclosed in 2003/2004 annual
financial statements is consistent with that of 2002/2003 annual financial
statements. The change will result in a decrease of depreciation.

2004 2003
R'000 R'000

Decrease in depreciation due to misapplication 
of accounting policy (4 (1
Increase in depreciation due to reclassification 23 1
Increase in IT expenses 19 23
Decrease in retained surplus at the end of 2004 38 23

Increase in Computer hardware - cost 128 161
Decrease in Office equipment - cost (147 (184
Increase in IT maintenance expenses (19 (23
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Notes to the Annual Financial Statements for the year ended 31 March 2005
- continued

14. OPERATING LEASE

The FIC leases a photocopying machine for a period of three year. The
operating lease will expire on 31 May 2007.

2005 2004
R'000 R'000

Not later than one year 60 46
Later than one year and not later than five years 65 66

125 112

Photocopy equipment 1:

The operating lease is the rental of photocopying equipment. The lease
agreement was entered into effective 1 August 2003 and was estimated to be
operational for a period of three years, expiring on 30 April 2005. The lease
contract is expected to be operational in the foreseeable future pending
renewal negotiations.

Photocopy equipment 2:

The operating lease 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. The remaining contract
period is twenty six months.

15. ACCUMULATED SURPLUS

Approval to retain the accumulated surplus for the financial year ended 31
March 2004 was received on the 31 August 2004 from the National Treasury
for the amount of R66 million.
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Notes to the Annual Financial Statements for the year ended 31 March 2005
- continued

16. TEMPORARILY IDLE ASSETS

The following asset, a Dell server asset number FICCH00127 amounting to
R50,809.33 has been acquired during the financial year ended 31 March
2005 and has not been brought to use. Approval has been requested from the
National Treasury to allocate the FIC with segment of their network, so that
FIC's human resources and financial systems, applications and database can
be administered internally in the above mentioned server. The above
submission has subsequently been approved with the effective
implementation date of 06 September 2005.

No depreciation has been recognised on the above asset for the financial year
ended 31 March 2005.

The estimate of the useful life of the asset has been reviewed and it was
concluded that it will remain unchanged.

17. EVENTS AFTER THE BALANCE SHEET DATE

Subsequent to the balance sheet date a revised invoice has been received
from the Cape Town International Convention Centre, for hiring of a venue to
host the FATF plenary to be held from the 13 to 17 February 2006. The
amount of the current liability originally raised has been increased with
R54,083.00 to cater for additional delegates that were excluded from the
original invoice. The effect is as follows:

2005 2004
R'000 R'000

Increase in current liabilities 54 -
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Materiality and Significance Framework for the year ended 31 March 2005

1. BACKGROUND

This document was developed to give effect to the May 2002 amendment to
the Treasury Regulations, whereby the following new requirement was placed
on public entities:
Section 28.1.5 - "For purposes of material [sections 50(1), 55(2) and 66(1) of
the Public Finance Management Act (PFMA)] and significant [section 54(2) of
the PFMA], the accounting authority must develop and agree a framework of
acceptable levels of materiality and significance with the relevant executive
authority in consultation with the external auditors."

SAAS 320.03 defines materiality as follows:

"Information is material if its omission or misstatement could influence the
economic decisions of users taken on the basis of the financial statements.
Materiality depends on the size of the item or error judged in the particular
circumstances of its omission or misstatement. Thus, materiality provides a
threshold or cut-off point, rather than being a primary qualitative characteristic
which information must have if it is to be useful."

Accordingly we will be dealing with this framework under two main categories,
being quantitative and qualitative aspects. 

The policy is set out hereunder. 

2. QUANTITATIVE ASPECTS

2.1 MATERIALITY LEVEL

In pursuance of monitoring of fair presentation of financial statements, we have
instituted specific procedures to evaluate the aggregate of uncorreted mis -
statements and the potential, undetected misstatements, both qualitative and
quantitative.

We have set the materiality level at R54 665.00, being 0.25% of revenue.
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Materiality and Significance Frameworkfor the year ended 31 March 2005 
- continued

� Funding of the FIC

Given that the FIC is an entity funded primarily by its parliamentary allocation
preference is given to revenue as basis for defining the level of materiality.

� Statutory requirements

The FIC is a statutory body that has been formed to give effect to the Financial
Intelligence Centre Act, and has been listed as a Public Finance Management
Act (PFMA) Schedule 3A public entity with effect 5 December 2003. We
accordingly decided to give preference to a relatively low level of materiality
due to it being so closely governed by various acts and the public
accountability and responsibility it has to stakeholders.

In assessing the control risk of the FIC, and concluding a low materiality level
at 0.25% cognisance was given to the following factors;

� The Director and the CFO are closely involved in the day to day operations of
the FIC and authorise and approve all purchases and payments;

� The function of financial management and administration is outsourced to a
reputable firm; and

� The volume of transactions is still relatively small.

3. QUALITATIVE ASPECTS

Items or transactions may be material not due to the amounts involved, but on
qualitative grounds. These qualitative grounds may include amongst other the
following:

� New ventures that the FIC has entered into.
� Unusual transactions entered into that are not of a repetitive nature and are

disclosable purely due to the nature thereof due to knowledge thereof
affecting the decision making of the user of the financial statements.

� Transactions entered into that could result in reputational risk to the FIC.
� Any fraudulent or dishonest behaviour of an officer or staff of the FIC at senior

or management level.
� Procedures/processes required by legislation or regulation (e.g. PFMA and

the Treasury Regulations).
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Materiality and Significance Framework for the year ended 31 March 2005 
- continued

4. APPLICATION OF THE FIC MATERIALITY AND SIGNIFICANCE
FRAMEWORK TO THE PFMA

The table below indicates the FIC's application of materiality and significance
on the relevant sections of the PFMA.

50

PFMA SECTION QUANTITATIVE ASPECTS QUALITATIVE ASPECTS

Section 50

(1) The accounting authority for a
public entity must -

(c) on request, disclose to the
executive authority responsible
for that public entity or the
legislature to which the public
entity is accountable, all
material facts, including those
reasonably discoverable, which
in any way influence the
decision or actions of the
executive authority or that
legislature; and

Any facts discovered which in
aggregate exceed the materiality
figure which will be calculated on a
yearly basis in terms of paragraph 2.1

1. Any item or event of which
specific disclosure is required by
Law.

2. Any facts discovered by which its
omission or misstatement, in the
opinion of FIC, could influence the
decisions or actions of the
executive authority or legislature.

Section 55
Annual report and financial statements

(2) The annual report and financial
statements referred to in
subsection (1)(d) must-
(a) fairly present the state of affairs

of the public entity, its business,
its financial results, its
performance against predeter-
mined objectives and its
financial position as at the end
of the financial year concerned;

(b) include particulars of-

any material losses through
criminal conduct and any
irregular expenditure and
fruitless and wasteful
expenditure that occurred
during the financial year.Any
criminal or disciplinary steps
taken as a consequence of
such losses or irregular
expenditure or fruitless and
wasteful expenditure;

1. Losses through criminal conduct -
all losses that are legally
confirmed and if the amount
exceeds the materiality level.

2. Losses through irregular/fruitless
/wasteful expenditure where
transactions/actions are legally
confirmed - if the amount exceeds
the materiality level as
determined in section 2.1.

The following will be taken into
account in measuring materiality for
presentation:·
� Disclosure requirements,
� Compliance with legislative

requirements, regulations and
policies,

� Possible unauthorised expenditure
that must be listed and reported.

1. Losses through criminal conduct -
all losses that are legally confirmed
and if the amount exceeds the
materiality level.

2. Losses through irregular/fruitless
/wasteful expenditure where
transactions/actions are legally
confirmed - if the amount exceeds
the materiality level as determined
in section 2.1.



Materiality and Significance Framework for the year ended 31 March 2005 
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51

PFMA SECTION QUANTITATIVE ASPECTS QUALITATIVE ASPECTS

Section 66 (1)
Restrictions on borrowing, 
guarantees and other commitments

(1) An institution to which this Act
applies may not borrow money or
issue a guarantee, indemnity or
security, or enter into any other
transaction that binds or may bind
that institution or the Revenue
Fund to any future financial 
commitment, unless such 
borrowing, guarantee, indemnity,
security or other transaction-

(a) is authorised by this Act, and

(b) in the case of public entities, is
also authorised by other legislation
not in conflict with this Act.

All transactions not in compliance with
Section 66 (1).
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