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MONEY LAUNDERING IN PUERTO RICO 

'l'HURSDAY, .JULY 25, 1985 

U.S. SENATE, 
PEB.MANEN'l' SUBCOMMITTEE ON INVESTIGATIONS, 

COMMITTEE ON GOVERNMENTAL AFFAIRS, 
Washington, DC. 

The subcommittee met at 9:40 a.m., in room SD-342, Dirksen 
Senate Office Building, under authority of Senate Resolution 76, 
section 13, dated March 2, 1983, Hon. William V. Roth, Jr. (chair
man of the subcommittee) presiding. 

Members of the subcommittee present: Senator William V. Roth, 
Jr., Republican, Delaware; Senator Warren B. Rudman, Republi
can, New Hampshire; Senator Sam Nunn, Democrat, Georgia; and 
Senator Albert Gore, Democrat, Tennessee. 

Members of the professional staff present: Daniel F. Rinzel, chief 
counsel; Eleanore J. Hill, chief counsel to the minority; Katherine 
Bidden, chief clerk; Charles Morley, chief investigator; Glenn Fry, 
investigator, Paul Barbadoro, staff counsel; Sarah Presgrave, execu
tive assistant to the chief counsel of the majority; Charles Osolin, 
press secretary; Debby Kamans, Carla Martin, Colm Connelly, and 
Chris McAndrews, staff assistants. 

[Senators present at the convening of the hearing: Senators Roth 
and Rudman.l 

OPENING STATEMENT OF CHAIRMAN ROTH 

Chairman ROTH. The subcommittee will please be in order. 
The Permanent Subcommittee on Investigations has a longstand

ing tradition of investigating organized crime in America. In recent 
years, we have concentrated our attention on money laundering, a 
rapidly spreading and widely misunderstood tool of organized 
crime elements. We have had considerable success with this effort, 
such as the passage of our amendments to title 31 and the Foreign 
Evidence Act. 

Nevertheless, it is very frustrating to find large pockets of non
compliance with the Bank Secrecy Act in the banking industry, too 
often minimal or nonexistent enforcement in the Government's 
bank regUlatory apparatus. The Government continues to pros
ecute bankers, drug traffickers, and launderers. The committee has 
held hearings on it, and yet here we are once again confronted 
with what appears to be numerous examples of ignorance of the 
law, negligent disregard and criminal noncompliance with the pro
visions of the Bank Secrecy Act, this time in Puerto Rico. 

On June 6, 1985, Federal agents raided 10 banks and bank 
branches and arrested 17 persons, most of them bank officials in 

(l) 
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one of the largest money laundering investigations in the United 
States. I want to congratulate the task force responsible for this 
action. The task force is, of course, made up of the Department of 
Justice, FBI, IRS, DEA, as well as others. 

Upon learning about this problem, we immediately sent senior 
members of our staff to Puerto Rico to evaluate the situation and 
our objectives were quite specific. We wanted to determine the 
nature and scope of violations in Puerto Rico; we wanted to deter
mine what possible set of circumstances could lead to so many 
bank employees violating the Bank Secrecy Act in one location; 
and we hoped to determine what could be done to prevent this type 
of noncompliance in the future in Puerto Rico and everywhere else. 
We will hear the results of these inquiries today. 

N ow the suggestion has been raised that all this dirty money in 
Puerto Rico is merely tax evasion money; that tax evasion is a kind 
of sport wherein hundreds of rich players buy bearer certificates of 
deposit under a phony name with the help of understanding bank
ers. We are told that nothing serious is going on and that we can 
rest assured that no one would accept drug money. 

I would like to clear up that misconception right now. Bank em
ployees who knowingly help people evade taxes are committing a 
crime. They are corrupt. The fact is that widespread corruption of 
employees in the banking industry is an open invitation to narcot
j.cs money laundering. And in the case of Puerto Rico, as is all too 
common elsewhere in the United States, the narcotics money laun
derers have arrived. It is up to all of us to run them out, and I just 
want to reemphasize that it is money laundering that enables the 
illicit drug industry to exist, and we are not going to be satisfied in 
this subcommittee until we end this kind of money laundering, for 
whatever reason. 

Frankly, I find it incredible to hear that so many of the bearer 
certificates of deposit in Puerto Rico are held for tax evasion pur
poses. Does this mean that some elements of the financial institu
tions in Puerto Rico are built on a foundation of crime? Does this 
mean that lying, cheating, and corruption are tacitly accepted by 
certain elements of the banking community? These are very, very 
troubling questions. 

And once again we have the ephemeral banking regulators flit
ting from one banking institution to another, oblivious to situations 
you would have to be blind to miss. 

I will be very frank, I find it very hard to wonder what these reg
ulators were doing, were doing back in 1982, 1983, 1984 when the 
FBI, the Justice Department and others were making an investiga
tion. You know, sometimes I become concerned we pass new laws, 
create a new agency and we think we solve a problem. But too 
often nothing happens. 

Bearer certificates of deposit are an excellent case in point. This 
may come as a surprise to the Federal Home Loan Bank Board, but 
failure to keep detailed identifying records with respect to certifi
cates of deposit is a violation of the Bank Secrecy Act. Knowingly 
failing to do so is a crime. It took our investigators only a matter of 
minutes in several banks to find case after case of such violations. 
Some have had all the earmarks of criminal violations. Now the 
Federal Home Loan Bank Board regulators didn't catch these in-
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credible violations because in most cases they apparently simply 
gave the Bank Secrecy Act check sheet to their appropriate bank 
officials to complete. The results were predictable. 

It is instructive to note that in 1983, the Federal Home Loan 
Bank Board examined 2,185 savings and loans nationwide, includ
ing Puerto Rico, and found only two Bank Secrecy Act violations, 
whereas in the same year, the FDIC found 10 of the 11 Puerto 
Rican banks examined to be in some form of noncompliance with 
the act. I can give you a number of other illustrations. 

At this point in the l'ecord I will insert that information and also 
my prepared statement. 

[The information referred to was marked exhibit No.1 and fol
lows. Chairman Roth's prepared statement also follows:] 
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EXHIBIT NO, J 

MEMORANDUM 

'1'0: Puerto Rico M:mey Laundering File 
m::M: Co1m Connolly 
DI\TE: July 22, 1985 
RE: FHLBB Examination Data 

I. Statistical S1.lIll1'mY of FHLBB Semiannual Examination Results as regards 
the Bank Secrecy Act 

Date Nurrber of Nurrber of Nurrber of NImtler of Nurrbar of 
Report Institutions Institutions I1.@ports cases cases 
Filed Examined in violation received fran referred to referred to 
with of BSA Treasury of Directcr Treasury 
Treasury apparent 

violations 
(of OES) 

3/12/80 1,806 7 0 0 0 
8/28/80 1,736 7 0 0 0 
2/18/81 1,490 J 0 0 0 
8/5/81 1,622 4 1 0 0 
2/19/82 1,542 3 0 0 0 
9/15/82 1,531 7 0 0 0 
2/23/83 1,352 4 2 0 0 
8/19/83 1,131 2 0 0 0 
2/9/84 1,054 0 0 0 0 
8/9/84 959 0 1 0 0 
2/21/85 947 0 1 0 0 
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II. cCl1'I!?-Lrison of 1"HLB13 ood FDIC l!:xrunl.nation Findings as regards Bank 
Secrecy Act violations 

~ 
illQ ill! 1982 1983 1984 

# of institutions ~543 3112 3073 2483 2013 
examined 

# of institutions 14 11 10 6 0 
in violation 

% found to be in .39 .35 .33 .24 0 
violation 

~ 

Ii of institutions 6776 6655 5787 3608 2054 
examined 

# of institutions 497 988 1150 697 461 
in violation 

% found to be in 7 15 20 19 22 
violation 

III. Totals for 1980 - 1984 

~ 

# of Exams 14,224 
# of violations 41 
% .01)288 

fQ!Q 

# of Exams 24,880 
H 0:C violations 3,793 
% 15 
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PREPARED STATEMENT OF CHAIRMAN ROTH 

The Permanent Subcommittee on Investigations has a long-standing tradition of 
investigating organized crime in America. In recent years we have concentrated our 
attention on money laundering, a rapidly spreading und widely misunderstood tool 
of organized criminal elements. We have had some significant successes in this 
effort, such as the passage of our amendments to Title 31 and the Foreign Evidence 
Act. 

Nonetheless, it is still frustrating to find large pockets of noncompliance with the 
Bank Secrecy Act in the banking industry, and minimal or nonexistent en~orcement 
in the government's bank regulatory apparatus. The government continues to pros
ecute bankers, drug traffickers and launderers. We and other committees hold ex
tensive hearings on the subject. The news media is full of stories of the devastating 
effect of the drug trade and money laundering-the glue that holds it together. And 
yet here we are once again, confronted with what appears to be numerous examples 
of ignorance of the law, negligent disregard and criminal noncompliance with the 
provisions of the Bank Secrecy Act; this time in Puerto Rico. 

On June 6, 1985, Federal agents raided 10 banks and bank branches and arrested 
17 persons, most of them bank officers, in one of the biggest money laundering in
vestigations in U.S. history. We immediately sent senior members of our staff to 
Puerto Rico to evaluate the situation. Our objectives wel'e quite specific: We wanted 
to determine the nature and scope of violations in P..terto Rico; we wanted to deter
mine what possible set of circumstances could lead to so many bank employees vio
lating the Bank Secrecy Act in one location; and we hoped to determine what could 
be done to prevent this type of noncompliance in the future-in Puerto Rico or any
where else. We will hear the results of these illquiries today. 

Now the suggestion has been l'llised that all this dirty money in Puerto Rico is 
merely tax evasion money-that tax evasion is a kind of sport wherein hundreds of 
rich players buy bearer certificates of deposit under phony names, with the help of 
understanding bankers. We are told that nothing serious is going on and that we 
clln rest assured that no one would accept drug money. 

I would like to clear up any misconception right now. Dank employees who know
ingly help people evade taxes are committing a crime. They are corrupt. The fact is 
that widespread corruption of employees in the banking industry is an open invita
tion to narcotics money launderers. And in the case of Puerto Rico, as is all too 
common elsewhere in the U.S., the narcotics money launderers have arrived. It is 
up to all of us to run them out. 

Frankly, I find it incredible to hear it so widely ackowledged that many of the 
bearer cel·tificates of deposit in Puerto Rico are held for tax evasion purposes. Does 
this mean that some elements of the financial institutions in Puerto Rico are built 
on a foundation of crime? Does this mean that lying, cheating and corruption are 
tacitly accepted by these elements in the banking community? These are very trou
bling questions, 

And once again we have the ephemeral bank regulators flitting from one banking 
institution to another, oblivious to situations you would have to be blind to miss. 
Bearer certificates of deposit are an exce!lent case in point. This. may come as a sur
prise to the Federal Home Loan Bank Board but failure to keep detailed identifying 
records with respect to certificates of deposit is a violation of the Bank Secrecy Act. 
Knowingly failing to do so is a crime. It took our investigators a matter of minutes 
in several banks to find case after case of such violations. Some had all the ear
marks of criminal violations. '1'he Home Loan Bank Board regulators didn't catch 
these incredible violations because in most cases they apparently simply give the 
Bank Secrecy Act check sheet to the appropriate bank officials to complete. The re
sults were predictable. 

It is instructive to note that in 1983 the Federal Home Loan Dank Board exam
ined 2185 savings and loans nationwide, including Puerto Rico, and found 2 Bank 
Secrecy violations, whereas in the same year, the Federal Deposit Insurance Corpo
ration found 10 of the 11 Puerto Rico banks examined to be in some form of non
compliance with the Act. In 1984, the Bank Board found zero violations out of 1,906 
examinations nationwide. In Puerto Rico alone, the FDIC found 6 of the 7 bunks 
examined in noncompliance. Now this either means that the savings and loans are 
models of compliance with the Act, or that the Board just is not doing its job. There 
is little question in our minds that the latter is the case: The Federal Home Loan 
Bank Board has consistently dropped the ball regarding enforcement of the Bank 
Secrecy Act. In the entire history of the Act, since its passege in 1970, the Board has 
referred a grand total of 2 financial institutions to the '1'reasury Department for 
civil penalties, none for criminal penalties. These figures are based on the Boards' 
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own summaries, extracts of which I will introduce into the record. A~parently the 
Board and its examiners have no idea of the significance of the Acts value in at
tacking organized criminal g'roups. They must not read the newspapers. Unfortu
nately, their negligence has allowed a t()tally intolerable situation to perpetuate 
itself for years to the great detriment of the financial institutions-and the citizens 
of Puerto Rico. 

Now I want to make it clear that I do not believe the lack of enforcement by the 
Federal Home Loan Bank Board is the excluRive responsibility of the current leader
ship of the Board. The Board or"'iously has many other critical duties to which it 
must devote its attention. The PI volem is a long standing one and I am more inter
ested in seeking solutions than in assessing blame. 

In fact, I am pleased that our investigation indicates that most of the banks in 
Puerto Rico have excellent policie8, procedures and compliance records with the 
Bank Secrecy Act. The ingenuity of money launderers is demonstrated by the fact 
that even in the case of some of these banks, corrupt employees nonetheless man
aged to subvert the bank's systems. Thl.' fact remains that though there are no fool
proof mechanisms, those banks that have strong policies and procedures are much 
less likely to be penetrated by the insidious disease of money laundering. 

I have said it before and I will say it again: bankers who help people launder 
money are jUst as much a part of the drug trade as the traffickers themselves, and 
it is time they were tracked down and prosecuted accordingly. I have been a strong 
ncivor.ate of giving our enforcement pesonnel whatevt'r tools they need to fight the 
drug war. I was therefore pleased to cosponsor the Administration's money launder
ing bill recently introduced by Senator 'rhurmond as S. 1335. We will heal' more 
about this bill today from our Justice Department witness. 

I can not overstate the seriousllt'SS 01 the money laundering issue. I have ex
pressed my conct'rn to each of the bank regulatory agencies, the Justice Depart
ment, the Treasury Department and the majol' banking associations. I have urged 
each of them to do everything within their power to insure maximum compliance 
with the Bank Secrecy Act. 'fliis hearing is one more step in this ~rocess. 

As a final point, I think it is important to emphasize that the Issues we are deal
ing with here-our investigation and our findings-concern money laundering and 
do not address the soundness of financial institutions in Puerto Rico. No one, in the 
press, the public or anywhere else should draw the conclusion that our investigation 
of a particular bank 01' savings and loan in any way indicates that that institution 
is in financial trouble. So let me be clear on this. We are NOT talking about issues 
that normally affect the soundness 01' liquidity of' a financial institution. 

Our first witness today is Chuck Morley, the Su·,committee's chief investigator. 

Chairman ROTH. Let me say, apparently the Board and its exam
iners have no idea of the significance of the act's value in attacking 
organized criminal groups. They must not read the newspapers. 
Unfortunately, their negligence has ullowed a totally intolerable 
situation to perpetuate itself for years to the great detriment of the 
financial institutions and the citizens of Puerto Rico. 

I understand the Federal Home Loan Board has other responsi
bilities, that this just didn't develop recently. I think it is impor
tant to know we are deeply concerned as to why this happened and 
how it can be prevented in the future. 

I said before, and I will say it again, bankers who help people 
launder money are just as much a part of the drug trade as the 
traffickers themselves. I hope that message gets out loud and clear. 
It is time they were tracked down, prosecuted accordingly. I am a 
strong advocate of giving our enforcement personnel whatever tools 
they need to fight the drug war. I was happy to cosponsor the ad
ministration's money laundering bill recently introduced by the 
distinguished Senator Thurmond as S. 1335. We will hear more 
about this from our people today. 

I want to emphasize that the issues we are dealing with here 
concern money laundering, and it does not address the soundness 
of financial institutions in Puerto Rico. So no one, the press, the 
public or anyone else, should draw any conclusions one way or the 
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other that our investigation of a particular bank or savings and 
loan in any way involves their solvency. 

With this, I will call upon my distinguished friend and colleague, 
Senator Rudman, for any comments he may have. 

OPENING 8'rATEMENT OF 8ENA'fOR RUDMAN 

Senator RUDMAN. Thank you, Mr. Chairman. I thank you, again, 
for your leadership on these continuing hearings. I would only 
make a brief comment that a cnmmom thread appears to run 
through everything that this committee has looked at on this sub
ject and that is that the authorities who are initially responsible 
for auditing banks and determining a whole variety of things, in
cluding the subject we are talking about this morning, seem to do a 
very poor job throughout the Federal Government. '1'he enforce
ment agencies-the Justice Department, the FBI, the Treasury De
partment-once they get into the situation, they seem to be able to 
find these problems without too much difficulty. As a matter of 
fact, one of our staff who was in Puerto Rico on this investigation 
informed me that contrary to statements made by the Federal om.
cials involved in this particular situation, our staff was able to un
cover evidence of the very kind of violations the chairman has 
spoken of in a matter of, really, a few moments after looking at the 
cash flow figures of the bank on a daily basis. 

I think that is a scathing indictment, frankly, of the people who 
do the work. Obviously, it is one of the reasons the chairman has 
called this hearing. I look forward to hearing the testimony. 

Chairman RO'l'H. On that point, just let me say. every time we 
have a situation arise, they always say-the agenc;, involved-that 
they don't have enough personnel. I just want to underscore what 
Senator Rudman has just said, that it was a matter of minutes that 
our investigators were able to determine some of these violations of 
the law. So that is no excuse. We will not accept it as such. 

At this time, we will call Charles Blau, the Associate Deputy At
torney General of the Department of Justice. You understand, Mr. 
Blau, if you will continue standing, under the rules of our subcom
mittee, everyone is required to take the oath. Would you please 
raise your right hand? 

Do you swear the testimony you will give before the subcommit
tee will be the truth, the whole truth and nothing but the truth, so 
help you God? 

Mr. BLAU. I do. 
Chairman ROTH. I understand you will not be able to testify in 

any detail regarding the Puerto Rican prosecutions because they 
are currently pending. 

Mr. BLAU. That's correct, Mr. Chairman. 
Chairman RO'fH. However, we do appreciate your willingness to 

appear here today to give us some background information regard
ing Operation Tracer, as well as comments regarding the adminis
tration's money laundering bill. 
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'l'ESTIMONY OF CHARLES BLAU, ASSOCIA'fE DEPU'l'Y ATTORNEY 
GENERAL, DEPARTMENT OF JUSTICE 

Mr. BLAU. Thank you, sir. r would like, first, to take the opportu
nity to thank you for the opportunity to appear before this very im
portant. committee and, r think, very important subject. matter. 

r would also like to, if r could, introduce my written statement 
into the record and merely summarize or highlight from that state
ment. 

Chairman ROTH. r would appreciate you doing that. So ordered. 
Mr. BLAU. What r am about to discuss basically is the problem of 

money laundering as we have seen it in Puerto Rico, investigating 
the prosecutive steps we have taken and, finally, some other action 
which the Department of Justice and, r believe, also the Depart
ment of Treasury would ask Congress to consider in t.his area. 

Money laundering is an easy process. It is simply the process by 
which one conceals the existence of illegal source of funds and 
income and disguises the source of those particular funds. Quite 
frankly, it has become a very large business. How large? We're not 
quite sure. The figures range anywhere from on the small side in 
narcotics along from $40 billion to $150 billion annually in the 
country. 

The Attorney General summed up the problem recently when he 
described money laundering as the life blood of the drug syndicate 
and traditional organized crime. I believe this is a very true state
ment in my own experiences in the field. Schemes to wash dirty 
money are often so sophisticated that they involve an intricate web 
of domestic financial institutions and foreign bank accounts, shell 
corporations and other business entities in which funds are moved 
by high-speed electronic means. 

Perhaps even more disturbing, however is the increased willing
ness of professional people, such as lawyers, accountants, bankers 
of all levels from tellers to senior officials, become active partici
pants in money laundering. 

Turning to the question of Puerto Rico; in 1982, upon a noticea
ble increase in the currency flowing from financial institutions in 
Puerto Rico to the Federal Reserve, it was suspected that a similar 
money laundering phenomenon that we discovered early in 1979 in 
South Florida might be in the process of duplicating itself in 
Puerto Rico. 

The Federal Reserve Bank in New York, through its correspond
ent bank, Banco de Ponce, reported 'a tremendous increase in the 
currency flow into Puerto Rico from 1980 through 1982. Puerto 
Rico at the time had 16 commercial banks which had increased 
their assets from approximately $1.6 billion to $11.74 billion for the 
year ending in 1981. 

The Federal Reserve cash analysis for 12 of those banks showed 
that currency movements into Puerto Rico had increased signifi
cantly in 1980 to 1982. Specifically, the annual net surplus curren
cy flowing into the Federal Reserve from Puerto Rico had grown 
from approximately $3.04 million from January of 1980 through 
the end of July 1980 and $528 million from January 1, 1982 
through the end of October 1982, as reflected by a summary pre
pared by the Banco de Ponce for the Federal Reserve in New York. 
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When we looked at those figures, however, the question immedi
ately came up as to how many CTR's had been filed on those 
banks, 16 banks in question, and we ran an analysis of those banks 
and we found that almost none of them had complied with the 
Bank Secrecy Act, and there was almost a total lack of CTR's 
having been filed on the cash in question. 

Internal Revenue Service reviewed the reports submitted by the 
correspondent banks to the Federal Reserve for the years 1980, 
1981, and 1982 and these reflected the majority of the banks in 
Puerto Rico were sending more currency to the Federal Reserve 
than they were receiving and, second, that they also were not re
porting this currency on any CTR's. 

Based upon the information then that we had, the Department of 
Justice and rrreasury joined efforts in Operation Greenback Puerto 
Rico, and we began to funnel and dedicate resources to Puerto Rico 
to determine if we could determine the source of these moneys. 

Undercover operations immediately started, primarily through a 
cooperating individual who had been a DEA source of information 
related to a heroin distribution ring between Puerto Rico and Chi
cago. He made a series of introductions for us where agents were 
placed in contact with bankers and also with currency dealers and 
a series of financial undercover operations then began to develop. 

Thus, Operation Tracer, the designated name for the Florida-Car
ibbean Organized Crime Drug Enforcement Task Force, came into 
being. 

Through monitored undercover currency operations, Greenback 
has identified specific individuals and institutions engaged in ongo
ing money laundering activities in Puerto Rico. We have discovered 
a loosely associated network of local financial institutions acting in 
concert with illegal lottery ticket dealers which we will henceforth 
call dealers. 

This network provided a large range of financial services which 
collectively constitute all the traditional advantages of a "tax 
haven." The dealers, if desired, will provide an apparent legitimate 
source for illicit funds. The institutions will not report cash depos
its, cash withdrawals, cash sale and redemption of bearer bank se
curities 01' the exchange of one form of currency for another. 

The institutions will also provide a secure and federally insured 
depository for and instant access to the currency it has in posses
sion. 

These dealers are, in essence, what I would call currency specula
tors. The commodity involved in this particular instance in Puerto 
Rico involved winning tickets from the Puerto Rican lottery. These 
dealers, in violation of Commonwealth law, purchased winning 
tickets from legitimate winners from the Puerto Rican lottery for a 
slight premium plus the value of the tickets. They then, in turn, 
again in violation of loca.llaw, would sell these winning tickets for 
a higher price to clients who wished to legitimize illicit income, 
thus, a money laundering scheme has been identified and is taking 
place. 

Normally, the dealers would take the client's winning tickets to 
the disbursement office of the lottery. The lottery will then issue, 
for the amount of the tickets, a check payable to the client or to 
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any payee of the client's choosing.The client need not accompany 
the dealer to the paymaster. 

Our investigation also revealed transactions with these dealers, 
some of them had obtained winning tickets from the lottery of 
Puerto Rico without even presenting the required identification to 
the lottery employees. 

These winning checks are, on their face, valid lottery checks and 
in subsequent tax prosecutions are prima facie proof that the payee 
has, as a legitimate source of income, winnings from the lottery of 
Puerto Rico. 

It is virtually impossible to disprove the individuals did not, in 
fact, win the lottery in Puerto Rico as no records are maintained of 
the sale of lottery tickets. 

In answer to your first question, I think, which is a very impor
tant one, DEA intelligence indicates that approximately half a 
dozen suspected major narcotics traffickers have at one time or an
other claimed to have won the lottery in Puerto Rico for amounts 
in excess of $100,000. 

Case in point is a recent income tax prosecution which was re
cently concluded in Miami against a known narcotics dealer by the 
name of Cheo Fernandez, which involved Mr. Fernandez's defense 
that he won two Puerto Rico lottery drawings on the same day of 
$112,000. The defendent, however, was convicted and the jury was 
not impressed with such good luck. 

Information presently available demonstrates the winning lot
tery tickets sold by dealers are widely recognized in the financial 
community and are often suggested by bankers as a simple and ef
fective way to legitimize illicit income. Dealers are likewise aware 
that certain bank officials at local financial institutions in Puerto 
Rico will conduct currency transactions without the filing of the 
report required under the Bank Secrecy Act. 

Undercover agents have been introduced to different dealers; 
winning lottery tickets have been purchased from the dealers who, 
in turn, introduced these undercover agents to local officers of local 
financial institutions. These agents subsequently engaged in cur
rency transactions with the officers of those institutions. Currency 
transactions conducted in violation of the law have either been un
reported violations under title 31, 5313 or falsely reported in vIola
tion of title 18, U.S. Code 1001. 

I should also point out that the undercover agents that we uti
lized in this operation were not posing as the Good Humor man. 
They were there acting as narcotics dealers, and they had little 
trouble dealing with the financial institutions under this setup. 

As a result, the Department has returned approximately 12 in
dictments, has charged 16 persons, and the investigation is ongo
ing. 

As you alluded to, I am precluded, however, from going into the 
specifics. The information that I have given you is part of the 
public record in this particular case. 

The other disturbing part, from our standpoint, is much of the 
conduct encountered in these Puerto Rican investigations, although 
reprehensible from our standpoint, is not prosecutable under our 
current law. When a dealer accepts substantial amounts of curren
cy from a narcotics tt'afficker and gives the trafficker a winning 
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lottery ticket his conduct is, unfortunately, in many instances not 
punishable under title 31 of the U.S. Code. 

Under the Bank Secrecy Act and its implementing regulations, 
before a government can prosecute a dealer, we would have to es
tablish that he was, one, operating as a financial institu.tion under 
the terms defined by law. More importantly and certainly more dif
ficult to do, we would have to prove that the dealer knew about the 
law, that is title 31; that his activities were covered under the law 
and that he specifically knew his obligation to file the necessary 
CTR's to keep the records of his transactions. 

I think what we have come to is, while we have utilized title 31 
as a very important tool, we have basically missed the central 
point of this whole exercise. We have punished basically the filing 
or nonfiling of reports which has been extremely important in 
being able to monitor currency transactions, but we need to have a 
crime which actually defines what we are looking at, that is, the 
crime of money laundering. 

As you know, the President's Commission on Organized Crime 
submitted a report some time ago called, "The Cash Connection: 
Organized Crime, Financial Institutions and Money Laundering." 
And that report, I think, graphically illustrated the problem which 
led us to the conclusion that legislation was needed to define a 
crime called money laundering. 

On June 13, the Attorney General announced that a new bill, a 
bill introduced in the House as H.R. 2785 and 86, and an identical 
bill in the Senate, which is S. 1335. If enacted, it would prescribe 
all types of transactions concerning h\Oney derived from any illegal 
source, including narcotics trafficking and would prescribe the 
knowing receipt of the proceeds of any felony. 

As part of the penalty for the laundering of money, the bill 
would provide for the forfeiture of the money which was illegally 
laundered. In addition, there would be substantial criminal and 
civil fines attached to the particular offense. 

The punishment for the new money laundering statute, which 
we have proposed, is appropriately severe-imprisonment for 20 
years, fined up to the greater of $250,000 or twice the amount of 
money that was involved in the offense. rfhe bill would also provide 
for civil penalties of greater of $10,000 or the amount of money in
volved in the transaction and the forfeiture of all funds involved in 
the transaction. The civil and forfeiture provisions would be in ad
dition to any fine imposed for criminal violation. 

In short, the purpose of this bill is to make the laundering of 
money derived from criminal activity an expensive proposition for 
those who wish to engage in it. The bill is not directly confined to 
money laundering, but like a number of the sections would be par
ticularly useful in dealing with those who handle dirty money. It 
would add a new section under 2322 of title 18 setting out two re
lated but distinct offenses. 

The first offense is knowingly receiving the proceeds of any Fed
eral crime. The offense would be commited by a money launderer 
who received the proceeds of a Federal crime. The second offense is 
bringing into the United States any money or other property which 
had been obtained in connection with a violation of law from a for
eign country, prescribing narcotics trafficking for which the pun-
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ishment would be more than 1 year. This offense was intended to 
reach those foreign drug dealers, who would look to the United 
States as a place in which to invest their illicit profits, and to 
ensure the United States would not become a haven for such activi
ty. 

We recently had a case in Houston which was reported this last 
week where we have seized approximately $4 million from a Mexi
can drug cartel, where the drug cartel was using a Houston bank
ing establishment for a much more attractive investment opportu
nity than a correspondent bank in Mexico. 

In addition to setting out the new offenses, our bill provides sev
eral sections which would make it easier for the investigation of 
money laundering crimes generally and the tracing of the proceeds 
of the crimes. These amendments generally concern the Currency 
Transaction Reporting Act of title 31 and also the Right to Finan
cial Privacy Act. 

Turning, if I could, briefly to the right of financial privacy, one 
of the problems we have had throughout the years in this area is 
basically the notification process that the financial institutions uti
lize when they deal with their customers; when we come in with a 
grand jury subpoena saying we want a particular record. A number 
of these banks have read the Right to Financial Privacy Act as an 
abntty to notify immediately the customers of the existence of that 
subpoena. It doesn't take a very smart person to realize that if you 
are in a bank with illicit funds and you are notified that the Feder
al Government investigative agencies are looking down your 
throat, you will simply fade into the woodwork and that is exactly 
what we have had happen over and over and over again. 

[At this point in the hearing, Senator Nunn entered the hearing 
room.] 

Mr. BLAU. This would allow two things to happen, this change in 
the bill. We would simply ask that a balance be drawn, as it was 
before the act, where a bank employee or bank officer who had fi
nancial information would have a good faith defense to a civil 
action in the event he were sued by the bank customer for disclos
ing that information. 

We believe that this would not only protect the bank customer, 
but certainly would help those people who wish to and would want 
to provide significant criminal information to the law enforcement 
community. 

The other thing we would like to do is amend rule 17 of the Fed
eralrules which would clarify the authority of U.S. District Courts 
to issue orders commanding a person to whom a subpoena duces 
tecum was directed not to notify for a specific time period any 
other person of the existence of that subpoena. Simply, we are not 
asking that they never be notified, we are just asking that it be put 
off until some point in the futUre until the investigation has a 
chance to develop. 

These provisions are intended to prevent disclosure by third 
party record holders, such as banks, legitimate law enforcement in
terests and also to protect the integrity of the investigation which 
is before a grand jury. Premature disclosure has potential for dis
rupting a number of very important investigations, and we have a 
number of examples of that. 
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I think, basically, in essence, what we think would be the appro
priate way to go in this particular area is, one, to define a crime 
money laundering. Let's call it exactly what it is. Let's make it a 
criminal offense to do it. Let's have some substantial penalties to 
make it a very tough business. 

I think that, it is my impression that, organized crime, particu
larly large-scale narcotics crime, cannot function nearly as well 
without the ability to move large sums of money. This is not an 
altruistic business. It is a business in every sense of the word; it is 
a business of money. Until we identify the people that are moving 
money and deal with them appropriately, we will not come to grips 
with this problem. This is what this bill hopes to do, and we urge 
your support for it. Thank you. I will answer any questions you 
have at this time. 

Chairman ROTH. As you know, I am one of the principal sponsors 
of the legislation. I strongly agree that it is critically important we 
make money laundering in and of itself a crime. I think too many 
people look upon it as not a very serious white-collar violation of 
the law, and we have got to change that. 

One of my concerns is that we make certain that all of those who 
would play a part in any way can be held accountable. Of course, 
one of the most difficult problems you have is those who are high 
up the corporate management as to whether or not they are in
volved. Let me ask you this question. 

Under your proposed law, if you can show that an individual 
played Pontius Pilate, I guess, but knew what was going on, could 
he be prosecuted under this proposed legislation? 

Mr. BLAU. Yes, our standard would come at him in two different 
ways. Under the money laundering section and also under the 
second section, which would be to knowingly receive the proceeds 
of a criminal act. Why should we excuse someone who participates 
in a criminal act simply because he is part of a financial institu
tion? It makes no sense. If he is knowingly receiving proceeds of a 
criminal act, he is, indeed, participating in some fashion in the ul
timate success of that act. 

In those instances, we would be able to look to him and the proof 
would be whether we could show that he knew about it. That is one 
we would certainly be willing to take on. 

Chairman ROTH. I think it is critically important that everyone 
from bank presidents on down understand that if they actively 01' 
passively permit money laundering in their banks they are just as 
guilty of being involved in the drug business as the drug dealers 
themselves. 

Until we make them understand that and make them equally re
sponsible, I think we are failing in our job. 

Let me ask you, do you have any idea how much money is being 
laundered, any guesstimates, through Puerto Rico? 

Mr. BLAU. Mr. Chairman, I do not have that information person
ally. I can only say the records that I looked at in 1980 indicate 
that we were seeing a very disturbing trend in much more cash 
coming out of Puerto Rico than what was going in. The question 
that immediately comes to any investigator is, what is the source 
of the cash? Where is it coming from? How much of it is legiti-
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mate? How much of it is not legitimate? And, basically, that is the 
purpose of the investigation. 

Chairman ROTH. Are we talking about millions hundreds of mil
lions or billions? 

Mr. BLAU. I can't give you good figul'es on th,lt. I think the 
'l'reasury Department, the IRS, would be much mo"e competent to 
do that than 1. 

Chairman ROTH. How many financial institution., were involved 
in these indictments? 

Mr. BLAU. Again, as much as I C8.n speak to, we have returned, I 
believe, approximately 12 indictmelLts at the present time. We have 
looked at-we searched nine branches of financial institutions 
doing business in Puerto Rico as a result of--

Chairman ROTH [interposing]. Do you know how many different 
institutions have been involved? 

Mr. BLAU. No, I can't say. 
Chail'man ROTH. It would appear, I am not certain of this, some

thing like 10 different financial institutions have been involved in 
this matter. 

Mr. BLAU. Again, I am precluded because of the nature of the on
going investigations. I hate to get much more specific than that. 

Chairman RO'l'H. Does the evidence show that Puerto Rico was 
but one more step in the laundering of illegal profits through off
shore secrecy havens or have some people used Puerto Rico as a 
substitute for going offshore? 

Mr. BLAU. I don't think it's a substitute, Mr. Chairman. 'rwo fac
tors came up. It was a very convenient way to launder large sums 
of money using these lottery brokers; that is one. You will always 
go to the point of least resistance in this area. The launderers 
worldwide are always looking for opportunities like this. And this 
was a golden one. 

Second, the banking community, I think, was not as aggressive 
as they possibly could have been in enforcing the Bank Secrecy Act 
because there were very few financial records that we were able to 
look at during the course of 3 years involving huge sums of money. 
So when you have those two things and you have people who are 
willing not to file financial reports, you have a ready-made oppor
tunity to exchange illicit money in a scheme. You have a golden 
opportunity for any illegal activity. Why wouldn't you want to use 
this opportunity? 

Chairman ROTH. Isn't it a fact that this lottery ticket scheme 
was pretty well known? 

Mr. BLAU. Oh, yes. It's been utilized by a number of narcotics or
ganizations in New York, Chicago, Miami, so forth and so on. 

Chairman RO'l'H. How about the practice right in Puerto Rico, 
wasn't it pretty widespread known this was a--

Mr. BLAU [interposing]. I think our information, at least the in
telligence information we have been able to develop from the un
dercover operation, would indicate that is the case. It was suggest
ed this is the appropriate manner in which to change illicit money 
to legitimate funds. 

Chairman ROTH. How could the agency charged with responsibil
ity for enforcing the law, in this case the Federal Home Loan 
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Bank, be so remiss when this practice is so widespread, so well 
known? How can you account for that? 

Mr. BLAU. I can only say, sir, in my experience in Florida with 
the Operation Greenback there many years ago, we often looked at 
the same question with the bank examiners. In many instances, 
they were very good sources of intelligence as to what was going on 
in banks, and we received some very good leads. 

In many instances, because of the overwhelming responsibility of 
looking at the total soundness or financial picture of a bank, they 
would not look specifIcally for individual criminal violations and 
would simply miss them, and that's the response that I would give 
you. 

Chairman RO'l'H. Was the Federal Home Loan Bank in any way 
involved in this task force that finally uncovered this widespread 
problem? 

Mr. BLAU. No, sir, not originally. It basically was a compilation 
of Justice and Treasury. 

Chairman RO'l'H. Wouldn't you say as a practical matter they, as 
the fIrst line of defense, if they were doing the job would be very 
much involved in the matter? 

Mr. BI.AU. Sir, I think it would be very diffIcult for me to suppose 
or suggest they were or were not on top of the situation without 
having the facts they had before them. 

Chairman ROTl·I. Let me say as one Senator, I find it inexplica
ble. Here is the organization that has been charged by the Con
gress to enforce the law in a matter as we have made very clear by 
past hearings, that we hold to be a critical part of the drug enforce
ment law. Now we find that they seem to be sitting on their hands, 
for whatever reason. This is totally inexcusable and unacceptable. 
It makes me wonder whether some of these agenices shouldn't be 
revoked, done away with and reorganized. I am not asking YOll to 
comment on that. [Laughter.] 

Mr. BLAtJ. Thank YOll, sir. [Laughter.] 
Chairman ROTH. Senator Rudman. 
Senator RUDMAN. Mr. Chairman, thank you very much. Mr. 

Blau, I appreciate your excellent testimony and your candor where 
you thought it was appropriate. One part of your statement really 
fascinates me and that is on page 2, at the bottom, you stated, 
"Puerto Rico at that time, 1HRO through 1H82, had 16 commercial 
banks which increased their assets from approximately $1.61 bil
lion to $11.7.1 billion for the year ending March 19R1." Is that a ty
pographical error? 

Mr. BLAU. No, sir, that is correct, to my knowledge. One of the 
things we like to look at, and we do look at, is an investigative 
technique examining cash now. We had the same thing develop in 
Florida where it went from $:3 billion to $R billion in a very short 
period of time in the late 1970's. When YOll have a situation where 
you have a lot of excess cash coming out of a particular Federal 
Reserve District, you begin to wonder what is the source of that 
cash? How many grocery stores, supermarkets, cal' dealerships, 
condominiums, whatever the legitimate business is out there, can 
generate that kind of money? The answer is not very many. 

Senator RUDMAN. If you draw a linear comparison between the 
gross national product for Puerto Rico and the growth of these 
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bank assets, you would come to one of three conclusions: No.1, 
these banks suddenly became so competitive that they beat every
body else out and all the other banks are going down the tube. Or, 
No.2, an awful lot of' people sure like Puerto Rico in the winter
time and were spending a lot of money there, Or, No.3, there was 
a lot of money coming from other sources, and that is what your 
investigation at least at this point has disclosed; is that not right? 

Mr. BLAU. Yes, sir; I think that was the very purpose of us going 
in there. We wanted to find out exactly why we saw that increase 
and where this money was coming in, We felt there were not that 
many legitimate sources available to justify this type of big jump 
and some had to be from illegitimate sources, and that is what we 
found. 

Senator RUDMAN. Coming back to our chairman's question, 
which you answered very tactfully. I understand you are not here 
to castigate any other Federal agency, however, let me ask the 
chairman's question a different way. 

The Department of .Justice employs various auditors who investi
gate white-collar crimes of all sorts, would you think that the 
normal prudent bunk examiner walking into a group of banks that 
went from $Ul billion to $11.7 billion in one year should have at 
least had his curiosity aroused? 

Mr. BLAU, I can put it this way. I think, on my experience, again, 
in Florida and that came down to when you are looking at a lot of 
$100 million plus money laundering operations and the same ques
tions you are asking I was asking, how could we miss this? How did 
this run by? But I think it is quite simple, you take one or two 
bank examiners, you send them in on an audit of a bank and what 
are you looking at'? Your primary focus is not to find criminal vio
lations. That is basically our focus, IRS, Justice, so forth. Their 
focus is to, one, look at the financial pictul'E~ of the bank to come to 
a conclusion as to its soundness and their management techniques, 
their accounting procedul'es and ull the litany of things they run 
through. Some place down on the list is the CTR violations. 

I am not saying that should not be higher on the list than it has 
been in the past, and I think that is a question perhaps more prop
erly addressed to them as to what priorities did they give. But cer
tainly from my standpoint, to answer your question as directly as I 
can, I think that there obviously are two roles. They are looking at 
one side of the coin, and we may be looking at the other side, and I 
am not sure how often they would look at it. 

The other thing might be that traditionally their indoctrination 
has been to determine financial soundness and things of that 
nature; and their indor.trination has not been, their training has 
not been directed at potential money laundering, which could be a 
criminal violation, and I think that is part of the mix as well. 

Senator RUDMAN. I think your answer is very uccurate. That is 
precisely what we had in the Bank of Boston case; we had people in 
the Comptroller's Office who were not aware of the provisions of 
the Bank Secrecy Act. Again, we have a situation here where we 
passed a law and parcel out responsibility but the fact of the 
matter is that obviously the regulators weren't looking at their re
sponsibility. 
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You would have to agree with me, I would assume, Mr. Blau, 
that had the priorities been different, had the examiners from this 
particular agency in this situation been looking at their responsi
bilities under the Bank Secrecy Act that it would be almost impos
sible to miss a change in cash flow in which assets went from $1.6 
to $11.7 and that's billion, not million, dollars in the space of a 
little over 1 year? They would obviously have to find that if they 
were looking for it, would you agree with that? 

Mr. BLAU. I would say it would have been a fairly obvious statis
tic that one would have pause over. 

Senator RUDMAN. I think when you are through at the Justice 
Department, Mr. Blau, you might try the State Department. 
[Laughter.] 

Mr. BLAU. You know, in all fairness, though, it is important to 
remember their focus is on the integrity of the institution and not 
on criminal violations. That is what they refer things to us for. 
Again, we have been very well satisfied in a number of instances, 
at least I am personally familiar with, where we would not have 
discovered huge violations. To give a case in point, the Great Amer
ican Bank case in Florida, for example, without FDIC coming to us 
and saying this is what we think is going on, which is another 
reason I think, again, we would like to have some relief in this 
Right to Financial Privacy Act because we would like them to be 
able to give that information to us on a much more regular basis 
and also have the Treasury Department who supervises this be 
able to turn suspected violations over to the FBI or to DEA without 
running through an administrative hoop system that presently 
exists now. 

Senator RUDMAN. I think my time is up. I would simply say to 
you, I agree with that. It has been my view ever since the Bank of 
Boston hearing that if we were to take that one part of the law and 
give it to the FBI, or the enforcement division of the Treasury De
partment and say you are now responsible for doing the field audit 
to determine if these problems exist, we would have models of com
pliance across the country within 12 months. The enforcers do an 
excellent job. The diagnosticians, not the surgeons, who are the 
auditors out here just gloss over the whole situation. When we fi
nally get a case before an appropriate Justice Department grand 
jury or task force, we find banks awash with money nobody knew 
about because the people who are charged with the responsibility 
are not looking for it. 

I thank you very much for your testimony. I think you have iso
lated the problem and you are right on. 

Chairman ROTH. Senator Nunn. 
Senator NUNN. Mr. Chairman, I would like to put a brief open

ing statement in the record. 
Chairman ROTH. Without objection. 

OPENING S'l'ATEMENT OF SENATOR NUNN 

Senator NUNN. I want to congratulate you, Mr. Chairman, Sena
tor Rudman and the majority staff for having these hearings. I 
have long felt that the money end of the narcotics traffic was the 
most important end for law enforcement to go after. I felt we ought 
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to put more and more of our resources on that. I have, along with 
others, led the way in trying to get Internal Revenue Service more 
involved in going after people that are narcotics dealers who can't 
be convicted of drug trafficking, but can be convicted of tax eva
sion. I feel that the Bank Secrecy Act and the reporting require
ments under it should be fully utilized by all agencies of Govern
ment, including the financial institution regulators. 

I think this hearing is very timely, and I congratulate you on 
putting the focus on a very important area. I think it is obvious we 
are not going to stop drug traffic with anyone mechanism. We are 
not even going to slow it down with one mechanism. But always 
the people involved at the top touch the money. They may never 
touch the drugs, but they touch the money or they wouldn't be in 
it. 

So I think this area is enormously important, and I am pleased 
to be a participant. I wish, Mr. Chairman, that I could be here for 
the whole hearing, but we have a continuing conference in progress 
on the armed services bill. We have been in marathon-type sessions 
on that, and I will have to depart in a few minutes. 

[Senator Nunn's prepared statement follows:] 

PltEPAltED S'l'A'l'EMEN'l' OF SENA'l'OR NUNN 

MI'. Chairman, I want to congratulate you and the Majority staff for the fine work 
you haYt' done in bringing this important issue to the attention of Congress. Money 
laundering continues to be an pffective me,tI1s to conceal and even legitimize illegal
ly obtaint'd funds by those who profit through narcotics trafficking, illegal gam
bling, embezzlement 01' any of a number of othet· iilicit activities. 

This subcommittee is well aware of the increasing flow of illegal narcotics profits 
through banking channels. During past heurings we have lem'ned of' the astronomi
cal sums of money that are involved in narcotics trafficking as well as the surrepti
tous methods that criminals often use to divert their profits through an obscure un
derground t·conomy. Money laundering through the use of offshore financial institu
tions and businesses is an extremely valuable tool for the criminal element. Despite 
the increasing fOl!uS of law enforcement on money laundering schemes, recent cases 
suggest that the criminal element continues to locate new l1venues and areas which 
aide and abet tht'ir illt'gal activities. MI'. Chairman, you and your staff are to be 
commendl'd for slaying on top of this issue by focusing on the problem of money 
laundering in PUNtO Rico as an area in need of attention and reform. 

I am particularly concerned by cases wht're financial institutions and their em
ployees havt' apparently violated those provisions of the Bank Secrecy Act which 
were designed to help eliminate the use of legitimat~ financial institutions fol' illicit 
monl.'Y laundering purposes. I look forward to hearing testimony this morning re
garding the effectiveness of those governml.'nt agencies who are mandated to enforce 
tht' Bank Secrecy Act and its accompanying regulations. Thl.'ir role is an increasing
ly important onl.'. It is onl.' thing when WI' hear of career criminals violating or cir
cumventing the law. However. it is yl.'t another matter when citizens, bank officials 
ancl government agencies operate in a fashion which encourages and facilitates ille
gal activitil.'s. 

The Bank Sl.'crl'cy Act includes provisions which require financial institutions to 
report to the IRS cash transactiom; of $10,000 or mOl'e. The responsible government 
agencies are to insurl' that banks and savings and louns cum ply with this regula
tion. Congress passed such II law in order to eliminate thE' easy means in which 
criminals cun movl.' their ('normous illegal profits. This law and its regulations 
should not receive low priority attention. Thp Bank Secrecy Act is p.:>tentially one of 
the most effective law enforcement tools in our effortG to control organized crime 
enterprisl.'s. yet the Act is only as effective as those who administer it. 

Organized cl'iminal activity thrives because it is enormously profitable. Control
ling organizl.'d criminal activities requires a strong and combined effort by Congress, 
the Executive Bt'anch and the private sl.'ctor. We cannot obligl.' criminals by creat
ing avenues where there is little resistance. Drug trafficking. illegal gambling and 
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other highly protltuble illicit enterpl'ises ure probltmls which dNnand the uttt'ntion 
of both law ('Ufol'cement und the private st'ctor. 

If Gongtess paSHt'S bad 01' ineffective laws we should conect them. I expect that 
today's proceedings will demonstrate how potentially effective laws, when not en· 
forced, call also help create a prospet'ous environment for till' career criminal. 

Senator NUNN. Mr. Blau, I have one question for you that has 
not already been asked. In your testimony, you talk about the ad
ministration's bill: "Section 7 of our bill would add a new criminal 
facilitation offense to title 18," quoting from your statement: 

"It would accomplish this by adding a new subsection (c) to lH United States Code 
to provide that 'whoever knowingly facilitntes the cOll1mi~sion by anothcr person of 
an offense against the U nitecl States by providing ussistunce thut is. in lact. substan· 
tial is punishable as II principal." 

My question is a rather technical one on this point. How does 
this differ with the present law which already makes aiding and 
abetting a criminal offense. Do we have an overlap between the 
two or is this totally independent of aiding and abetting? 

Mr. BLAU. I think it clarities, if you will, partiCUlarly in this 
area, in the money laundering area what aiding and abetting actu
ally is. Facilitation would come into a situation where you would 
have an agent or financial institution actually facilitating the of
fense or perhaps better, you would have a lawyer who traditionally 
takes his client's money, puts it into a trust account and then laun
ders it for him and says, "Well, it's always, well, I never knew 
what the money was, where it was from" type of thing. 

If we could show a pattern of activity and the n;quisite knowl
edge, as we would have to show in any criminal case, then we 
might be ahle to show a person facilitating a criminal activity. 

Senator NUNN. Have you tried these kinds of cases under the 
aiding and abetting statute? 

Mr. BLAU. We have tried a number of them under aiding and 
abetting. The aiding and abetting usually is the weaker section 
that we have had to deal with. We have not had great success 
using aiding and abetting in this particular area. We feel that fa
cilitation is a much better defined term in this area and would cer
tainly, I think, give the judges a little bit more comfort when they 
are sitting there making a ruling as to which way we are going to 
go in this area. 

Senator NUNN. You say facilitating is a better defined term. Is 
that based on case law? Do we have facilitating in any other crimi
nal statutes? In other words, what is the definition? It seems to me 
a judge who wanted to define aiding and abetting in a broad sense 
could do so just as easily as he could broadly define facilitating. I 
am trying to understand what the difference in the two is; if it is 
not based on case law, is it based on some definition, I suppose, 
that you have in mind? 

Mr. BLAU. I think it is basically, there are definitions in a 
number of cases US to when a person facilitates and, to be candid, 
they are very close; the aiding and abetting and facilitating are ex
tremely close concepts. 

We feel, however, in this particular instance, in the money laun
dering area, particull'orly, and I think this would apply to a number 
of different areas, that the term itself would be much better de
fined as a separate part of aiding and abetting. Aiding and abetting 
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or facilitating. Subtle differences, but I think nontheless some 
coutts have hung us out to dry on the subtle difference. 

Sel~ator NUNN. Are you basically amending the aiding and abet-
ting statute, or is this a new statute? 

Mr. BLAU. No, it would be an amendment, sir. 
Senator NUNN. To the aiding and abetting? 
Mr. BLAU. Yes, sir, we would add a new subsection (c) to the 

aiding and abetting. The subtle difference, I suppose, some courts 
say that aiding and abetting requires a desire that the scheme ac
tually succeed. Under the facilitation definition, there would be no 
sllch requirement. 

Senator NUNN. Is that going to be spelled out in the statute? 
Mr. BLAU. We would spell it out, I think, in the statute and also 

in the legislative history behind the statute. 
Senator NUNN. I think it is important in the legislative llistory 

at least that we have a good definition of it because it does seem to 
me to be very close in concept. 

Mr. Chairman, I don't have any other questions fo1' this witness. 
While I have the floor briefly here, I want to thank you for your 

announcement yesterday, which I joined you in, regarding opening 
a preliminary inquiry into the Justice Department handling of the 
Jackie Presser case. I don't know that there will be any quick an
swers on that. I think the initiatives that we have taken in terms 
of beginning that inquiry are very important. We have been follow
ing this area for a long time, without regard to who was in control 
of the committee and without tegard to who was in the White 
House. 

I think it is enormously important to continue this bipartisan 
tradition. As you recall, between 1976 and 11>80, we had some very, 
very stringent and at times very critical and, hopefully, construc
tive inquiries on the Labor Department's performance in this area. 
That was during the Democratic administration with Democrats 
controlling the Senate. I think you have set a good example byob
serving that fine tradition in this subcommittee's determination to 
see that labor violations by both labor leaders and management are 
vigorously pursued by the Government of the United States. 

In this case, I think our inquiry at least preliminarily focuses on 
the Justice Department and the way they have handled the case 
rather than the Labor Department, but it is. I think, a very inter
esting example of whether our governmental agencies are working 
together. In this case, we will focus 011 whether the Justice Depart
ment and the FBI are working together and also certainly the abil
ity of the Labor Department. A look at what the Labor Department 
is doing these days as opposed to what they were doing in the 
1970's will be very interesting. 

I am profoundly concerned when an investig'ation drags out this 
long. If Mr. Presser, indeed, should not be prosecuted then he has 
been put through the ringer during an inordinately long investiga
tion; if, on the other hand, he should be prosecuted, then it seems 
to me we have some very serious questions about intergovernmen
tal cooperation and about decisionmaking within the Justice De
partment. 
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So either way, it seems to me this is an inquiry that we should 
undertake, and I'm delighted to join you in that. Again, I congratu
late you on your leadership. 

Chairman ROTH. I thank the ranking minority member of the 
PSI. We do have a long tradition of bipartisan action in this area of 
labor racketeering. We intend to continue it. We have sent letters, 
as you well know, joint letters, to the Justice Department and 
other agencies to put them on notice that we will be moving full 
speed ahead on this investigation. 

My only interest is that we secure the facts. 
If I may make one observation back on our current subject, and I 

think this will probably come out in later testimony, but while you 
did mention the FDIC, to me it is interesting in the period from 
1980 to 1984, the Federal Home Loan Bank Board made 14,000 ex
aminations, 14,234, to be exact. The number of violations they 
found was 41 or 0.00288 percent. Not even one-hundredth of 1 per
cent, but smaller. Whereas, the FDIC in the same period made 
24,880 examinations. They found 3,793 violations as compared to 
41, twice as many examinations but they had 3,793 in contrast to 
41 for a total of 15 percent of violations of the Bank Secrecy Act. 

Those are just rough figures, but it does raise some very serious 
questions. 

I want to thank you, Mro Blau, for being with us today, and we 
have found your information very helpfhl. I, again, want to con
gratulate the Justice Department and others who cooperated in 
this effort for the fine work that they have done, and we look for
ward to continued cooperation in the future. 

[Mr. Blau's prepared statement follows:] 



--------~---

23 

PREPARED STATEMENT OF CHARLES W. BLAU 

Progress in Investigations of Money Laundering in Puerto Rico 

Mr. Chairman and Members of the subcommittee: 

I am pleased to have the opportunity to appear before you 

today to discuss the problem of money laundering in Puerto Rico. 

As this Committee is fully aware, money laundering is a serious 

challenge to law enforcement and a clear danger to the soundness 

and integrity of our financial system and the fabric of our 

society. In my testimony today, I will discuss the problem of 

money laundering in Puerto Rico, the investigative and prosecutive 

steps we have taken and suggest sOI1)e further action that Congress 

might take to assist our law enforcement efforts. 

As the subcommittee knows, money laundering -- the process 

by which one conceals the existence, illegal source, or illegal 

application of income and then disguises the source of their 

income to make it appear legitimate -- is big business. Just how 

big nobody knows for s'lre, because drug rings and organi:<:ed crime 

families don't prepare annual reports, but the Treasury 

Department has estimated that Americans spend many billions of 

dollars each year to buy illegal drugs. Such sales would make 

the illegal drug trade a bigger operation than most, if not all 

of the FO.t'tune 500 companies. And that is just from drug trafficking. 

The Attorney General summed up the problem when he recently 
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described money laundering as "the life blood of the drug syndi

cates and traditional organized crime." Unfortunately, this 

problem has grown in size and complexity. More people are 

involved, there is more money being laundered, and the schemes to 

wash "dirty money" are now often so sophisticated that they 

involve an intricate web of domestic and foreign bank accounts, 

shell corporations, and other business entities through which 

funds are moved by high speed electronic fund transfers. 

Perhaps even more disturbing is the increasing willingness 

of professional persons such as lawyers, accountants, and bankers 

of all levels, from tellers to senior officials, to become active 

participants in money laundering. While some criminal organiza

tions still wash their own illegally generated money by such 

relatively crude methods as one of their melnbers' smuggling a 

suitcase full of currency out of the country for deposit in an 

offshore bank, a number of drug rings and other criminal syn1i

cates now hire professionals to launder the money produced by 

their operations. 

In 1982, upon a noticeable increase in the currency flowing 

from financial institutions in Puerto Rico to the Federal Reserve 

Bank, it was suspected that a similar money laundering phenomenon, 

as discovered in early 1979, in South Florida, might be dupli

cating itself in Puerto Rico. The Federal Reserve Bank of New 

York, through its correspondent, Banco de Ponce, reported a 

tremendous increase in the currency flow into Puerto Rico from 

1980 through 1982. Puerto Rico at that time had 16 commercial 
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banks which increased their assets from approximately 1.61 

billion dollars to 11.74 billion for the year ending in March 

1981. The Federal Reserve cash analysis for 12 of thoce banks 

showed that currency nlovement into Puerto Rico had increased 
, 

significantly from 1980 to 1982. Specifically, the annual net 

surplus currency flowing into the Federal Reserve system in 

Puer.to Rico had grown from 304.8 million dollars from January 1, 

1980, through the end of July of 1980, to 528 million dollars 

from January 1, 1982 to the end of october 1982, as reflected by 

a summary prepared by the Banco de Ponce for the Feder.al Reserve 

Bank of New York. However, an analysis of currency Transaction 

Reports (CTRS-IRS form 4789) showed almost a total lack of 

compliance with the Bank Secrecy Act. 

The Internal Revenue Service reviewed the reports submitted 

by the correspondent bank to the Federal Reserve for the l'ears 

1980, 1981 and 1982 and these reflected that a majority of the 

banks in Puerto Rico were sending more currency to the Federal 

Reserve then they were receiving from it. By comparing the 

amounts of currency going to the Federal Reserve to the nmober of 

CTRs submitted by the banks it became very clear that almost none 

of the currency transactions that generated that enormous 

surplus were being reported properly. 

Based on this information, the Departments of Justice and 

Treasury again joined efforts and operation Greenback,. Puerto 

Rico became a reality in 1983. Undercover operations immediately 

started with the cooperation of a confidential source, who had 
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been intimately related to a heroin distribution operation 

between Chicago, Illinois and Puerto Rico. A series of introduc

tions were made by this confidential source, which in turn led to 

a series of financial undercover transactions known as Operation 

Tracer. 

operation TRACER is a designated investigation of the 

Florida-Caribbean Organized Crime Drug Enforcement Task Force. 

The task force program was formulated at the direction of President 

Reagan in 1982. The Florida-Caribbean Task Force went into 

effect October 1, 1984, and is directed at criminal organizations 

involving national and international drug trade. However, 

Operation Greenback, from which Operation TRACER stems, has been 

going on in Puerto Rico since 1983 and has focused on the launder

ing of narcotics proceeds by and through financial institutions, 

an activity which is viewed as an essential element of narcotic 

trafficking. 

Through monitored undercover currency transactions, Operation 

Greenback has identified specific individuals and institutions 

engaged in ongoing money laundering enterprises in Puerto Rico. 

We have uncovered a loosely associated network of local financial 

institutions acting in concert with illegal lottery ticket 

dealers (henceforth identified as "dealers"). This network 

provides a wide range of financial services which collectively 

constitute the advantages of a traditional "tax haven." The 

"dealers," if desired, will provide an apparently legitimate 

source for illicit funds. The institutions will not report cash 
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deposits, cash withdrawals, the cash sale and redemption of 

bearer bank securities, or the exchange of one form of currency 

for another (large bills for "street money") I etc. The institu-

tion will also provide a secure (federally insured) depository 

for, and instant access to, the currency it has processed. 

The "dealers" are, inter alia, commodity speculators. 

The commodity involved is "winning" tickets from the Puerto Rico 

lottery. These "dealers," in violation of Commonwealth law, 

purchase winning tickets from legitimate winners of the Puerto 

Rico lottery, for a slight premium plus the value of the tickets. 

They then in turn, again in violation of local law, sell the 

winning tickets, for a higher price, to "clients" wishing to 

"legitimize" illicit income. 

Normally the "dealer" will take the client's "winning" 

lottery tickets to the disbursement office of the lottery. The 

lottery will then issue, for the amount of the tickets, a check 

payable to the client or to any payee of the client's choosing. 

The client need not accompany the "dealer" to the paymaster. 

Our investigation has also identified transactions wherein 

these "dealers" have obtained "winners" checks from the Lottery of 

Puerto Rico without presenting winning tickets. That is to say, 

that the "dealers" have acquired checks, directly from 

lottery employees, drawn upon the account of the Lottery of 

Puerto Rico, made payable to payees designated by the ,"dealer" 

without the presentation of winning lottery tickets. 

These winning checks are, on their face, valid lottery 
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checks and in subsequent tax prosecutions are prima facie proof 

that the payee has, as a legitimate source of income, winnings 

from the Lottery of Puerto Rico. 

It is virtually impossible to disprove that an individual 
J 

did not in fact win the lottery of Puerto Rico, as no record is 

maintained of the sale of lottery tickets. DEA intelligence 

indicates that approximately half a dozen suspected major nar-

cotics traffickers have, at one time or another, claimed to have 

won the lottery of Puerto Rico for amounts in excess of $100,000. 

An income tax prosecution recently concluded in Miami, against 

suspected narcotics trafficker "Cheo" Fernandez, involved 

Fernandez' claim that he won two lottery drawings on the same day 

for $112,000. The defendant was nevertheless convicted. 

Information presently available demonstrates that "winning" 

lottery checks, sold by the "dealers," are widely recognized 

throughout the banking community and are often suggested by 

bankers as a simple and effective method by which to legitimize 

illicit income. The "dealers" are likewise aware that certain 

bank officers at local financial institutions in Puerto Rico will 

conduct currency transactions without filing the reports required 

by Title 31. 

Undercover agents have been introduced to different 

"dealers." "Winning" lottery checks have been purchased 

from the "dealers," who in tur.n introduced undercover agents 

to officers at local financial institutions. Agents then subse

quently engaged in currency transactions with officers of those 
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institutions. The currency transactions conducted in violation 

of the law have been either unreported in violation of Title 31 

U.S.C. 5313, or falsely reported, in violation of Title 18 U.S.C. 

1001. 

On June 6, 1985, ten criminal complaints and one indictment 

were unsealed charging 17 persons with vario~s violations of 

federal law relating to illegal money-laundering activities. In 

connection with these charges, search warrants were executed on 

one private residence and nine branches of financial institutions 

doing business in Puerto Rico. Wi-I:.hin the following two weeks, 

12 indictments were returned charging the 16 persons that had 

previously been charged with complaints. 

In the first of what is expected to be a series of cases 

related to illegal money laundering activities within the 

Commonwealth of Puerto Rico, indictments were obtained against 

several banking officials and some of the "dealers." 

The people indicted under Operation Tracer range from the 

president of a bank, two vice presidents, several branch managers 

and other officials to various "dealers." They have been 

charged, in most instances, with conspiracy to defraud and to 

commit other offenses against the united states; with failure to 

file and causing the failure to file currency transaction reports 

(CTRs) on transactions exceeding $10,000 in cash or its 

equivalent, as part of a pattern of illegal activity ~nvolving 

transactions exceeding $100,000 within a l2-month period. They 

could face, upon conviction, sentences ranging from up to 45 

53-218 0 - 85 - 2 
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years in prison, in one case, all the way down to 5 years and 

fines from up to 2 1/2 million dollars to several thousands of 

dollars. I am precluded from discussing further details of these 

pending prosecutions. 
j 

In announcing the arrests and execution of the search 

warrants, however, Attorney General Edwin Meese III emphasized 

that the criminal prosecutions in no way reflect upon the 

solvency of the financial institutions through which currency was 

allegedly laundered. 

Much of the conduct encountered in the Puerto Rican 

investigations, though reprehensible, is not prosecutable under 

our current laws. When the "dealer" accepts sUbstantial 

amounts of currency from a narcotics trafficker and gives the 

trafficker a winning lottery ticket, his conduct is not punish

able under Title 31 United states Code. Under the Bank secrecy 

Act and its implementing regulations, before the government can 

prosecute a "dealer" we would have to establish that he has been 

operating as a financial institution as this term is defined in 

the law. More importantly, and certainly more difficult to do, 

we would have to prove that the "dealer" knew about the law, that 

his activity was covered under the law and that he specifically 

knew about his obligation to file the necessary CTRs and to keep 

records of his transactions. The Administration's proposed money 

laundering statute would make this transaction illegal. . 

As you know, on July 28, 1983, the President established the 

Commission on Organized Crime. Among its other responsibilitie$, 
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the Commission was charged with reporting to the President from 

time to t~me -- with a final report to be submitted by March 1, 

19B6 and with making recommendations concerning any legislative 

changes needed to better combat organized crime and to improve 

the administrati6n of justice. In october of 19B4, the Commission 

issued an interim report to the President and the Attorney 

General dealing specifically with money laundering. Entitled The 

Cash Connection: Organized Crime, Financial Institutions, and 

Money Laundering, the report graphically illustrated the problem 

and set out draft legislation designed to deal with it. The 

suggested legislation contained a new money laundering offense in 

title lB, amendments to the Currency and Foreign Transactions 

Reporting Act in title 31, and Amendments to the Right to 

Financial Privacy Act located in title 12. 

The Department of Justice and the Treasury Department have 

thoroughly reviewed the proposals drafted by the Commission on 

Organized Crime and analyzed them in light of our experiences in 

investigating and prosecuting money laundering cases around the 

country. While the recommendation~ of the Commission provided an 

excellent starting point, we concluded that modifications and 

refinements were needed in a number of areas, and that certain 

additional provisions and offenses not discussed by the Commission 

would also be of great assistance in combatting money launderers. 

On June 13, 19B5, the Attorney General announced that the 

Departments of Justice and of the Treasury were sublnitting to 

Congress a comprehensive legislative package related to money 
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laundering. The bill was introduced in the House as HR. 2785 and 

HR. 2786, which are identical. The senate Bill is S. 1335. If 

enacted, it would proscribe all types of transactions concerning 

money derived from any illegal source, including narcotics 

trafficking, and would proscribe the knowing receipt of the 

proceeds of any felony, including violations of foreign drug 

laws. AS part of the penalty for the laundering of monetary 

instruments, the bill would provide for the forfeiture of the 

money which was illegally laundered. The bill also contains 

amendments to the Bank Secrecy Act, the Right to Financial 

Privacy Act, and the Federal Rules of Criminal Procedure designed 

to aid financial institutions in sharing information of possible 

money-laundering activities with federal banking and law enforce

ment officials. 

We have carefully drafted our bill to include not only the 

person who, for example, deposits cash representing the proceeds 

of an unlawful drug transaction in a bank or uses such "dirty 

money" to buy a new car, but also the bank employee or car 

salesman who participated in the transaction by accepting the 

money if such a person can be proved to have known or to have 

acted in reckless disr.egard of the fact that the money involved 

was derived from criminal activity. Such persons, and in 

particular the employees of banks and other financial 

institutions who knowingly or recklessly help criminals dispose 

of the fruits of their crimes, facilitate criminal activity and 

are as deserving of punishment as the drug dealer or loan shark 
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who brings them their ill-gotten cash or other monetary 

instruments derived from their cash. 

The punishment for the new money laundering offense which we 

have proposed is appropriately severe: imprisonment for up to 

twenty years and .'~ fine of up to the greater of $250 1000 or twice 

tile amount of money involved in the offense. Our bill also 

provides for a civil penalty of up to the greater of $10,000 or 

the amount involved in the transaction, and for the forfeiture of 

all funds involved in the offense. The civil penalty and the 

forfeiture provisions would be in addition to any Hne imposed 

for a criminal conviction. In short, we intend to make the 

laundering of money derived from criminal activity an expensive 

proposition for those who vlould try it. 

TUrning now to other provisions in the Administration's 

bill, section seven of our bill would add a new criminal 

facilitation offense to Title 18. It would accomplish this by 

adding a new subsection (c) to 18 U.S.C. 2 to provide that 

"whoever knowingly facilitates the commission by another person 

of an offense against the United States by providing assistance 

that is in fact substantial is punishable as a principal." This 

offense would not be limited just to money laundering but would 

be particularly applicable to money launderers. For example, the 

new offense would be committed by one who, for a fee, took 

currency that he knew was derived from a drug sale arid eXChanged 

it for cashier's checks to return to the drug dealer although the 

person took no part in the drug sale and was indifferent as to 
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the source of the money. It would also be committed by a chemist 

who manufactures and sells a lawful but difficult to obtain 

ingredient to a person who he knows intends to use it to produce 

a controlled substance. 
, 

section eight of our bill is also not confined strictly to 

money laundering but, like section seven, would be particularly 

useful in dealing with those who handle "dirty money." It 

would add a new section 2322 to Title 18 setting out two related, 

but distinct, offenses. The first offense is knowingly receiving 

the proceeds of any federal felony. The offense would be 

committed, for example, by a money launderer who received the 

proceeds of any federal crime. 

The second offense is bringing into the United States any 

money or other property which has been obtained in connection 

with the violation of any law of a foreign country proscribing 

narcotics trafficking for which the punishment under the foreign 

law is imprisonment for more than one year. This offense is 

intended to reach those foreign drug traffickers who would look 

to the United States as a place in which to invest their illegal 

profits and to insure that the United states doe not become a 

haven for such activity. 

Section nine of our bill sets out a new chapter 202 in title 

18 dealing with criminal and civil forfeitures. (It is drafted 

in such a way that it is easily modifiable if at some later time 

the Congress thought another title 18 offense ought to have a 

forfeiture remedy). It provides for the civil forfeiture of all 
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funds or monetary instruments involved in the commission of the 

money laundering offense, and of the receiving proceeds offense, 

if the proceeds were obtained in violation of either a federal or 

foreign felony provision pertaining to controlled sUbstances. 
/ 

The provisions for accomplishing civil forfeitures are patterned 

after the civil forfeiture provisions in title 21 with which this 

Subcommittee is familiar. The new chapter also provides for the 

criminal forfeiture of money or other property involved in a 

commission of the money laundering or receiving proceeds 

offense. Criminal forfeiture would apply to any violation of the 

new receiving proceeds offense, not just the receiving of money 

or property derived from a drug crime. 

In addition to setting out new offenses and other sanctions, 

our bill contains several provisions designed to make easier the 

investigation of money laundering and the tracing of. the proceeds 

of crime. These amendments generally concern the Currency and 

Foreign Transactions Reporting Act in title 31 and the Right to 

Financial Privacy Act in title 12. 

Section three would amend the Right to Financial Privacy Act 

(RFPA) to define and clarify fUrther the extent to which 

financial institutions may cooperate with federal law enforcement 

authorities in providing information which is relevant to crimes 

by or against financial institutions, violations of tne Bank 

Secrecy Act in title 31, violations of the new money laundering 

offense, and violations of certain serious drug crime~. The 

effect of this amendment to the RFPA is to allow a bank or other 
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financial institution to provide information which it has reason 

to believe may be relevant to one of these crimes without risking 

civil liability under the Act or entailing any obligation to 

notify the customer of such cooperation which the Act requires. 
" 

Section four contains an analagous provision in that it 

would amend Rule l7(c) of the Federal Rules of Criminal 

Procedure to clarify the authority of the United States District 

Courts to issue orders commanding a person to whom a subpoena 

duces tecum is directed not to notify, for a specified period, 

any other person of the existence of the subpoena. Like the 

amendment to the Right to Financial Privacy Act negating the 

financial institution's obligation in certain situations to 

notify the customer that it has provided evidence of crime to law 

enforcement authorities, this provision is intended to prevent 

disclosure by third party record holders, such as banks, of 

legitimate law enforcement interest in the records subpoenaed by 

a grand jury. Such premature disclosure obviously has a high 

potential for impairing the investigation and should not be 

tolerated. 

The joint efforts of the Departments of Treasury and Justice 

to investigate and prosecute narcotics money laundering in Puerto 

nico is continuing. Operation Tracer is cnly one of the 

investigations initiated by the joint task force. The congress 

can greatly assist our efforts by expeditiously reviewing and 

passing on our proposed money laundering bill. 

Mr. Chairman, let me again express my appreciation for the 

opportunity to present our views to the subcommittee on this 

important area of law enforcement concern. I'll be happy to 

entertain any questions the Senators might have. 

[Subsequent to the hearing the following letter was received from 
Juan Acosto Alicea, secretary of the treasury of Puerto Rico, and 
follows as exhibit No.2:] 
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EXHIBIT NO.2 

SECRETARY OF 
THE TREASURY 

914026 ~ 

Au~ust 15, 1985 

Hon. William V. Roth 
Chairman 
Committee on Government Affairs 
United States Senata 
Wauhington, D.C. 

Dear Senator Rot~: 

I 
2026626286 ; >I :: 

I would like to address some comments in refetenoe to the 
presentation made by Mr. Charles W. Blau, ASlSoeiate Deputy 
Attorney Geneul, berore the Permanent Suboommittee on 
Investigations of the Committee on Government Affairs 01' the 
United stutes Senate on July 25, 1965. 

In Mr. Slau's presentation he made some very general 
comments which we have already addressed in our letter or July 
24, 1981i but Which we wish to reemphasize so as to set the 
record strai!;jht. In his dissertation as to the origins 01' 
"Operation Tracer", and its corollary "Operation Greenback", a 
generalization was made of the puarto Rico banking community'S 
compliance with the currency transaotion reporting 
requirements 01' the Bank Seorecy Act, which is contradictory 
with (urther statements made by Associate Deputy Attorney 
General Blau. He has stated that an analYsis showed "almost a 
total lacK of compliance with the Bank Seeteey Act" and 
proceeds to substantiate his claim with a presentation of the 
charge$ brought against 17 individual members Of' the banking 
community. His very statements disclaim an institutional 
involvement in the ~money laundering scheme" he referred to. 
We most energetically object to any unsubstantiated claim of 
wrongdQing by the puertorrican community as it reflects to us 
all. 

"A loosely Q$sociated network of local financial 
institutions acting in concert with illegal lottery ticket 
dealers" was allegedly uncovered by federal law enf'orcement 
officers; yet no proof' or said network has been submitted to 
the Committee, or the community, except the arrest of 17 
individual participants in variOUS financial insUtuti.ons whO 
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allegedly violated not only federal statutes but their own 
!nstHution's !nternsl procedures. There is no way that the 
fact of these charges can be related to a "network" of corrupt 
practices. 

We fUlly support and shall continue to cooperate with 
federal law enforcement agencies in their endeavour to assure 
compliance with federal statutes affectinc the Commonwealth of 
Puerto RicOI but we shall not stand idly by and, uncontested, 
allow the reputation of our community to be put in question. 

cordially, 



Chairman Ro'I'H. Our next witness is Charles Morley, chief inves
tigator of the committee. Mr. Morley, raise your right hand. 

Do you swear the testimony you will give before the subcommit· 
tee will be the truth, the whole truth and nothing but the truth, so 
help you God? 

Mr. MORLEY. I do. 
Chairman Ronl. Please be seated. Would you describe your posi

tion with the subcommittee and then proceed with your testimony? 

'l'gS1'IMONY Ol~ CHARLES MORLEY, CIllJW lNVI~S'rWATOR, 
PlmMANEN'r SllBCOMMI'l"l'Im ON INVES'l'IGATIONS 

Mr. MORLEY. I am chief investigator with the Permanent Sub
committee on Investigations. 

Mr. Chairman, during our investigation, we interviewed 42 offi
cials representing 10 financial institutions in Puerto Rico. We also 
interviewed managers and examiners of the Federal Home Loan 
Bank Board and the Federal Deposit Insurance Corporation. While 
in Puerto Rico, we met with the Puerto Rican secretary of' treas
ury, the U.S. attorney, and representatives of Operation Tracer. 

[At this point in the hearing, Senator Nunn withdrew from the 
hearing room.] 

Mr. MORI,EY. In 7 of the 10 institutions, we examined policy and 
procedural manuals, internal audit manuals, and training docu
ments. We also reviewed the procedures used by tellers and branch 
olllcers to process and record large cash transactions. We reviewed 
the bank's exempt list and currency transaction reports retained 
by the institutions. We then obtained the assistance of two bank 
examiners from the Federal Deposit Insurance Corporation and 
conducted a detailed examination of cash transactions of three of 
the seven institutions. 

Four of the ten institutions reviewed accounted for the great ma
jority of the excess currency returned to the Federal Reserve Bank 
by Puerto Rican banks. We examined these bank's cash transac
tions to determine the source of their large amounts of excess cur
rency. And with your permission, I would like to introduce that 
document for the record. 

[The information referred to was marked exhibit No. :~ and fol
lows:] 
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EXHIBIT NO.3 

LARGE CURRENCY FLOWS THROUGH PUERTO RICAN BANKS 

Total currency sent to the Fed by banks In 1984 

Total CTRs filed by Puerto Rican financial 
institutions In 19811 

Excess Cash 

Four banks account for majority of excess: 

Cash to Fed in 
Excess of CTRs 
filed 

111 1110.902 million 
112 397.097 million 
113 180.840 million 
114 162.000 million 

$1.6.58 Billion 

$ .6.57 Billion 

$1.001 Billion 

Excess accounted for (88%) 881,000 million 

We reviewed documentation at each of these banks that explained this excess 
to our satisfaction. Virtually all the excess appears to be due to transactions with 
exempt customers. 
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Mr. MORLEY. Our investigation of the financial institutions in 
Puerto Rico indicates that although many of them have detailed 
manuals, policies, and an awareness of the Bank Secrecy Act, offi
cers and employees were nonetheless able to launder money with 
little effort. 

The major contributing factors to this breakdown are the use of' 
bearer certificates of deposit and poor recordkeeping practices. 
These factors are further aggravated by the seemingly pervasive 
attitude that tax evasion is harmless; therefore, a banker who as
sists in tax evasion is not really corrupt. Inadequate supervision by 
bank managers and bank regulators further compounds the prob
lem and allows its perpetuation. 

Some specific examples will illustrate how these circumstances 
combined to facilitate the laundering of money. I should perhaps 
first reiterate your comment, Mr. Chairman, that the examples we 
are discussing here in no way reflect on the financial stability of 
these financial institutions. Nor do these examples indicate that 
these are the only institutions where these circumstances exist. 

We found bearer certificates of deposit to be the most trouble
some item in our examination. As you know, bearer certificates are 
owned by whomever has them in their physical possession. In 
Puerto Rico, the interest earned by these certificates is supposed to 
be reported to the Puerto Rican Treasury. The Bank Secrecy Act 
regulations section 103.34(b) (11l requires detailed records to be 
kept on all certificates of deposit, bearer or registered. 

We found case after case of certificates that were issued by finan
cial institutions without any name or other identifying information 
appearing in the banks' so-called confidential customer file. We 
now know-through the undercover operations of Operation 
Tracer, that in some of these cases, the names appeared in so
called black books that were kept by certain officers in their locked 
desk drawers or file drawers. In several cases, the internal audit 
functions of the institutions discovered these omissions and the 
banks took steps to correct them, in some cases after dismissing the 
offending officers. 

Another common practice we discovered consists of entering 
phony names in the bearer certificate register. I might reiterate 
that this is not only noncompliance with the Bank Secrecy Act, but 
under certain circumstances would constitute a criminal violation. 

The system employed by several of the financial institutions we 
investigated consisted of the following: A customer wishing to buy 
a bearer certificate, whether for cash, check or otherwise, would be 
taken by an officer, generally a branch manager, to a private room. 
The only records that normally emerged from that rOOm were the 
minimum necessary to prepare the certificate and to make an 
entry into the register. The cash received, or the check, frequently 
never went through a teller. We are not sure at this point how 
these bookings got into the systems, but they apparently did or the 
books of the banks would not have balanced for that particular 
day. 

Of course, only the officer involved knows whether or not the 
name entered into the register is accurate. As an illustration, we 
looked at one bearer certificate register that had notations 
throughout such as "fat woman/' rlone hand," "bug-eyed," "glass-
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es," "real name is" and then they would have some other name, 
"real address is" and they would have some other address. 

The clerk who kept this register said these comments were on 
the slip of paper that emerged from the private room. Obviously, 
she could not guarantee the accuracy of the names on the register. 

In tracing some of these transactions we found that one customer 
had also apparently used an alias at yet another institution. The 
customer had an account at one bank in an apparent alias. He 
then drew a consecutive series of manager's checks payable to 
third parties in amounts under $10,000 on that banle These checks 
were then used to buy bearer certificates of deposit at the bank we 
examined under the same alias. We don't know who these third 
parties were, or if, in fact, they ever existed in reality. 

It is interesting to note that after the June raids, we found nu
merous cases of name changes on the bearer certifIcate records of 
several institutions. This indicates to us that the initial names 
were false, and the institutions took steps to rectify their records 
following the raids. 

I would like to now turn to some specific items we found at sev
eral institutions. 

The former president, vice president, and branch manager of 
Caribbean Federal Savings and Loan were all charged with crimi
nal violations as a result of Operation Tracer. At the time of his 
arrest, Raul Penagaricano, the former Caribbean Federal presi
dent, was serving as vice chairman of the Federal Home Loan 
Bank of New York, the agency responsible for enforcing Bank Se
crecy Act compliance among savings and loans in Puerto Rico. He 
has since resigned both positions. 

We reviewed a large number of the daily transactions at Caribbe
an in an effort to determine their methods of receiving and report
ing large currency transactions. We also reviewed the examination 
steps taken by the Federal Home Loan Bank Board examiners at 
Caribbean. Neither review was very encouraging. 

The procedure for purchasing bearer certificates at Caribbean 
were under the total control of the bank officers, whether the 
president, the vice president or the branch manager. Customers 
wishing to purchase bearer certificates would enter a private room 
with the appropriate officer and later emerge with the bearer cer
tificate. The only documents that were issued from the room were 
those suff1cient to prepare the certificate and to make the entries 
in the register. In light of the fact that Caribbean had f1led only 
one currency transaction report during the 30 months preceding 
March 1985, it would appear that significant Bank Secrecy Act vio
lations may have taken place during this period. 

This situation is compounded by the fact that Caribbean did not 
record specific currency transactions on the tellers' tapes. It is, 
therefore, difficult, if not impossible, to determine which specific 
transactions at the bank were for currency. In fact, during our 
review of Caribbean's daily transactions, we found numerous items 
missing from the records altogether. Thus, we could not trace the 
true ownership or method of purchase of a significant number of 
bearer certifIcates at Caribbean. Among these were one series to
taling $1.7 million and a second series totaling $1.5 million, each 
drawn to separate persons. 



We don't know who those people were nor could we determine 
how they were purchased. 

At one point, we asked a teller to assist us in reading another 
teller's proofwork. We discovered that she couldn't explain many of 
the entries. Needless to say, if' another teller couldn't understand 
the tape, there is little reason to believe that an internal auditor or 
bank examiner could. I'm not sure the former matters, as Caribbe
an had no internal auditor during this period. 

Finally, we should note that Caribbean never reported bearer 
certifIcate interest payments to the Puerto Rican Treasury Depart
ment nor did they maintain a list of customers exempt from filing 
requirements of' the Bank Secrecy Act. 

Again, I am speaking of prior periods. I am not speaking to the 
current conditions at Caribbean. 

During his March 1985 examination of Caribbean, a Federal 
Home Loan Bank Board examiner requested copies of CTR's filed 
during the 30 preceding months. Caribbean produced one CTR. 
Given the rapid growth rate of Caribbean's balance sheet, the ex
aminer suspected that more CTR's should have been filed and, ac
cordingly, expanded his examination. He found a large number of 
apparent cash purchases of certificates of deposit during December 
1984 and January 1985 in excess of $10,000 for which no CTR's 
were filed. The examiner described these in his draft of the final 
report. 

Mr. Penagaricano, the president of Caribbean protested to Vin
cent Cerreta, former acting regional director for the Federal Home 
Loan Bank Board in New York stating that he was sure he could 
document that these transactions were in fact not currency trans
actions. Penagaricano later submitted such alleged documentation 
for the months of January and February 1985. The examiner's 
comments regarding the failure to file CTR's were stricken from 
his report unbeknownst to the examiner. 

In addition, Frank Nelson, the bank examiner's supervisor, felt 
the examiner's terminology regarding the president's lack of under
standing of the exempt qualifications was inappropriate so he took 
what he termed "poetic license" and struck the comments from the 
report. These deletions were replaced by a statement that Mr. Pen
agaricano would ensure correction of any deficiencies in the com
pliance area, even though Mr. Nelson had not spoken to Mr. Pena
garicano about this matter. 

With your permission, I would like to submit copies of these doc
uments and other pertinent documents into the record. 

Chairman RO'rH. Without objection. 
[The documents referred to were marked exhibit No. 4 and 

follow. Other documents attached to exhibit No.4 may be found in 
the subcommittee files.] 
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Docket No. 7346 

". 

~ 
I.~ 

The ratioS of net worth to total assets and to savings capital at December 
31 1984 have inct:eascd to 2.0% and 2.5%, respe. ~tively. from 0.5% and 0.7% 
at' the previous examination. However, these ratios remain well below the 
latest available peer group averages. These low ratios are attributed \:.0 
the association's rapid growth, ano the $25,000 loss for the last quarter 
of 1984, due to non-operating exgenses. 

TI1e net worth requirement was met at December 31, 1984 and during the two 
oonth period ended February 28, 1985. 

President Penagaricano stated that the ratio of net worth to total assets 
has increased stea:lily and he feels the net worth ratio will increase to 3% 

,by JuOQ 3D, 1985 or September 30, 1985. 
/, .. ", ..... ". 

2. Currency '~d Foreign Transaction Reporting Act 

The association has prepared only one form 4789 during the 30 ITPnth period 
under review. However, a test check of deposit slips for the months of 
December 1984 and January 1985 disclosed 32 cash deposits of $10,000 or 
oore, most of which appear to have been used to open sllvings certificates. ' 

President Penagaricnno stated that he will inVestigate this matter to insure 
compliance in the future. . 

Subsequent to the completion of the eXamination, Mr. Penagaricano sul::mitted 
supporting documentation to show that the transactions were not cash 
transactions but were, in fact, transfers Erommaturing CO's to new CD's. 

3. Financial Management 

The association contin~es to invest oost of its capital in fixed rate and 
term first oortgage loans secured by single-family dwellings. During the 
period under review the Board of Directors approved a risk management plan 
which reduced the term of these loans from 30 years to 10 or 15 years. 

HoweVer, the association does not offer shorter term or adjustable rate 
It'Ortgages, despite the existence of a strolV;) asset/liabilit.y mismat.ch. As 
shown on page IS, 84.5% of total savings capital matures in one year or 
less, ar.d 68,0% of tot.al savings are in accounts of ~50,OQQ and over 
maturing in one year or less. 

president Penagaricano stated that the bank has not been offering variable 
rate mort:~age loans because the Commonwealth of Puerto Rico authori~es 
variable rate mortgages only in a way that makes it impossible to sell them. 
He continued by stating that the bank has reduced the remaining life of 
rrortgage loans to an average of 8 yeat's. 

4. Directors I Attendance 

AS shown on page 3 of this report, Director Eduardo Ferrer attended only 17 
of 44 regular Board of Directors' meetings held dUring the period under 
review. In addition, Director Ferret' has been cited in previous reports of 
examination for not atterding a material number of b::lard meetings. 

President Penaqaricano stated that Director Eduardo Ferr.er has other 
business commitments which preclude his regular attendance at meetings and, 
regardless, is a valued member of the \x>ll~d. ' 

5. cotmlunity P.einvea\;ment Act 

A review of association activity for compliance with the Community 
Reinvestment Act did not disclose any material areas of concern. 

The following additional pages at'e included in this report: 3, 4, 5, 6 and 151 
other standard report pages have been anitted. 

rls 

2.1 
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P. O. pox CF, CAROLINA, PUERTO RICO 00020. TEL. 1000 1762. 60GO 

April 8, 1985 

Mr. Vincent A. Cerreta 
Assistant District Director Examinations 
Federal Home Lonn Bank Board 
One World Trnde Center, Floor 86 
New York, NY 10048 

Dear Vince: 

Aftor finishing the Audit porformod by tho Fodoral Home Loan Bank Board of Carlbbenn 
Federal Savings Bank of Puerto Rleo, I feol proud and satlsflad for tho quality of tho 
auditing and Its rnault. Said audit ended on April 4, 1965. It was B~ocutod by Mr. 
William Otto. 

Inasmuch as I have always been a perfectionist, there Is one Item In tho Auditing 
Report which sounded strange to me and I Instructed our branch mnnager to look Into 
tho matter. Mr. Otto Informed to me that he had made a spot check of the months 
of January and February of 1985 looking for the compliance and tilling out of form 
4789 of tho Treasury Department. Since he was leaving on Thursday morning, and 
Carlbbonn Fodernl SaVings, becauso of tM Hatty Woek, was closing the doors to tho 
public at 12:00 that day and on Friday and Saturday for the full day, It was net until 
Monday, April 8, that our Manage( was Instructed to revlso all deposits and transactions 
for both months. We have found out that thero has not boon any Violations at all. 
The confusion Is due to the fact tha t whon a certificate Is cancelled at maturity Bnd a 
new one Is Issued, we cancel the old one and always Issue a new certificate. On the 
deposit slip of the new certitlcato, we print the amount being transferred In the space 
provided for "cash". TI1at doas not means that a new certificate was Issued In cash. 
Tho original certlflcnto, mnybo opened months before, was established by check. 

!:nclosed will find photostatic caples of all the documents that shows the above mentioned 
observatIOns. 

Sinceroly yours, ------:57 0....,._ c::-:.~..... -/' 
RaUl Peiiagan'cano 
President 

mdr 
enclosures 
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Congressional Research ServiciJ 
The Library of Congress 

Translation (Spanish) 

Caribbean Federal Savings Oank of PUerto Rico 

MEMORANDUM 

TO: ~lanagers 

FROM: Raul Penagaricano, President 

DATE: Nay 31, 1985 

SUBJECT: Department of Treasury Regulations regarding cash transactions 

The prescnt memorandum has as its purpose to bring to your attention 
a matter, which although you have been aNare of it since some tirnol ano, 
1 want to emphasize the importance of the same. 1 am referring to the 
requ1r~nent by the Federal Department of the Treasury that evcry cash 
transaction of $10,000.00 or more must be reported by us to the Internal 
Revenue Service. Uhen I speak of any cash transaction of $10,000.00 or 
more, this means that when a custOOler brings such an un,ount to be deposited 
1n a savings account, to open a savings certificate, to purchase traveler's 
checks, etc., it is required that Form 4789 be preparcd and that thc same 
be forwarded to the Internal Revenue Service ~lithin 15 days after the 
funds are received, 

He do not have to fi 11 out Form '1/89 if the cash transacti ons of 
$10,000.00 or more are reasonable, if our customer, due to the type of 
business he is in, habitually deposits money in cash. Fbrm 4789, under 
the inset "exceptions"which appears on the back, has additional informa
tion referring to the above-mentioned item. For those persons on whom 
no Form 4789 has to be filled out, the bank has to carry a record wlth 
their name, Social Security number and amount involved. This record does 
not have to be sent anywhere. It merely must be kept available for any 
investigation. 

There is another form that has to be complied with when there are 
transactions in currency or negotiable instrwnents in amounts over 
$5,000.00, and covers only ~Ihen there is an international transaction 
in currency or negotiable instruments. This form is 4790 and has to be 
sent to the Internal Revenue Service WIthin the first 30 days aHel' the 
transaction. Copies of both Form 4789 and Form 4790 must be kept for 
five years. 

Translated by Hesley Kerney- CRS - Language Services - 7/19/85 - arne 
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MtMOI'I\f.JllO 

ASUIJTO; Rag/as do/ Dcr.ulnmenlo dol re~ot() ~O/HC 1 ranr.!lccionrl~ Lr, 
erectlvo. 

EI proscnte m~l1IollQI f'l'OpllOcJe cl trll~r d vucstra a\nl'lClon un 
asunto, quo o.unquo os (.h~ conocllnil:flto cto ustaclo::; duscJo hucO- DJyun tlon)po, 
quiero por la prescnto cnfntl7ilr In ill,porlonciu del Inlr.lrn). 1,10 rcflulu <>1 
roquorlmionto del Dopaltumcnto uol ro~oro Fed,)tol, u qu» tocld tron'.o..:ciun 
de $10,000.00 0 rmis on efectlve, dc'''" til/' illferlllnda POl' n<;5<1lr05 01 I"tuII'<l1 
R()"Cenuo Service. Cuondo monclon<J eualquler tranSOCCI(;11 rlc"d~ $IO,OOO.OU 
o mos en of activo, esto signifiea. que cIHllquinr cliento que trlllgll (l~a COII
tidad para depos/tar Un<! cuento de ()h~rro, allrlr un ccrtificoclo de llhulfO, 
compro.r ChoQlJ03 de violatO, ctco, so roqlllcrc 01 qLJO sa prp.p\;HC fa lurrnu 
4789 y so ~OI11Qta In mismn a "1\ernnl novonue SU'VICO '.hlntra d~ IGO I C dj'n~ 
en quo so rOCiben los fonclos, 

No tenemo3 que IIcnar la fOlma 47fHl 31 Ius trannuc.:iol1e~ en 
efectivo d~ $10,000.00 0 I11dS son rl1lonohlao, yo que lIuoblrcJ clio"lC', PQr 
costumbrc, dabldo al tlpo do ncgoclo a quo so dedica, os corriente quo 
depOSita dinero en arectivo. La forma 4769 y balo 01 Incisn "oxcCJptl .. n~" 
que aparece "I dorsa de la misma, tiMe Informacion adiclonol lefermt" a 
10 anteriormente uludldo. Aqucllns p!:Isonns 0 la" quo no su 11.:0 II ell" 10 
forma 4789, 01 banco tiene quo lIevar un record can nornUre, 01 segura SCICiOI 
y 10 c<ll1tlCbd enwcltil. Diello recorcl no li~ne que ~IIv,nrsu a nlli(jun IUI]nl. 
Solamonta, tenerla di5POnibic para cu.llquier jnve~tloilclun. 

Existe otra forma que tiono que sor ("urnplirllontnda cum,tlc, 
oxistart transaccionos en moncd3 0 Instrumen los Ih1gocinbluo por mns de 
$5,000.00 y cubre solam-:onlc Cllt1ndo e"istu una t, unJaccidn Intnrll&Ch")nul do 
monoda a ,nstlumento nC30cinble. Esta forma flS la 4790 y tlcna que ncr 
rc'nftfda al Intornol Rovcnul' Servico cicntro do I(l~ prirnnroll 30 rI,"UJ 0 putil 
d~1 incldente. Tanto la fClrma 4789 ("orno In 4790, lu~ <;0fliq~ do In rni"-rnar., 
tlenen qua guardarsc por cinco mios. 

mJr 
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OFFICE OF EXAMINATIONS ANO SUPERVISION • 

INTER.OFFICE COMMUNiCATION 

DATE; 

SUBJECT; 

June 21, 1985 

Caribbean FSB of 
Puerto Rico 
Caro I ina, PR 
FHLBB No. 7346 

This is in response to your request that I contact Vince Cerreta regarding 
the deletion of a comment from a recently completed report of examination 
of this institution which described violations of the Currency and Foreign 
Transactions Reporting Act (the Bank Secrecy Act). The report of examina
tion has been forwarded to the Supervisory Agent, how~ver', ~he report has 
not yet been transmitted to the institution. 

I became aware of this comment deletion through a telephone conversation 
with the FHLBank of New York. Today I called Acting District Director 
James J. Gorman and recommended that the report of examination be amended 
to include the previously deleted comment. Also I suggested that Mr. 
Gorman and Supervisory Agent Vigna call me on Monday June 24, 1985 to 
further discuss this matter. Hr. Vigna was not in the office today. Also 
as you know it is not unusual to add, delete or modify comments based on 
the receipt of additional information or the detection of typing or tech
nical errors. 

Mr. Cerreta in a telephone conversation this afternoon explained to me the 
reason for deletion of the comment regarding the CFTR Act which is summa
d zed as fo 11 ows: 

The pencil copy of the report of examination contained a comment citing 
several instances of failure of the institution to file required 4789 
forms with the IRS. Before the report of examination was processed by the 
District Office Mr. Cerreta was contacted by RaUl ~nriquA 
Penagaricano-Soler, president of Caribbean Federal Savings Bank who stated 
that he could not believe there were so many failures to file the 4789 
forms. Mr. Penagaricano-Soler apparently subsequently advised Mr. Cerreta 
that he had checked the institution's records and determined that in fact 
th~se transactions did not involve cash, although the institution's re
cords had mistakenly shown the transactions to be cash, and consequently 
there was no requirement to file the 4789 forms with IRS and further that 
there was no violation by the institution of the CFTR Act. Mr. 

[
penagaricano-soler stated that the transactions actually involved not cash 
but the transfer from one CD to another. He advised Mr. Cerreta that he 
had Journal entrles to support hlS statement. This information was sup
plied to Mr. Cerreta who reviewed the material and concluded that the 
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documentation supported ~Ir. Penagaricano-Soler's claim that there was no 
violation of the CFTR Act. Mr. Cerreta continues to believe that the 
materia'i submitted by the institution supports its position that there was 
no CFTR Act violation for failure to file 4789 forms with IRS. 

My own view is that it is best to present the examiner's comment in the 
report of examination. The institution as in all other situations will 
have an opportunity to comment and supply whatever information it has 
should it disagree with the comment. 

My understanding is that Mr. Raul Enrique Penagaricano-So'ler enjoyed an 
excellent reputation. His June 6, 1965 indictment on one count of con
spiracy, two counts of failing to file, causing the failure to fi'le, of a 
currency transaction report on a currency transaction exceeding $10,000, 
as part of a pattern of illegal activity involving transactions exceeding 
$100,000 within a 12-month period and three counts of failing to fnt', and 
causing the failure to file, of a currency transaction report on a cur
rency transaction exceeding $10,000, at a minimum raises question as to 
his integrity. The Board has suspended and prohibited Mr. Penagaricano-Soler 
as an officer and director of Caribbean FSB and also suspended him as a 
director of the FIfLBank of New York. 

U.~fl~b!torv"d/§T" 
Assista;t" irector for 

Regiona Operations 

EJO'C:ch 
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Mr. MORLEY. We reviewed the documentation sent by Mr. Pena
garicano to the Bank Board and have found it inadequate. First of 
aU, rather than addressing December Hl84 and January 1985, it ad
dresses January and February 1985. Likewise, it addresses only 
some of the transactions noted as exceptions by the examiner. 

Finally, given the total disarray of the institution's records with 
respect to currency transactions, it would be necessary to see the 
actual photocopy of the check used to purchase the certifIcates 
before we would be cOl1vinced that they were purchased by check 
rather than by currency. This type of documentation was not in
cluded in the documentation sent to Mr. Cerreta. When these ex
ceptions were raised by our staff with Mr. Cerreta, he stated that 
Mi .. Penagaricano probably knew more about the Bank Secrecy Act 
than Mr. Cerreta did. 

In January 19815, the internal auditor at Banco Financiero de 
Puerto Rico discovered that the customer confidential card file 
maintained for the holders of bearer certificates of deposit had nu
merous cards which contained no names, addresses or Social Secu
rity numbers. The internal auditor and the audit committee board 
member reported this noncompliance in a letter to the president, 
Mr. Munoz. Mr. Munoz stated that he then discussed this particu
lar violation with the executive vice president and told him to see 
that it was corrected. 

Our investigation of the card files involved determined that sev
eral large depositors were personal customers of Banco Finan
ciero's marketing officer and that their existence was unbeknownst 
to that officer's supervisor, the branch manager, or the pl'esident, 
notwithstanding the fact that at least one of these customers could 
probably be categorized as one of the bank's largest depositors. 

We also uncovered an unusual situation at Banco Financiero and 
the Banco de Ponce involving the purchase of millions of dollars of 
managers' checks with what appear to be bad checks. We docu
mented $1.7 million of these transactions at Banco Financiero 
during the period July 28, 1984, through October 80, 1984, even 
though we did not review every day during this period. 

It appears that a courier delivered numerous $H,500 checks 
drawn by Rodal Magazine Distributors on another bank to Banco 
Financiero on a daily basis. Daily transactions ran as high as 
$150,000. The courier, with the assistance of a bank officer, would 
buy numerous managers' checks, payable to third parties. These 
checks were then redeposited the next day right back into the ac
count of Rodal from which the funds were taken in the first place, 
thus covering the otherwise bad checks. These transactions were 
apparently given the blanlwt approval of Angel Alvarez, a board 
member with Banco Financiero. 

[A summary of these transactions follows:] 
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Daily Amount of Manager's Checks Purchased 
by Rodal Magazines Distributors, Inc. 

on Days Reviewed 

Monday 7/23/84 $19,000.00 Wednesday 10/3/84 $66,000.00 

Tuesday 7/24/84 28,500.00 Tuesday 10/9/84 66,000.00 

Thursday 7/26/84 58,500.00 Friday 10/19/84 84,000.00 

Monday 7/30/84 28,500.00 Monday 10/22/84 75,000.00 

'l'uesday 7/31/84 38,500.00 Tuesday 10/23/84 152,500.00 

Wednesday 8/1/84 38,000.00 Tuesday 10/30/84 84,000.00 

Thursday 8/2/84 19,000.00 

Friday 8/3/84 44,000.00 TOTAL $1/658,009.57 

Monday 8/6/84 40,500.00 

Tuesday 8/7/84 33,340.45 

l~ednesday 8/8/84 28,500.00 

Thursday 8/9/84 28,500.00 

Friday 8/10/84 28,500.00 

Monday 8/13/84 45,250.00 

Tuesday 8/14/85 35,000.00 

Thursday 8/16/84 36,302.52 

~'riday 8/17/84 38,000.00 

Monday 0/20/84 38,963.00 

Wednesday 8/22/84 47,500.00 

Tuesday 9/4/84 54,500.00 

Wednesday 9/5/84 57,000.00 

Thursday 9/6/84 82,613.10 

Friday 9/7/84 56,500.00 

Monday 9/10/84 55,500.00 

Monday 10/1/84 150,040.50 



------- -
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Mr. MORLEY. During 1 week in April 1985-this is 1 week, re
member-Rodal purchased over $1 million in managers' checks 
from the Banco de Ponce, again using worthless checks drawn on 
another bank. The Banco de Ponce immediately detected the 
scheme and ended it. At this point, we do not know what the pur
pose of these transactions was. It is clear, however, that these 
transactions violated Banco Financiero's policies and were avpar
ently conducted unbeknownst to the president of the bank, Mr. 
Munoz. 

Mr. Chairman, as I am neither a banker nor a bank examiner, I 
would hesitate to make final recommendations based upon our in
vestigation of money laundering in Puerto Rico. However, I think 
we can suggest that perhaps those experienced in these fields could 
explore certain possibilities. 

Our investigation of the daily teller's transactions immediately 
surfaced problems in several of the institutions we surveyed. We 
determined which days to review at any given branch by reviewing 
their cash transactions with their correspondent bank or the Feder
al Reserve. This surfaced unusual cash activities at particular 
branches on specific dates. Perhaps this same technique could be 
used by banks and their regulators in determining compliance with 
the currency-reporting requirements of the Bank Secrecy Act. 

It is virtually impossible for an internal auditor to audit large 
currency transactions in an institution that does not specifically 
record currency transactions on the teller's tape. On the other 
hand, institutions we reviewed which had on-line computer systems 
or which manually prepared cash-in, cash-out tickets, left very easy 
trails for internal audit to follow. Bank managers may wish to 
ensure that their systems leave a clear audit trail for currency 
transactions in order to further protect themselves from being vic
timized by money launderers and their accomplices. 

A significant number of the cases involved in Operation Tracer 
concerned officers who had the apparent authority to act alone in 
issuing bearer certificates or managers' checks. The nature of these 
instruments would seem to dictate that two responsible omeers 
should be involved in their issuance. 

Several banks we reviewed issue certificates of deposit und man
agers' checks only to established customers. Managers' checks and 
certificates of deposit over specified amounts require full identifica
tion just as would be requh'ed in cashing a third-party check. This 
is an extension of the "know your customer" policy such as that 
recently implemented by the Bank of Boston. This, again, seems to 
be good insurance at little cost. 

Several banks in Puerto Rico require daily currency analyses to 
be conducted by their operations officers at the branch level. This 
immediately identifies any unusual currency nows and alerts 
senior management to the possibility that these may be unreport
ed. These banks view this additional step as sound cash manage
ment which goes hand in glove in determining the branch's daily 
cash needs, a process all banks must go through regardless. 

In conclusion, it is our impression that though the Bank Secrecy 
Act has been a matter of widespread attention in some quarters of 
the Puerto Rican financial community, a few bankers and bank of
ficers have caused a neal' calamitous situation in that community. 
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The institutions involved have learned the painful lesson learned 
by so many before-that a careless approach to the Bank Secrecy 
Act can end in disaster. Our investigation indicates that all these 
situations could have been detected and quickly remedied with 
minimal amount of cost or effort on the part of the banks and their 
regulators. 

Chairman Ron-r. Thank you, Mr. Morley. I want to emphasize 
what you say in the last paragraph. What we found to be true of 
some banks and officials should not be taken as true of all finan
cial institutions. As you say at the beginning of your conclusions, 
you are neither a banker nor a bank examiner, but I take it you 
don't have to be very sophisticated in financial matters not to 
wonder why-let me read your third paragraph on the first page. 

Four of' the ten institutions reviewed accounted for the great majority of the 
excess currency retlu·nt'd to tIll' Federal Reserve Bank by Puerto Rican banks. We 
examined these bank ctu;h trunsactions to determine the source of theil' large 
amounts of' excess cash. 

I would like to go back to our prior witness who I think very 
properly pointed out that the bank examiners have many things to 
look at, of which bank secrecy is only one. But isn't the fact there 
were these huge sources of excess currency a loud and clear bell 
that something is wrong? 

Mr. MORLEY. Well, it certainly indicates that there is a great pos
sibility that something is amiss. 

Chairman RO'l'H. At least you should investigate it. 
Mr. MORLEY. I certainly agree. It is a classic indication some

thing is going on there that is not readily explained. 
Chairman Ro'rH. You can't say just because you had so many 

other things to do that you didn't notice this large flow of currency, 
could you? Isn't that going to be perfectly obvious to any bank ex
aminer? 

Mr. MORLEY. If you had the data available, yes, it would be obvi
ous. Now, one question that arises in our minds is, did they in fact, 
have the data available? If you recall, in the Bank of Boston inves
tigation, we discussed with the regulators the sharing of informa
tion and the question arises whether or not the Federal Home 
Loan Bank Board actually took the initiative to get these figures 
from the Federal Reserve. Of course, they are readily available in 
Puerto Rico and it did not take long to get these figures. They are 
right there. 

Chairman ROTH_ If you were examining these accounts and you 
saw this large flow of currency, wouldn't one of the first things you 
would want to do then is look at the CTR's? 

Mr. MORLEY. Yes, absolutely. 
Chairman ROTH. Would it raise any questions to the fact that 

very few were in existence at some of these institutions? 
Mr. MORLEY. Absolutely. I would want to get an explanation for 

that. 
Chairman Ron-I. I just find it incomprehensible the lack of ade

quacy of' the review, particularly when you go on with your other 
testimony, you say on page 2, in the case of bearer certificates reg
ister how very, very little information was available. How did thex 
identify them'? "Fat woman," "one hand," "bug-eyed," "glasses.' 
The only records that normally emerged from that room was the 
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minimum necessary to prepare the certificates to make an entry 
into a register. Would that be some kind of alarm signal if you 
were a bank examiner even if you weren't the most sophisticated 
in the world? 

Mr. MORLEY. Again> I would think so. Maybe, we are again 
seeing surface again-as we did in the Comptroller's Office in our 
previous investigation-a lack of' knowledge by senior officials. 
They have not addressed the issue of how money is laundered> 
what are the telltale signs; what is the Bank Secrecy Act and how 
does it fit into all ofthis. 

Chairman Ron-I. In yoU!' conclusion yOlt say, "It is virtually im
possible for an internal auditor to audit large currency transac
tions in an institution that does not specifically record cU!'rency 
transactions on the teller's tape." 

How well trained do you have to be to dope that out? 
Mr. MORLEY. I had long discussions with the two FDIC examiners 

with whom I was working. I have to say they were rather aghast at 
the situation. They said they have never seen anything like this. 
'l'hey were very concerned for any number of reasons. Again, you 
look at this and you say how on em·th do you balance it? Apparent
ly-not apparently, this is what we were told by the tellers and 
other people in the banks, you start with beginning cash; you have 
a figure for beginning cash; you have a figure for ending cash, and 
you have all these transactions over on the side; some are recorded 
and some are not. Maybe they have an adding machine tape of 
checks and an adding machine tape of certificates of deposit, 
adding machine tape of manager's checks. With all this, they hope 
to balance it. 

We asked, what if it doesn't balance? We never got an answer. 
They do not have specific entries for cash. Cash is what we call in 
accounting terminology a forced fIgure. If it is not there to back 
into, I don't know what you do. I suppose you go to cash over and 
under account and hope that balances it out over a period of 
months. 

Chairman ROTH. Like you, I am not sophisticated in intricate 
banking matters. I can barely balance my own account. 

Mr. MORLEY. I am sure you record cash, though, Senator. 
Cbairman Ro'l'H. I don't have much cash flow, to be honest with 

you. [Laughter.] 
It really shocks me, at least in some of these institutions, the 

lack of internal controls and records. It is not only a question of 
the Bank Secrecy Act, but I really question how they can look at 
the solvency and other requirements of the law. 

I want to thank you very much for your testimony. Senator 
Rudman? 

Senator RUDMAN. I just thank Mr. Morley for his usual very 
good and thorough testimony and excellent presentation on short 
notice. I don't have any questions for Mr. Morley, 

Mr. MORLEY. Thank you, Mr. Chairman. 
[Mr. Morley's prepared statement follows:] 
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ST ATcMENT OF 
CHARLES MORLEY 

During our Investigation we Interviewed ~2 officials representing 10 financial 
Institutions in Puerto Rico. We also Interviewed managers and examiners of the 
Federal Home Loan Bank Board and the Federal Deposit Insurance Corporation. 
While in Puerto Rico we met with the Puerto Rican Secretary of Treasury, the U.S. 
Attorney, and representatives of Operation Tracer. 

In 7 of the 10 institutions, we examined policy and procedural manuals, 
Internal audit manuals and ~ralning documents. We also reviewed the procedures 
used by tellers and branch officers to process and record large cash transactions, 
the bank's exempt list and Currency Transaction Reports retained by the 
Institutions. We then obtained the assistance of two bank examiners from the 
Federal Deposit Insurance Corporation and conducted a detailed exam ina tion of 
cash transactions of 3 of the 7 Institutions. 

Four of the 10 Institutions reviewed accounted for the great majority of the 
excess currency returned to the Federal Reserve Bank by Puerto Rican banks. We 
examined these bank's cash transactions to determine the source of their large 
amounts of excess cash. 

Results of Examination 

Our Investigation of the financial Institutions In Puerto Rico Indicates that 
although many of them have detailed manuals, policies and an awareness of the 
Bank Secrecy Act, officers and employees were nonetheless able to launder money 
with little effort. The major contributing factors to this breakdown are the use of 
bearer certificates of deposits and poor recordkeeplng practices. These factors are 
further aggravated by the seemingly pervasive attitude that tax evasion Is 
harmless; therefore a banl<er who assists In tax evasion is not really corrupt. 
Inadequate supervision by bank managers and bank regulators further compounds 
the problem and has allowed its perpetuation. 

Specific Cases 

Some specific examples will llIustrate how these circumstances combined to 
facllltate the laundering of money. I should perhaps first reiterate your comment, 
Mr. Chairman, that the examples we are discussing here in no way reflect on the 
financial stablllity of these financial Institutions. Nor do these examples Indicate 
that these are the only Institutions where these circumstances exist. 

We found bearer certificates of deposit to be the most troublesome Item in our 
examination. As you know, bearer certificates are owned by whomever has them In 
their physical possession. In Puerto Rico, the Interest earned by these certificates 
Is supposed to be reported to the Puerto Rican Treasury. The Bank Secrecy Act 
regulations section 103.3~(b)(11) requires detailed records to be kept on all 
certificates of deposit, bearer 01' registered. 
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We found case after case of certl!lcatesthat were Issued by financial 
Institutions without any name or other Identifying Information appearing in the 
banks so-called confiClential customer file. We now know -- through the 
Undercover Operations of Operation Tracer, that In some of these cases, the 
names appeared In so called "black books" that were kept by certain officers In 
their locked desk drawers or file drawers. In several cases, the Internal audit 
fUnctions of the institutions discovered these omissions and the banks took steps to 
correct them -- in some cases aIter dismissing the ofiendlrY3 officers. 

Another common practice we discovered consists of entering phony names In 
the bearer certificate register. I might reiterate that this Is not only non
compliance with the Bank Secrecy Act but under certain circumstances would 
constitute a criminal violation. The system employed by several of the financial 
Institutions we Investigated consisted of the following: A customer wishing to buy 
a bearer certificate, whether for cash, check or otherwise would be taken by an 
officer, generally a branch manager, to a private room. The only records that 
normally emerged from that room were the minimum necessary to prepare the 
certl!lca te and to make an entry Into the register. The cash received -- or the 
check -frequently never went through a teller. We are not sure at this point, how 
these bookings got Into the systems, but they apparently did or the books of the 
banks would not have balanced for that particular day. Of course, only the officer 
involved knows whether or not the name entered into the register is accurate. As 
an Illustration, we looked at one bearer certificate register that had notations 
throughout sllch as "fat woman" "one hand" "bug-eyed" "glasses" "real name Is 
__ ", etc. The clerk who kept this register said these comments were on the slip 
of paper that emerged from the private room. Obviously, she could not guarantee 
the accuracy of the names on the register she maintained. 

In tracing some of these transactions we found that one customer had also 
apparently used an alias at yet another institution. The customer had an account 
at one bank in an apparent alias. He then drew a consecutive series of manager's 
checks payable to third parties In amounts under $10,000 on that bank. These 
checks were then used to buy bearer certlflcates of deposit at the bank we 
examined under the same alias. We don't know who these third parties were, or If, 
In fact, they actually exist. 

It Is Interesting to note, that after the June raids, we found numerous cases at 
name changes on the bearer certificate records of several institutions. This 
Indicates to us that the initial names were false, and the institutions took steps to 
rectify their records following the raids. 

I would like to now turn to some specific items we found at several 
Institutions. 

The former President, Vice President and Branch Manager of Caribbean 
Federal Savings and Loan were all charged with criminal violations as a result 01 
Operation Tracer. At the time of his arrest, Raul Penagaricano, the former 
Caribbean Federal PresIdent, was .ervlng as Vice Chairman of the Federal Home 
Loan Bank of New York, the agency responsible for enforcing Bank Secrecy Act 
compliance among savings and loans in Puerto Rico. He has since resigned both 
positions. We reviewed a large number of the daily transactions at Caribbean in an 
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effort to determine their methods of receiving and reporting large currency 
transactions. We also reviewed the examination steps taken by the Federal Home 
Loan Bank Board examiners at Caribbean. Neither review was very encouraging. 

The procedure for purchasing bearer certificates at Caribbean were under the 
total control of the bank officers, whether the President, the Vice President or the 
branch manager. Customers wishing to purchase bearer certlflca tes would enter a 
private room with the appropriate officer and later emerge with the bearer 
certificate. The only documents that were Issued from the room were those 
sufficient to prepare the certificate and to make entries In the register. Adding 
machine tapes reflecting the count of the currency were destroyed. Witnesses 
recalled recurring Instances where unidentified customers came in with large 
amounts of currency to buy bearer certificates. This currency never went through 
the tellers at Caribbean and therefore no record exists of these specific 
transactions beyond the Issuance of the certificates and the entries In the register. 
In light of the fact that Caribbean had flied only one Currency Transaction Report 
during the 30 months preceding March 1985, it wouid appear that significant Bank 
Secrecy Act violations may have taken place during this period. 

This situation Is compounded by the fact that Caribbean did not record 
specific currency transactions on the tellers tapes. It Is therefore difficult, if not 
impossible, to determine which specific transactions at the bank were for 
currency. In fact, during our review of Caribbean's dally transactions, we found 
numerous items mi%lng from the records altogether. Thus, we could not trace the 
true ownership or method of purchase of a significant number of bearer 
certificates at Caribbean. Among these were one series totaillng $1.7 million and 
a second series totalling $1.5 million. , 

At one point, we asked a teller to assist us In reading another teller's proof 
wt'rk. We discovered that she couldn't explain many of the entries. Needless to 
say, if another teller couldn't understand the tape, there Is little reason to believe 
that an Internal auditor or bank examiner could. I'm not sure the former matters 
as Caribbean had no Internal auditor during this period. 

Pinally, we should note that Caribbean never reported bearer certificate 
Interest payments to the Puerto Rican Treasury Department nor did they maintain 
a list of customers exempt from the filing requirements of the Bank Secrecy Act. 

During his March 1985 examination of Caribbean, a Federal Home Loan Bank 
Board examiner rI!quested copies of CTRs flied during the 30 preceding months. 
Caribbean produc(~d one CTR. Given the rapid growth rate of Caribbean's balance 
sheet, the examiner suspected that more CTRs ~hould have been filed and 
accordingly expanded his examination. He found a large number of apparent cash 
purchases of certificates of depOSit during December 1984 and January 1935 in 
excess of $10,000 for which no CTRs were flied. The examiner described these In 
his draft of the Ilnal report of examination. 

Mr. Penagaricano, the President of Caribbean protested to Vincent Cerreta, 
former Acting Regional Director for the Federal Home Loan Bank Board In New 
York stating that he was sure he could document that these transactions were In 
fact not currency transactions. Penagaricano later submitted such alleged 
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documentation for the month of January and February 198.5. The examiner's 
comments regardIng the failure to file eTRs were stricken from his report 
unbeknowst to the examiner. In addition, Frank Nelson, the bank examiner's 
supervisor, felt the examIner's terminology regarding the President's lack of 
understanding of the exempt qualifications was Inappropriate so he took what he 
termed "poetic license" and strud< the comments from the report. These deletions 
were replaced by a statement that Mr. Penagarlcano would ensure correction of 
any deficiencies In the compllance area, even though Mr. Nelson had not spoken to 
him. 

We have reviewed the documentation sent by Mr. Penagarlcano to the Bank 
Board and have found it Inadequate. First of all, rather than addressing December, 
1984 and January, 198.5, it addresses January and February of 198.5. Likewise It 
addresses only some of the transactions noted as exceptions by the Examiner. 
Finally, given the total disarray of the InstitutIon's records wIth respect to 
currency transactions, It would be necessary to see the actual photocopy of the 
check used to purchase the certificates before we would be convinced that they 
were purchased by check rather than by currency. ThIs type of ducumentation was 
not Included in the documentation sent to Mr. Cerreta. When these exceptions 
were raIsed by our staff with Mr. Cerreta he stated that Mr. Penagaricano 
probably knew more about the Bank Secrecy Act than Mr. Cerreta did. 

In January of 19&5, the Internal auditor at Banco Flnanciero de Puerto Rico 
discovered tha t the customer confidential card file maintained for the holders of 
bearer certlflca tes of deposit had numerous cards which contained no names, 
addresses, or social security numbers. The internal auditor and the audit 
committee board member reporting this noncompliance in a letter to the 
President, Mr. Munoz. Mr. Munoz stated that he then discussed this particuiar 
violation with the Executive Vice PreSident and told him to see that It Was 
corrected. 

Our investigation of the card flies involved determined that several large 
depositors were personal customers of Banco Flnanciero's marketing officer, and 
that their existence was unbeknownst to that officer'S supervisor, the branch 
manager or the President, notWithstanding the fact that at least one of these 
customers could probably be catagorized as one of the bank's largest depositors. 

We also uncovered an unusual situation at Banco Flnanciero and the Banco de 
Ponce Involvinil the purchase of millions of dollars of manager's checks with what 
appear to be bad checks. We documented $1.7 milllon of these transactions at 
Banco Financiero during the period July 23, 1984 through October 30, 19&4 though 
we did not review every day during this period. It appears that a courier delivered 
numerous $9,500 checks drawn by Rodal Magazine Distributors on another bank to 
Banco Financiero on a daily bash. Dally transactions ran as high as $150,000. The 
courier (with the help of a bank officer) would buy numerous manager's checks, 
payable to third parties. These checks were then redeposited the next day right 
back into the account of Rodal from which the funds were taken in the first place, 
thus covering the otherwise bad checks. These transactions were apparently given 
the blanket approval of Angel Alvarez, a board member with Banco Financlero. 

53-218 0 - 85 - 3 
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DUrll1g one week In ARril 198.5, Itodal purchasad over $1 million In mana gars 
checks from the Banco de Ponce, again using worthless checks drawn on another 
bank. The Banco de Ponce Immediately detected the scheme and endad it. At this 
point we do not know the purpose of thase transactions. It is clear however, that 
these transactions violated Banco Flnanclero's policies ami were apparently 
conducted unbeknownst to the President of the Banl(, Mr. Munoz. 

Conclusion 

Mr. Chairman, as I am nelthar a banker nor a bank examiner, I would heslstata 
to maka final recommandations based upon our Invastlgatlon of money laundering 
In Puerto Rico. Howaver, 1 think we can suggast that perhaps thosa experienced in 
thesa fields could explore certain possibilltlas. 

1. Our investigation of the dally tcllar's transactions immediataiy surfaced 
problems in sevaral of tha Institutions we survayed. Wa datarmined which 
days to reviaw at any given branch by revieWing their cash transactions with 
their correspondent bank or the Faderal Reserve. This surfaced unusuai cash 
activities at particular branches on specific dates. Perhaps this same 
tachnique could be used by banks and their regulators in determining 
compliance with the currency reporting reqUirements of the Bank Secrecy Act. 

2. It is virtually impossible for an internai auditor to audit large currency 
transactions in an Institution that does not specifically reco~d currency 
transactions on the taller's tape. On the other hand, institutions we reviewed 
which had on-line computer systems or which manually prepared cash In, cash 
out tickets, leIt very easy trails for internal audit to follow. Bank managers 
may wish to ensure that their systems leave a clear audit trail for currency 
transactions In order to further protect themselves from being victimized by 
money launders and their accomplices. 

3. A significant number of the cases involved in Operation Tracer concerned 
officers who had the apparent authority to act alone in issuing bearer 
certificates or managers checks. The nature of these instruments would seem 
to dictate that two responsible "Wcers should be involved in their issuance. 

4. Several banks we reviewed issue certificates of deposit and manager's checks 
only to established customers. Manager's checks and certificates of deposit 
over specified amounts require full identification Just as would be required In 
cashing a third party check. This is an extension of the "know your customer" 
policy such as that recently implemented by the Bank of Boston. This again, 
seems to be good insuranca at littll~ cost. 

4. Sevaral banks in Puerto Rico requke daily currancy analyses to ba conducted 
by their operations officers at the branch level. This Immediately identifies 
any unusual currency flows and alerts senior management to the possiblllty 
that these may be unreported. These banks view this additional step as sound 
cash management which goes hand in glove in determining the branch's daily 
cash needs, a process all banks must go through regardless. 
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In conclusion, It Is our irnpresslon that though the Bank Secrecy Act has becm a 
matter of widespread attel\tion It\ some quarters of the Puerto Rican Ilnanclal 
community, a few bankers and banl< officers have caused a ncar calamitous 
situation In that community. The Institutions Involved have learned the paInful 
lesson learned by so many before - tha t a careless approach to the Bank Secrecy 
Act can end In disaster. Our !twestlgatlon Indicates that alt these situatlons could 
have been detected ilnd quickly remedied with mlnhnal amount of cost ot' effort on 
the part of the banks ilnd their regUlators. 
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Chairman ROTH. We are going to change the order and at this 
time call Mr. Schilling, the Director of Office of Examinations and 
Supervision, Federal Home Loan Bank Board; Vincent Cerreta, the 
former Acting Director, Federal Home Loan Bank Board, New 
York Re,3ional Office; and Frank Nelson, Field Manager, Federal 
Home Loan Bank Board, New York Regional Office. 

Gentlemen, if you would please raise your right hand. Do you 
swear the testimony you will give before this subcommittee will be 
the truth, the whole truth and nothing but the truth, so help you 
God? 

Mr. SCHILLING. I do. 
Mr. CERRETA. I do. 
Mr. NELSON. I do. 
Chairman ROTH. Please be seated. Mr. Schilling, if you. would 

proceed. 

TES1'IMONY OF WILLIAM J. SCHILLING, DIREC'rOR, OFFICE OF 
EXAMINA1'IONS AND SUPERVISION, FEDERAL HOME LOAN 
BANK BOARD, ACCOMPANIFJD BY VINCENT CERRETA, FORMER 
ACTING DIRECTOR, FEDERAL HOME LOAN BANK BOARD, NEW 
YORK REGIONAL OFFICE, AND FRANI{ NELSON, FIELD MANAG
ER, FEDERAL HOME LOAN BANK BOARD, NEW YORK REGION
AL OFFICE 

Mr. SCHILLING. Thank you, Mr. Chairman, distinguished mem
bers of the subcommittee. I am William J. Schilling, Director of the 
Office of Examinations and Supervision of the Federal Horn€1 Loan 
Bank Board. 

First, may I apologize to the subcommittee for Chairman Gray, 
who is unable to be here due to his prior commitment to appear 
this morning before the Senate Banking Committee. Second, ap
pearing with me here today are Frank Nelson, the Field Manager, 
Federal Home Loan Bank Board from our New York Office and 
Vincent Cerreta, the former Acting Director of the New York 
Office. 

I am here to testify today on the Board's efforts to carry out its 
responsibility under the Bank Secrecy Act. The Board has been re
viewing its activities in order to explore the matter further and to 
take steps to strengthen its implementation of the Bank Secrecy 
Act responsibilities. 

In my testimony, I will talk briefly about the Board and the 
Office of Examinations and Supervision. Then I will talk about our 
examinations process in general, the recent limitations the Board 
has faced due to serious staffing shortages, our Bank Secrecy Act 
procedures, our efforts with regard to the Puerto Rican institutions 
involved in Operation Tracer and our plans for strengthening our 
Bank Secrecy Act activities. 

The Federal Home Loan Bank Board is the regulatory agency for 
all federally chartered thrift institutions. It shares with the States 
regulatory authority over those State-chartered thrifts whose de
posits are insured by the Federal Savings and Loan Insurance Cor
poration. 

The Office of Examinations and Supervision carries out the 
Board's responsibility for the examination and supervision of all in-
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stitutions chartered by the Federal Home Loan Bank Board or in
sured by the Federal Savings and Loan Insurance Corporation. 
OES is charged with determining the financial safety and sound
ness of insured institutions, regulatory compliance and, particular
ly, with identifying those institutions that present an increased 
risk of loss to the Federal Savings and Loan Insurance Corporation. 

The heart of the OES activities is the examination process. An 
examination is designed primarily to evaluate the safety and 
soundness of the association in question. The examination reviews 
not only financial matters, but also management capabilities and 
performance. 

As I am certain that you are well aware, the examination proc
ess has become substantially more difficult in recent years. This is 
due in large part to three factors: the changing nature of thrifts 
themselves, the economic distress and losses suffered by virtually 
all thrifts in the late 1970's and early 1980's ~md our severe staff
ing limitations and retention problems. 

In 1975, the typical thrift would have passbook accounts, time de
posits, and certificates of deposit as its liabilities. It assets would 
have principally been residential mortgages secured by first loans. 
Today, liabilities include reverse repurchase obligations, equity 
participation certificates of deposit, convertible subordinated debt, 
money market deposit accounts, and an endless variety of other ac
count:::, Assets are similarly more complex. In fact, some States 
have granted State-chartered thrifts virtually unlimited invest
ment authority-from windmill farms, to Arabian race horses, 
wildcat oil explorations, and noninvestment grade junk bonds. 

This increased complexity has occurred at a time of stress and 
weakness for the thrift industry. A prior witness testified as to the 
increase in strengths of deposits in 16 commercial banks in Puerto 
Rico. Clearly, the situation was different for the thrift industry. 
While the deposits for the thrift industries from 1975 to 1985 did, 
in fact, grow, you are well aware that the industry suffered severe 
losses during that period of time. The industry's net worth dropped 
from 6.9 percent of deposits in 1975 to 4.9 percent of deposits in 
1985. 

Mr. Chairman, more than 1,500 institutions that we regulate dis
appeared through consolidation or merger during that time frame. 

[At this point in the hearing, Senator Rudman withdrew from 
the hearing room.] 

[The letter of authority follows:} 
U.S. SENA1'E, 

COMMITTEE ON GOV~'RNMENTAl, AFfAIRS, 
SF:NAT~: PERMANENT SUUCOMMITTF:E ON INVES'I'IGATIONS, 

Washingtoll, DC. 
Pursuant to rule fi of the Rules of Procedure of the Senate Permanent Subcom

mittee on Investigations of the Committee on Gov{>rnmental Affairs, p(;'rmission is 
hereby grant(;'d for the chairman, Qt. any Member of the subcommittee as designated 
by the chairman, to conduct open and/or executive session hearings without a 
quorum of two Members for the administration of oaths and taking testimony in 
connection with hearings on "Money Laundering in Puerto Rico." These hearings 
are to be held on July 25, 1!l8fi. 

BILL ROTH, 
Chairman. 

SAM NUNN, 
Ranlling Minority Member. 
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Mr. SCHILLING. Moreover, in the 4 years from 1981 to 1985, the 
FSLIC has been forced to liquidate 21 institutions, more than 1. 1/2 

times the number of liquidations in the entire preceding 47 years 
of' the FSLIC. 

These difficulties, Mr. Chairman, have taxed our examination 
and supervisory abilities to and beyond the limit. 

Due to the staffing and salary restrictions, the examiner work 
force has not been able to keep pace with the growing demands on 
examiners. Until July 6, 1985, examiners were employees of' the 
Federal Home Loan Bank Board and were subject to Office of' Per
sonnel Management and Office of Management and Budget restric
tions. There were only 750 professional staff members and 120 cler
icals in our district offices across the entire United States. 

This level of staff was and clearly is insuffIcient to handle the 
problems facing our industry, particularly in light of the changing 
nature of the industry and the literally hundreds and hundreds of 
thrifts which were and still are suffering severe fInancial difficul
ties. 

Compounding the budgetary restrictions on staffing, was the 
Bank Board's inability to compensate adequately its examining 
staff through the civil service classiflcation policies. In fact, Bank 
Board examiners were paid significantly less than their counter
parts at the other financial federal regulatory agencies. 

For fiscal year 1984, the field staff turnover rate was 16.1 percent 
nationwide. In 1985, 25 percent-one quarter-of our examiners 
have had less than 2 years of experience with the Bank Board. In 
the 18 months just ended June 30, 1985, 189 field employees have 
resigned. We have had to replace them. Unfortunately, this high 
turnover rate has resulted in less experienced staff to deal with the 
increasingly complex problems that we now face in a deregulated 
environment. 

The problems of increasing examiner workload and loss of quali
fied examiners have been especially acute in our New York dis
trict, the Bank Board district that is responsible for examining and 
supervising institutions in the Commonwealth of Puerto Rico. 

[At this point in the hearing, Senator Rudman reentered the 
hearing room.] 

Mr. SCHILLING. In the New York district, FSLIC institutions grew 
from $57 billion in 1981 to $89 billion in 1985; and the responsibil
ity for examining and supervising 13 federally chartered savings 
banks which are insured by the FDIC and have total assets of $37 
million have been added to the New York district's caseload. 

Despite this fact, the number of examiners in that distrkt has 
dropped from 74 in 1981 to 62 in 1985. In New York, attrition has 
occurred particularly among our more senior examiners. In 1983, 
for example, we lost six of our more senior xaminers. In 1984, we 
lost an additional three senior examiners. The critical need for a 
larger and more experier,ced examination force was recognized 
both by the congressional committee charged with oversight of fi
nancial regulators and with the Department of Treasury itself. 

In 1984, the House Committee on Government Operations noted 
that the job of a bank examiner, including a savings and loan ex
aminer, is becoming increasingly complex and demanding, and I 
would point out to the Senators that the Treasury Department, 
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which is assigned primary responsibility under this act, has itself 
recognized our weakness. In its Federal deposit insurance report in 
1985, the Treasury Department highlighted the Bank Board's criti
cal need for additional examination and enforcement resources. 
This urgent need is heightened by additional responsibilities given 
to the Board by the Congress. 

Over the years, the Congress has expanded the responsibility of 
the Board's examiners to include detecting violations of law which 
are not directly related to the Iinancial health of the institutions 
that we examine. In fact, in addition to the basic legislation estab
lishing the Board and its responsibilities, at least 15 stat.utes give 
examinations and/or enforcement authotity to the Board. 

Our critical shortage of examiners, particularly the most experi
enced examiners, has required the Board in recent years to employ 
less frequent examinations, to limit the scope of examinations and 
to concentrate attention on evaluating the safety and soundness of 
insured institutions. 

In 1984, pursuant to a directive by the House Committee on Gov
ernment Operations, the Bank Board established a task force on re
structuring to study the options for improving the process of exam
ination and supervision. The task force recommended to the Board 
that the examiners be made a part of the Federal Home Loan 
Bank system, pursuant to the provisions contained in the Federal 
Home Loan Bank Act. 

The Board acted promptly on that recommendation. On July 6, 
1985, the Board delegated its examination functions to the Federal 
Home Loan Banks. As of that date, former Bank Board examiners 
are employed by the Federal Home Loan Banks. In addition to in
creasing efficiency by bringing the examining and supervisory 
functions together, this restructuring should help ease the staftlng 
crisis the Board has faced. Of course, the delegation of authority to 
the Federal Home Loan Banks took place only very recently, and it 
will take some time to build up examining staff's of the number 
and caliber that the Board so desperately needs. 

The Bank Secrecy Act is a law addressed in examinations. The 
Treasury Department has the primary responsibility for the en
forcement of the act but its regulations delegate to the Board the 
responsibility for assuring compliance by institutions whose ac
counts are FSLIC insured. OES has sent to each FSLIC insured in
stitution and to all of our professional staff across the country 
Treasury Department publications, the forms institutions are re
quired to file, a number of T or technical memoranda and a 
number of other communications. 

We have advised the thrift industry and our professional staff of 
a number of amendments to the Bank Secrecy Act regulations, in
cluding their effect. T-53-7, dated May 23, 1985, reiterates the fun
damental purpose of the Bank Secrecy Act and reminds institu
tions that management should establish training programs as well 
as operating procedures and compliance guidelines. 

The Board's examination procedures were developed in conjunc
tion with the Office of' Comptroller of the Currency, the Federal 
Reserve Board and the Federal Deposit Insurance Corporation in 
consultation with representatives of the Department of Treasury 
and the Government Accounting Office. 
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These Examination Objectives and Procedures-or EOP-are de
signed to test an institution's compliance with the regulations. Due 
to the financial crisis facing the thrift industry and of our lack of 
staff, the EOP's mandatory usage was suspended in 1982. But EOP 
examiner worksheets and Bank Secrecy Act checklists remain the 
principal guidance to examiners with regard to full-scale compli
ance examinations and the Bank Secrecy Act. 

Whenever necessary, examiners have the responsibility to ap
prise institution management, particularly those of newly char
tered or insured institutions, of their responsibilities under the 
Bank Secrecy Act regulations. The supervisory agents of the 12 
Feder:;tl Home Loan Banks have the responsibility to take appropri
ate supervisory action necessary to obtain institution compliance. 
Reports of violations are transmitted to the Treasury Department. 
These reports include the identity of the institution, a description 
of the suspected violation and any corrective action. 

In addition, OES may recommend to the Treasury Department 
imposition of civil penalties and may make referrals for possible 
criminal investigations regarding suspected Bank Secrecy Act vio
lations. 

At this point, I would like to briefly discuss our examinations of 
the four institutions which employed individuals recently charged 
with assisting in illegal money laundering activities. 

Chairman ROTH. I am going to ask you to summarize. 
Mr. SCHILl..lNG. I think I can. Caribbean Federal Savings Bank 

was most recently examined as of March 1985. The examiner in
cluded a comment in the examination report which indicated the 
bank had filed only one form 4789 during the period covered by the 
examination, but a test check of deposit slips for a 2-month period 
disclosed 32 cash deposits which would have required a filing of 
form 4789. 

The comment and response were revised by the field manager. 
Later the comments were deleted entirely from the final examina
tion report by the Acting District Director based on information 
supplied by the association president claiming that the deposits 
were rollovers that did not require the filing of the forms. 

These alterations in the examination reports have been referred 
to our Inspector General for investigation and recommendation. 
The original comments and responses are being reinserted. Per
haps, Mr. Chairman, it would be best if I go forward to the recom
mendations made by the agency for future activities. 

It is very clear Chairman Gray takes great discomfort in what 
has been revealed by Operation Tracer and has reviewed these rec
ommendations for the Bank Board. We are instructing the Bank 
System Office of Education to design and institute in its curricu
lum materials to adequately address money laundering, provisions 
in the Bank Secrecy Act and the examining procedures to be used 
to detect violations. We are going to request that immediately that 
office and our General Counsel's Office of Enforcement immediate
ly prepare a video tape course for use by all of our professionals 
across the country. We will revise the Bank Secrecy Act section of 
the Bank Board's EOP as well as add a Bank Secrecy Act section to 
the new proposed supervisory objectives and procedures. 



We will hold the management and board of directors of each in
stitution responsible for maintaining fully documented internal 
controls and policies to ensure accurate, timely, and complete re
porting. 

We propose to require each institution to have its intel'llul audi
tor during normal audit procedures periodically review and test 
compliance. 

We will add requirements for the outside independent auditors to 
review and test compliance with the institution's system of'intel'llal 
controls and reporting. The results of that review will be reported 
to the Federal Home Loan Bank Board. We propose to require that 
every institution require a member of management to act as com
pliance officer and work with examiners regarding matters of the 
Bank Secrecy Act. 

We will create a task force of senior OES accounting personnel 
whose purpose will be to consult the auditing standards executive 
committee of the American Institute of Certified Public Account
ants in order to strengthen existing auditing standards. 

We are considering instructing institutions to perform back
ground checks on entities which claim to be exempt from filing 
under BSA compliance guidelines. 

We also are considering instructing institutions to provide exam
iners with complete lists of currency transaction report filings and 
exemption lists prior to the examination. 

We will expand our coordination efforts with the Treasury De
partment in the enforcement of the Bank Secrecy Act. 

I have directed the Deputy Director of OES to issue a directive to 
all field personnel: where significant Bank Secrecy Act violations 
are discovered, an immediate interim report will be forwarded to 
supervision and the Treasury Department. If we do not have ade
quate personnel at the time to pursue the investigation, we will re
quest the assistance of the Treasury Department. Thank you, Mr. 
Chairman. 

Chairman RO'l'H. Mr. Schilling, as I indicated some time ago, I 
am really not satisfied with the explanations. Senator Rudman and 
I have sat here many a day, in this area and others. You can 
almost count on-without exceptions-the excuse or rationalization 
is we don't have enough personnel. I can't tell you how many times 
the Pentagon has come up here when we talk about private con
tractors. The whole problem is always that they don't have enough 
people. Frankly, many times the problem is they have too many 
people. So I don't accept that. 

I am not saying you don't need additional people at this time or 
in the past, but I don't think that is an explanation of the unsatis
factory record we see here before us. And this goes way back. It is 
not something new. 

Just let me go back to the record entered by the prior witness, 
Mr. Morley. It points out even as far back as 1980, in 1980 your 
institution examined 3,543 savings and loans and only found 14 vio
lations, or less than 1 percent, 0.39. That same year, FDIC, 6,776; 
497 violations, or 7 percent. Year in and year out, this is not just 
something that happened with deregulation under this administra
tion. It predates it, and I would point out only two cases, the Feder
al Home Loan Bank Board has referred only two cases to Treasury 
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since the passage of the Bank Secrecy Act. A small fraction of 1 
percent of your examinations from 1980 to 1984 found violations, as 
I said, compared to the 15 percent of FDIC. 

How can you explain this tremendous descrepancy? 
Mr. SCHILLING. I think it is clear our procedures are that every 

time the Bank Secrecy Act is violated, and as I indicated up to 
1982, this was part of the EOP, all of those violations are provided 
on a regular basis to the Treasury Department. 

During this period of time in the history of the thrift institu
tions, clearly the institutions that we regulate were not largely en
gaged in the substantial cash-type transactions, although it did 
occur, that would be occasioned by commercial banks, nor do we 
have the foreign currency transactions that are occasioned by the 
commercial banks. It would simply, in my opinion, be less of that 
activity in the thrift--

Chairman Ron-I [interposingJ. I would emphasize in that period 
of time, you only referred two cases. 

Mr. SCHILLING. Mr. Chairman, a correction. I think we made two 
recommendations for civil penalties. I believe that is correct. I 
think we did report, the other figure you cited were instances 
where we discovered some violation of the act. I believe that is cor
rect. 

Chairman Ro'rH. 'rhat is still less than 1 percent and certainly 
what other agencies have found make that look very suspect. 

Let me ask you this question. What did your agency do when 
they suddenly discovered, or maybe they didn't discover, this tre
mendous flow of currency in Puerto Rico? 

Mr. SCHILLING. The flow of currency that both you and Senator 
Rudman referred to is flow of currency, I believe, in the commer
cial banks. I do not know that that was the case. At this time in 
PUerto Rico, the savings and loan industry was in pretty dire 
straits. What was referred to there was t10w of funds into commer
cial banking operations for which we do not examine or regulate. 

Chairman ROTH. How did you handle for111 919? How were they 
filled out in the examinations? 

Mr. SCHILLING. The form 919 is supposed to be fIlled out by the 
examiners. It had come to my attention on a number of occasions it 
is provided to management to be filled out and then the examiner 
verifies the data. That is an incorrect procedure and will be cor
rected. 

Chairman ROTH. My understanding is it was turned over and 
there was very little effort made to find out whether it was correct. 
How could this situation arise and you not discover it? 

Mr. SCHILLING. In reviewing the circumstances of this operation 
and reviewing the procedure, I and my senior staff have looked 
into the procedure. We have an advance package which we have 
turned over to the institution and the institution is required in ad
vance of the examination to prepare a substantial amount of infor
mation for us. Form 919 should not be done by the management of 
the bank; will not be done by the management of the bank. 

Chairman Ro'rH. But to me that is a perfect example of the inad
equacy of the examination. That is not caused by lack of adequate 
personnel; that is a problem of inadequate training and inadequate 
auditing of what people are doing. 
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Let me go to the testimony of Mr. Morley. He states this: 
During this Murch 1!}~1i ('xllminution of' th(' Curibhenn, u Federul BOIll(' Loan 

Bunk Botll'd exumillt'r rNjut'::ltt'd copies of' CTR's filed during tilt' :W pl'ec('ding 
months. Cal'ibbeun product'd om' C'l'R. Givell the l'upid gl'owth rat(' 0(' Caribbean's 
bulance shel't, tho l'xamirll'r HUSIlt'cted morl' C'l'Rs should have bel'l1 flINI und, ac
cordingly, l'xpnndecl his l'xuminatioll. lIe found a lul'g't' number of tlpPlll'('nt cash 
purchases o/' certificates of' deposit during D('ct'mber HlX4 and l!lXii in excess of 
$10,000 1'01' which no C'l'Hs tll'e fi\('d, The ('xaminel' described these in his draf't of' 
tlw finall't'port of' (~xaminution, 

And that was reported, I believe, in the draft. Now, subsequently, 
Mr. Penagaricano, the president of Caribbean, protested to Vincent 
Cerreta-I believe Mr. Cerreta is here-former Acting Regional Di
rector for the Federal Home Loan Bank Board in New York stating 
that he was sure that they could document that these transactions 
were, in fact, not currency transactions. 

The prel:lident of Caribbean later submitted such alleged docu
mentation for the month of January and February. The examiner 
comment regarding the failure to file C'rR's was stricken from this 
record unbeknownst to the examiner. 

How did this happen? 
Mr. SCHILLING. The examination report goes through a series of 

management reviews before it is formally turned over to supervi
sion to be issued to the institution with a supervisory letter. It is 
reviewed by the examiner's and immediate superior and then his 
superior for accuracy, correctness. It is not a common practice for 
an examination report to be changed, but if additional facts come 
to light, it is within the professional discretion of the superior offi
cer to change it. 

I would point out that that is one situation that we are moving 
to change and have moved to change beginning late last year. Our 
new policies will require that before a change can be made, we 
have to go back to the examiner in question before any substantive 
change can be made. We are adopting the same procedurse used by 
the Federal Reserve from, I believe, the Boston district. 

Chairman HOTH. We have Mr. Nelson here, I believe, don't we? 
Mr. NgLsoN. Yes. 
Chairman Ron-I. You were the bank examiner's supervisor. Mr. 

Morley has testified that the examiner's terminology regarding the 
bank's lack of understanding of exempt qualifications was inappro
priate so he, meaning you, took what you term poetic license and 
struck the comments from the report; is that correct? 

Mr. NgLSON. Y('S, Senator, but in this instance, I was also the ex
aminer as well in a very real sense, as well as supervisor of the 
examiner because I was at Caribbean Federal. I was basically re
sponsible for the drafting of' this comment. 

Chairman Ho'm. Did you ever talk to Mr. Penagaricano'? 
Mr. Ngr,sON. No; I did not. 
Chairmun ROTH. Then how could you add the statement that Mr. 

Penagal'icano would ensure correction of any deficiency in the com
pliance urea even though you have not spoken to him? 

Mr. NgU:lON. Senator, I have a problem with this. Do you mind if' 
r took thil:l chronologically,? 

Chairman ROTH. What is that'? 



Mr. NELSON. I have difficulty explaining that unless I take you 
through chronologically. 

Chairman HaTH. Yes; please go through it chronologically. 
[At this point in the hearing, Senator Gore entered the hearing 

room.] 
Mr. NELSON. I was at the association; I asked the examiner in 

charge about the fllings. He said they only had one. I advised him 
let's get the tickets. I went through basically advising him how to 
proceed in this area. We drafted a comment. The next day I left. 

Now my next situation looking at this is reviewing it back in 
New York. I see that the managing officer's comment is not re
sponsive to the comment and would tend to make a third party be
lieve perhaps there wasn't a violation. I made an addition to the 
comment to strengthen it, but now I have a problem where I have 
somebody responding to a comment that he hasn't seen. Now we 
advised mangaging officers in all instances that comments are sub
ject to editing and that their official response is the response to the 
supervisory letter. rfhis is my reason for the editing. 

Chail'man ROTH. Well, let me ask you this. Rather than merely 
striking the statement, why didn't you say that the statement was 
erroneous? 

Mr. NELSON. I should have, Senator, That would have been better 
judgment. 

Chairman Ro'nl. As you said, you never talked to the president 
of Caribbean. Did the president of Caribbean have a position with 
the regional office? 

Mr. SCHILLING. The president of Caribbean was the vice chair
man of the Federal Home Loan Bank of New York. I think it is 
important for the committee to understand the structure. 

The Federal Home Loan Bank of New York is our credit facility 
and is a membership organization. Part of its board of directors are 
public interest directors appointed by the bank board. The remain
der of the directors are elected by the industl'Y. In New York, the 
vice chairmanship rotates among the elected members in New 
York, New Jersey, and Puerto Rico based upon asset strength. 

The bank side of the New York Bank is not involved in the su
pervisory side of the New York Bank, nor at that time was it in 
any way involved with the examination function. 

Chairman ROTH. Let me go back. Who did the president of Carib-
bean contact on this matter? 

Mr. CERRETA. He contacted me, Mr. Chairman. 
Chairman Ron-I. What did he tell you'? 
Mr. CERRE1'A. He called me after the examination was completed 

and said that he had gone Over the comments with the examine!' in 
chat'ge and after the examination was completed, he went back to 
the, I think, it was the bl'anch office-I am not sure-he went back 
to find out how there could be so many missing, so many cash 
transactions without form '17~H. And he discovered that they were 
not cash transactions; they were rollovers of certificates of deposit. 
So I told him, you send documentation to support that up to me 
and I would review it and see whether the comment should be re
moved. 

Chairman RO'I'H. As I recall, this documentation that was used to 
justify these are not for the correct 2 months'? 



Mr. CERl~E'rA. The comments specified December 1984 and Janu
ary 1985, I believe, What he sent me was January 1985 and Febru
ary 1985. I compared all of the January transactions with what we 
had in our workpapel's and they were rollovers of certificates of de
posit and not cash transactions. 

Chairman RO'l'H. But for the wrong period, 
Mr. CERRE'fA. For the period of Janual'Y, January compared per-

fectly. 
Chairman RO'l'l-l. What about the other month? 
Mr. CERRE'rA. I couldn't compare the other month-
Chairman Ro'nI [interposing]. Did you go back and ask him? 
Mr. CERRETA. No, I diiln't go back any further because 1 month 

checked out perfectly, and I felt he was justifIed in what he had 
said. 

Mr. SCHILUNG. I would pohlt out, Mr. Chairman, clearly this pro
cedure will not be permissible under operations of the Bank Board. 
It was an error in professional--

Chairman ROTH [interposing). I assume it won't happen again, 
but how could it have happened in the first place? I mean, here 
you have youI' own examiners, a man of position of responsibility 
accepting an explanation of a man who has a conf1ict of' interest. 
He was president of the Caribbean Bank and he was also, what, 
vice chairman of the regional board. What kind of instructions do 
you give to your Board with respect to their-do you have a 
number of people from banks, or savings and loans on the Board? 

Mr. SCHILLING. Each bank has a board of directors which is com
prised both of' industry members and of' public interest members. It 
is my understanding the public interest members are appointed by 
the Bank Board. The industry members are the result of an elec
tion. But, again, that Board, while it participates in the operation 
of the bank as a bank does not participate in and is not a part of 
the supervisory side of the bank. That is the Federal Home Loan 
Bank Board in Washinbrton. 

Chairman Ro'rH. Let me ask Mr. Cel'reta, before deleting the 
Bank Secrecy Act comments from the report, did you discuss your 
intentions with eitha!' the examiner that wrote the examination 
report or the field manager who had previously reviewed and ap
proved the draft report? 

Mr. CERRETA. No, I did not. 
Chairman RO'rH. Wh:r. not? 
Mr. CERRETA. I didn t think I had to. It's my position; I am re

sponsible for the quality of that report and I prepared it in such a 
fashion that I believe it was accurate and that the examiner would 
see the results of my findings, of my work when he reviewed the 
report. 

Chairman ROTH. Did your decision to delete the comments on the 
Bank Secrecy Act have anything to do with the fact the president 
of Carribean was also the vice presiden t--

Mr. CERRE'l'A [interposing]. Mr. Chail'man, no. 
Chairman ROTH. How long have you known him? 
Mr. CERRETA. I would say maybe 15 years. 
Chairman ROTH. Have you ever previously deleted a bank exam

iner's comment at the request of a bank president? 
Mr. CERRE'fA. I did not remove it at his request. 
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Chairman ROTH. Have you ever deleted a bunk examiner's com
ment at the request of a bank president? 

Mr. CERRE'l'A. Not at the request of a bank president. 
Chairman RO'rH. Of an official of the institution you are examin

ing? 
Mr. CERRE'l'A. No, Mr. Chairman. When I remove a comment, it 

is because I have made a decision it should not be there. 
Chairman ROTH. But you did remove-·-
Senator GOIm [interposing]. Mr. Chairman, I don't want to inter

rupt. I just wanted to ask if this letter, this "Deal' Vince" letter of 
April 18 is part of the record? I think it should be if it is not. 

Chairman ROTH. Yes, it is. 
Senator GORJ)~. Thank you. 
Chairman ROTH. But let me ask you again, you did remove or x

out these comments after contact with the president of the Caribbe
an? 

Mr. CERRETA. Yes, sir; that's right. 
Chairman RO'l'H. Cun you point to any similar situation of that 

occurring before? 
Mr. CERRE'l'A. Of removing comments? 
Chairman RO'l'I-I. Yes, or X'ing them out or modifying them. 
Mr. CERRETA. That happens quite often, 
Chairman RO'l'H. At the request of the institution? 
Mr, CERRE'l'A, No, after my review of the facts 01' the comment as 

it stands. I may decide that the comment is not worthy of being in 
a report. 

Chairman ROTH. How often has a bank official called you in your 
service to ask the removal--

Mr. CERRE'l'A [interposing], Nobody has ever asked me to remove 
a comment. They have questioned--

Chairman RO'l'H [interposing]. How about requesting you to 
modify it? 

Mr. CERRE'l'A. They didn't ask me to modify it either. 
Chairman RO'l'H. Did he say it was incorrect? 
Mr. CERRE'l'A. He stated that the comment was incorrect; that the 

information was not correct, and I told him to submit the documen
tation to support that. 

Chairman Ro'rH. But in other cases, have you changed a com
ment after discussion with a bank official? 

Mr. CERRE'l'A. I'm not sure. I may have in the case of one or two 
associations, but I can't recall. 

Chairman ROTH. When were those other occasions? 
Mr. CERRETA. Oh, I can't remember. It would go over several 

years. 
Chairman RO'l'H. Senator Rudman. 
Senator RUDMAN. Mr. Cerreta, you say you have known Mr. Pen-

agaricano for how long? 
Mr. CERRETA, Must be 15 years. 
Senator RUDMAN. In what capacity have you known him? 
Mr, CERRE'l'A. 1 first met him, I believe he was working as a book

keeper 01' an auditor-I'm not sure-at United Federal in Puerto 
Rico. I was an examiner at the time. 

Senator RUDMAN. Have you known him socially? 
Mr, CERRETA. No, never socially. 
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Senator RUDMAN, Never been out with him socially? 
Mr. CElUm'fA. Nevel'. 
Senator RUDMAN. Never visited him in Puerto Rico in any other 

way? 
Mr. (iERRE'fA. Nevel'. 
Senator RUDMAN. Our investigators tell us that the documents 

that you used to make your decision to delete comments, those doc
uments consisted essentially of deposit slips and applications for 
certificates of deposit; is that correct? 

Mr. ClmRl~'l'A. No. 
Senator RUDMAN. What else was there? What did you have in 

front of you? 
Mr. CERRE'fA. What was submitted to me were the deposit slips 

which matched the deposit slips we had in our workpapers and 
withdrawal slips removing the money from the certificate of depos
it to deposit into the new certificate. 

Senator RUDMAN. But, in fact, you did not have the certificates 
of deposit in front of you or copies of them, did you? 

Mr. CERlm'fA. I had just the withdrawal slips. 
Senator RUDMAN. And you did not have any checks that were in

volved, if there were, in that transaction, did you? 
Mr. CERltI<l'I'A. If there were checks, they were not there; no. 
[At this point in the hearing, Senator Gore withdrew from the 

hearing room.] 
Senator RUDMAN. Exactly, you said there were no checks and 

then you corrected yourself because you are an examiner, you said 
if there were no checks, so the fact of the matter is anybody who 
wanted to phony up this documentation, I don't know if they did or 
didn't, you did not look behind the basic documents furnished to 
you which were not what is called in the audit world "primary doc
uments," they were secondary documents. 

Mr. CERRETA. I agree. 
Senator RUDMAN. Isn't that correct? 
Mr. CERRE'I'A. Yes; I agree. 
Senator RUDMAN. And based on that, you take this whole report 

which says, "The association prepared only one form l1789 during 
the aO-month period under review. However, a test check of the de
posit slips in the months of December 1984 and January 1985 dis
close a2 cash deposits of $10,000 01' lUore, most of which appear to 
have been used to open savings certificates," and you strike that 
whole comment out based on documentation furnished to you by a 
bank officer of a secondary nature; is that correct? 

Mr. CERRETA. That's correct. 
Senator RUDMAN. Do you think that is good procedure, Mr. Cer

reta? 
Mr. CERRE'fA. I had no reason to question Mr. Penagaricano's fur

nishing of that information. 
Senator RUDMAN. Well, aren't you supposed to question devi

ations from standard practice? Isn't that what your job was in New 
York'! 

Mr. CERRg'fA. As far as I was concerned, there was no deviation 
there. 

Senator RUDMAN. Because he said there wasn't. 
Mr. CERRE'l'A. That's true. 
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Senator HUDMAN, Well, I thil1k we have probably taken this as 
fat' as we can, It is my understanding an investigation at the in
spector general's level is undel'way in your department on this 
issue, 

Mr, SCHILLING, It is not in my department, It is independent of 
my department, It is the inspector general of the agency who is in
vestigating the entire matter, 

Senator RUDMAN, Mr, ChuirmUll, r believe t.he committee will be 
interested in n copy of that tepott when it is concluded, 

Chairman Ro'l'li. Yes, we will request that, 
Senator RUDMAN, Mr, Schilling, I want to go into your testimony 

lot a moment, On page 12, you suy, 
On till' duy following tlw AttOl'lll'y Oellt'l'ul's unnOUI1Cl'l1lt'llt of' tilt' Puerto Rico 

indictnwnlH, till' chuil'tnun directed tlll' Bourd's office or inspcclol' gent'l'ul to expedi
tiously invl'stigut(> till' PPl'lol'IllUnCp of' till' Hourd's ('xlIminlltion und supervision up
puratuH with I'l'spl'cl to Bank Sl'crl'cy Act violations on tilt' part of the thrift instilu
tiollS invo\vl'd, T\)(I inspl'clUl' gt'lwrnl conlrncll'C1 with PI'iCl' Wutel'llOuse to conduct 
lht, ('valuation, All intl'rim rt'pol't of thul indl'pC'lldl'nt public accounting firlll sup
ports our conclusion lhal Wl' huvl' UUl'lUptl'd 10 en8U\,l' compliance with lhe Bunk 
Ol'CI'('CY Act 10 thl' ('xtl'nl of our l'('soUrces, Although, l'('cognizing thnt the ilollrd is 
unubl(> to unCOV(lI' nil possiblt, violations--if [ had wriltl'n it, r would huvt, suid 
"any"--ull possiblp violations of tilt' Bunk Hl'C!l'('CY Act without a mnjol' commitment 
of its I'l'SOUI'C(,S, lilt' r(lport finds thut till' Board's Hctions W(>l'l' g('nN'ully UPPl'Opl'iUtl' 
giwn tilt' otht'I' pl'obll'tns it ('n('t's and l't'sponsibilitil's it must llWl't. 

That is your statement. 
[At this point in the hearing, Senator Roth withdtew from the 

hearing room,J 
Senator RUDMAN, Before I get to the Price Waterhouse state

ment on which that is based, do you huppen to know whether Price 
Waterhous(l is a regular consultant to your agency? 

Mr. SCHILLING, I am sure we have utilized them on prior occa
sions, I believe they were utilized in the Empi1'e--

Senator RUDMAN [interposing], Are they used on a regular basis 
by your agency'? 

Mr. SCHILLING, I can't answer that, 
Senator RUDMAN, Do you know what the cost of this contract 

they have been hiI'l;!d to write this report is? Do you know how 
much that is g01l1g to cost your agency? 

Mr. SCHILLING. No, sir; I do not. 
Senator RUDMAN. Have no idea? 
Mr, SCHILLING, That office is completely independent from me, 
Senator RUDMAN, I would like that furnished for the record, the 

contract for Price Wuterhouse, 
I read your conclusion on page 12, and I would like you to ex

plain to me. if you will, based on Price Waterhouse-let me tead 
you the signifIcant parts of what they say, 

Tlw \lutU\'!' of till' l'xllminution Ill'OCl'dul'l'S g('lwl'tllIy caniNI (Jut with l'('spect to 
('UI'I'('IlCY tl'nnHa~ti()lI:; could 1101 I'pasonably bl' l'lq)('ctNI to provide aSSUl'llnCl' of com
pliuncl' with tll(> act und l,fforts significantly grl'ttt('l' than those cUI'!'l'ntly laken 
would bt, 1l1'l'(lS~m'y to (lChi('\'(' Huch lISSUl'allCP. 

rrhen they say in the next puragruph-I am not taking these out 
of context; I am reading the concluding sentence of each of these 
pm·ngmphs. 
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'1'Iw examinntioll pl'oCNlul't'H 1\1'(' not !!ulTicil'nt, hOWl'Vt'l'. to t'!:!tabli!:!h that Ull I1SH(}' 
eiution iH in HubHllllltinl COl1lllli!lIlt'(' with tlw l'eportinl{ provisions of tIlt' net I\(H' to 
clt·tect illtpntional violutions 

Then they go on to say, 
gxumilllltion fileH ft'L'qllL'ntly contnin insufficit'llt docuOIllntlltion of wodt pel" 

fOl'llWd und rl'ln{('(1 findinl{H lo supporl conclusion!:! 1'l'!{ttI'Cling the IllltUl't' und ade· 
quucy of procl'dut'l'H which control tlw t'('lllll'tilll{ of cllt'nHtcy tt'(lIlSuctions, 

And then they go all to say something we all agt'ee with, "Com
pliance with the act hus b(~el1 a low priority issue to most examina
tions," And then after those five declarations, they write this and if 
you can explain it to me, aftm' a lot of talk about how preliminary 
the work is and it's going to take some time to gain assurance ev
erybody is in compliance, they say this: 

COI\SNIUl'nlly, at thiH stlll{l' in ()ur il1vt'stigllliol\, Wt' tl'l\d to bdi('ve thut the level 
0[' l'f/(ll't l'Xppndl'd ill I'('vi('wing COll1plinllCl' with t1w uet wus gl'nl'l'Il11y uppropriate 
undl'l' thl' circull1sinl\cl'!!, 

Now that concluding sentence, and I am sure you have read this 
report more closely than I have-I read it this morning-totally 
baffles me because they make five findings that you weren't doing 
your job p,nd then they say what you were doing was appropriate 
under the circumstances. Can you explain that to me? 

Mr. SCHlLI,ING. I think, Senator, if you look at my entire state
ment with regard to the responsibilities of the agency overall, par
ticularly with regard to safety and soundness of a very distressed 
industry and the casos and cassloads we were handling, I think 
that is the grounds for busing that conclusion. 

We have knowledge that we 11eed to do more and hc.ve outlined 
to the committee steps we intend to take to do more, And it is our 
intention to do more. However, dudng this period of time, given 
th(~ straits that the thrift industry has been in, which I am sure 
you al'e well aware of, ou1' resources have been diverted to pl'otect
ing the safety and soundness of the industl'Y. 

We diverted resources to Ohio; we diverted resources to Mary
land; we have been forced to liquidate more institutions than we 
have ever had to handle in the past, 

Senator RUDMAN. You heard our investigators say, Mr. Schilling, 
it took them a matter of minutes. Granted, they were only there 
for that purpose, but a matter of minutes to immediately deter
mine there were serious problems with CTR reporting. 

[At this point in the hearing, Senator Roth reentered the hearing 
room,] 

Sf-mator RUDMAN, I am not going to disagree that the savings and 
loan industry has had a lot of problems. and that your agency has 
a lot of WOt'k to do. I think that is a valid comment, But I would 
l'eally appreciate a litth,> candor occasionally from some Federal of
ficials coming before us. 

Would I be putting words in your mouth if I were to say thut on 
l'cf1ection as the supervisor of this office that given all your prob
lems that you could have done a somewhut better job than you did 
undet' the circumstances? 

Mr. SCHILLrNG. I believe we could have done a better job. One of 
the things I have directed as a result of this situation is thnt l'e
souces should not be an excuse. If we find violutions, that matter 
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will be immediately referred to the Department of Treasury. And 
we will consult with them as to whether they can provide the re
sources, we can provide the resources or some other agency can do 
it, and we will take that step, Senator; we will. 

Senator RUDMAN. Well, Mr. Schilling, I am glad to hear that. 
The problem, of course, is that we generally find the regulators 
asleep at the switch. Then they come in and testify everything is 
going to be fine. Of course, you can understand the frustration of 
this committee. We pass laws and expect enforcement and then 
find they are not being enforced. I certainly hope your agency will 
do whatever it needs to do quickly, although I certainly have my 
suspicion that if we have a hearing on this subject next year, you 
will be back in here saying we just didn't have enough people. 
Thank you, Mr. Chairman. 

Chairman ROTH. Thank you, Senator Rudman. Mr. Rinzel. 
Mr. RINZEL. Mr. Nelson, is it fair to say you viewed the Caribbe

an matter as a serious matter involving a potentially serious viola
tion of' the Bank Secrecy Act? 

Mr. NELSON. Yes; I would say so. 
Mr. RINZEL. Did you recommend to your superiors that the case 

be r8ferred to the rrreasury Department for civil or criminal pros
ecution'? 

Mr. NELSON. I believe that is handled by the supervisory agent. 
Mr. RINZEL. I take it the answer is you did not? 
Mr. NELSON. I did not. 
Mr. RINZEL. Did you recommend to the supervisory agent or to 

Mr. Cerreta that the supervisory agent transfer the matter or rec
ommend civil or criminal penalties to the Treasury Department? 

Mr. NELSON. I did not. 
Mr. RINZEL. Why not'? 
Mr. NELSON. My understanding is that this decision is made on a 

higher level based on the report comments. 
Mr. RINZEL. But you removed some of the comments that would 

provide information to the supervisory agent as to what the prob
lem was in the Caribbean. 

Mr. NELSON. I altered the response; that is correct. 
Mr. SCHILLING. Mr. Rinzel? 
Mr. RINZEL. How is the supervisory agent supposed to have the 

necessary information that would lead him to make such a recom
mendation? 

Mr. NELSON. In this case, it may not have happened. 
Mr. RINZEL. You did insert a q,tatement in the report to the effect 

that the bank president would take corrective action; that's correct, 
isn't it? 

Mr. NELSON. Yes, I did. 
Mr. RINZEL. And you never had any conversation with the bank 

president, and he never made that statement to you; isn't that cor
rect? 

Mr. NELSON. That's correct. 
Mr. RINZEL. And he never made the statement to Mr. Otto, the 

examiner either? 
Mr. NELSON. I'm not certain about that. 
Mr. RINZEL. But you have ntJ knowledge that he did and you did 

not at the time that you attributed that comment within the report 
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to the bank president, Mr. Penagaricano; you have no knowledge to 
this day that he ever said anything like that to anyone? 

Mr. NELSON. Thaes correct. 
[At this point in the hearing, Senator Rudman withdrew from 

the hearing room.] 
Mr. RINZEL. Why did you put that statement in the report? 
Mr. NELSON. Again, I have to go thl'ough chronologically. My 

problem was--
Ml'. RINZEL [interposing]. We have heard that before. I don't 

think you need to go through it chronologically. The question is 
why you invented a statement that you attributed to a bank offi
cial to the effect he was going to correct the problem when he 
never made the statement'? 

Mr. NELSON. Because when I adjusted the comment, I had him 
responding to something which he hadn't seen--

Mr. RINZEL [interp~1sing]. Did you assume he would say some
thing like that if asked; is that right? 

Mr. NELSON. In other words, I didn't want to give him any credit 
fOl' not making violations but at the least everybody tells us we will 
correct the violations. In fact, I did call it a violation in my own 
terminology, which he was disputing. 

MI'. RINZEL. Based on Mr. Cerreta's testimony, the bank presi
dent insisted there wasn't any violation, so why would he go about 
correcting it? 

Mr, NELSON. I--
Mr. CERRE'rA [interposing]. Can I respond to that? 
Mr. RINZEL. Surely. 
Mr. CERRETA. He did contact me aft61' the examination was com

pleted. He may have at the time it was reviewed felt differently 
that there wcre violations that had to be corrected. I am not sure. 

Mr. RINZI~L. Well, he gave a phony explanation of what the law 
required to the bank examiner at the time of the examination; did 
he not? 

Mr. CERRE'l'A. Yes; that's right. 
Mr. RINZEL. Didn't that concern you, Mr. Cerreta, as the acting 

regional director that one of your institution presidents and the 
vice chairman of the Federal Home Loan Bank of New York didn't 
understand what the law was in this area? In fact, he exhibited a 
gross lack of knowledge of what the law was? 

Mr. CERRETA. Mr. Rinzel, as I had indicated in New York, when 
a comment has been revised, I don't often read the part that has 
been stricken out so I can't say that I even read his response at 
that time. 

Mr. RrNzEL. So you are going to lay that off on Mr. Nelson; is 
that right? 

Mr. CERRE'l'A. I'm just saying I didn't read that comment in its 
original form. 

Mr. RINZEL. Did you consult with Mr. Nelson before making fur-
ther additions and deletions in tlw draft report'? 

Mr. CERRETA. No, I did not. 
Mr. RINZEL. Why was that? 
Mr. CERR~~·l'A. Because I didn't feel that I had to. 
Mr. RINZEL. Do you think it would have been wise for you to talk 

to the field manager who was actually in the bunk and to the bank 
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examiner who actually conducted the examination before making 
signiflcant changes in their report? 

Mr. CERRETA. No, I didn't think so because I had more informa
tion now than they had. 

Mr. RINZEL. Apparently, you had less information than they had. 
Mr. CERRETA. No, I had more. I had the withdrawal slips that 

they did not have. 
Mr. RINZEL. Mr. Nelson, do you think it would have been wise to 

have been consulted before the further additional changes were 
made? 

Mr. Nl';LsoN. In this circumstance, I do. 
Mr. RINZEL. And if you had been aware that Mr. Cerreta was 

going to make these changes, would you have raised any concerns 
with him? 

Mr. NELSON. In this circumstance, yes. 
Mr. RINZEL. Are you aware that Mr. Otto, the examiner in Carib

bean, asked to see Caribbean's exempt list and they were unable to 
provide one to him? 

Mr. NELSON. No, I am not. 
Mr. RINZEL. But, on the other hand, the form 919 that the bank 

officials filled out indicated they had an exempt list and this did 
not show up on any of Mr. Otto's comments or workpapers on the 
matter? 

Mr. NELSON. I asked Mr. Otto for his concerns in this area, and 
he advised me there was only one transaction report filled out. At 
that point, I focused to determine where the transactions had oc
curred that should have triggered-it certainly seemed like there 
should be more forms filled out. At that point, he advised me this 
was his concern in that area, and I focused our efforts on trying to 
uncover some indications that more currency transaction reports 
should have been filed. 

Mr. RINZEL. Does this whole scenario indicate to you and to the 
subcommittee the kind of general lack of attention that is paid by 
bank examiners of the Federal Home Loan Bank Board to the en
forcement of the Bank Secrecy Act? You come across what are ap
parently serious violations; you do a limited check on them; you re
moved some of the comments; your supervisor removes the rest of 
the comments and nobody higher up in the organization ever finds 
out that there is even a problem until somebody gets arrested a 
couple of weeks after the examination. 

Mr. NELSON. Senator, this was not a good performance. 
Mr. RINZEL. I have no further question, Mr. Chairman. 
Chairman ROTH. I have no further questions. Thank you, gentle

men. 
[Mr. Schilling's prepared statement, with some attachments, fol

lows. Other attachments to the prepared statement of Mr. Schilling 
may be found in the subcommittee files.] 
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111', Chairm~n and rtistinguished members of the Subcorrmittee, am 

William J. Schilling, Oirector of the Office of Examinations and Supervision of 

th!' Federal IIome Loan Bank Board. 

I alii hare to tos t ify today on tlla Ooard' s efforts to carry out its 

responsibilities under the Bank Secrecy Act. Operation Tracer, the federal 

money-laundering probe in Puerto Rico, recently lert to the indictment of 

officials in institutions that the Board regulates. The Board has been 

reviewing its activities in order to explore the matter further and to take 

steps to strengthen its implementation of Bank Secrecy Act responsibilities. 

In my testimony, I will talk briefly about the Board and the Office of 

Exami nat ions and Superv i s i on. Then I will ta lk about our exami nat i on proces s 

in general, our Bank Secrecy Act procedures, recent limitations the Board has 

faced due to serious staffing shortages, our efforts with regard to the Puerto 

Rican institutions involved in this case, and our plans for strengthening our 

Bank Secrecy Act activities. 

The Federal Home Loan Bank Board 

The Federal Home Loan Bank Board is an independent agency of the federal 

government. It is the regulatory agency for all federally chartered thrift 

institutions and is responsible for the enforcement of the Federal Home Loan 

Bank Act of 1933, the Home Owners' Loan Act of 1934, and the National Housing 

Act. It shares with the states regulatory authority over thop state chartered 

thrifts whose deposits are insured by the Federal Savings ancl'Loan Inst/rance 

Corporation. 
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Thr Office of Examinations anrl Supervision carries out the Boarel's 

responsibility for the examination and supervision of all institutions 

chartered by the Fecleral 110me Loan Bank !loa rei or insurco by the Ferleral Savings 

ancl Ladn Insurance Corporation. OES is charget\ w1th determining the financial 

safety and soundness of insured institutions, regul,1tory compliance, unel, 

particularly, for identifying those institutions that present an increased risk 

of loss to the FSL!C. 

Examinations 

The hcart of OES activities is the examination process. An examination is 

clesigned primarily to evaluate the safety and soundness of the association. 

The examination reviews not only financial matters, but also management 

capabilities and performance. 

The examination process is substantially more difficult today than in earlier 

years because of the increasingly complex array of assets and liabilities held 

by thrifts. In 1975, the typical thrift would have passbook accounts, time 

deposits and certificates of deposit as its liabilities. Its as~ets would 

principally have been resiclentlal mortgages securen by first liens. Today, 

liabilities can include reverse repurChase obligations (reverse "R,,",POs"), 

equity parti~ipation certificates of deposit, convertible subordinatecl debt, 

money market deposit ~ccounts and an emlless variety of other accounts. Assets 

are similarly more complex. In fact, some states have granted state-chartered 

thrifts virtually unl imited investment and authorit:l' •• from windmill farms, to 

Arabian racehorses, wildcat oil explorations and noninvlistment grade ("junk") 

bonds. 
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Ihh incrcdsPu complexity has occurred at a tillio of stress and weakness for the 

IIlI'lfi indu~try. The deposits of the thrift industry grew from $278 billion in 

I'll', 1:0 ~OOl billion in 1985, but the industry's net worth dropped from 6.9 

percent of depOSits in 1975 to 4.9 percent in 1985. More than 1500 

institutions have disappeared through consolidation and merg,'r since 1975. 

Moreover, in the four years from 1981 to 1985 the FSLIC has liquidated 21 

institutions, 1.6 t~nes the number of liquidations in the entire 47 preceding 

years of FSLIC. These difficulties have taxed our examination and supervisory 

capabilities to the limit. 

In addition, in recent years, the Congress has expanded the responsibilities of 

the Board, and conseqllently those of its examiners, for detect'ing violations of 

laws, many of which arc not directly related to the financial health of the 

ins t Hu ti ons wp !!xami no. For cxamp Ie, exami nars now check for comp Ii ance wi th 

the requirement that lenders provide home buyers with advance disclosure of 

rnal estate costs (the Real Estate Settlement Procedures Act). Examiners must 

check the ilccuracy of complex disclosures to borrOWErs with regard to the 

annual percentage rates of their loans (the Truth In Lending Act). The1' mus t 

check for compliance with statutes that prohibit lenders from discriminating 

against borrowers because of their race, religion, or sex (the Fair lIousing Act 

and the Equal Credit Opportunity Act). And they must examine for the 

protection of the rights of customers who use automated teller machines (the 

Electronic Fund Trans fer Act). Further, examiners check for compl i a,,;:e with 

the Fair Credit Billing Act, the Fair Debt Collection Act, and the COlllnunity 

Reinvestment Act. In fact, iii addition to the basic legislation establishing 

the Board and its responsibilities, at least 15 statutes (Exhibit 1) give 

examination and/or enforcement responsibilities to the Board. 
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The Bank Secrecy Act 

Tn!' Bank Secrecy /lct (BSA). which is designeci to provide a paper trail of 

activities of money launclerers serving white collar and organized crime, is 

also a law addressed in Soard examinations. The Treasury Department has the 

primary responsibility for the enforcement of the Act put its regulations 

clelegate to the Board the responsibility for assuring compliance by 

institutions whose accounts are FSLIC-insured. In July 1972, OES sent to each 

FSLlC-insurc:d institution and our professional staff across the country a 

Treasury Oepartment plJl:ll ication (Exhibit 2), which includes the BSA statute, 

regulations, and the forms that institutions are required to file under certain 

circumstances (e.g., currency transactions in excess of $10,000), Subsequently, 

by the issuances of "T". or technical, memoranda (IT 53 through IT 53-7. 

Exhibit 3) and other co~nunications to our staff and the industry (Exhibit 4). 

we have advised the thrift industry and our profeSSional staff of a nurnber of 

amendments to the BSA regulations including the effect of and an explanation of 

the amendments. Our mast recent "T" memorandum, IT 53-7, dated May 23. 1985, 

reiterates the fundamental purpose of the BSA and reminds institutions that 

management should establish BSA training programs as well as operating 

procedures and compliance guidelines. 

The Board'S examination procedures were developed in conjunction with the 

Office of Comptroller of the Currency, the Federal Reserve Board, and the 

Federal Deposit Insurance Corporation and in conSUltation with representatives 

of the Treasury Department and the Government Accounting Office. These 

Examination Objectives and Procedures (EOP) are designed to test institution's 
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compliance with the BSA regulations and are divided into minimum scope and 

expanded scope procedures. The EOP's mandatory usage was suspended in 1982, 

but the EOP, Examiner llorksheets, and Bank Secrecy Act check I ist remained the 

prinCipal guidance to field examiners with regard to full scale compliance 

exami na t Ions ami the Bank Secrecy Ac t. (The procedures, Worksh eet and check 

list are attached as Exhibit 5.) For example, the New York District aciviseci 

its staff of its responslbil ity to continue to meet eXamination, objectives 

(Exhibit 6). 

Whenever necessary, examiners have the responsibility to apprisl' institution 

management, particularly those of newly chartered or insured institutions, of 

their responsibi1ities under the BSA regulations. The Board's Supervisory 

Agents at the twelve Federal Home Loan Banks have the responsibility to take 

appropriate supervisory action necessary to obtain institution compliance with 

their requirements (SP-3l, Exhibit 7). 

Reports of any suspected violations are transmitted twice a year to the 

Treasury Department. Included in the Board's report to Treasury is the identity 

of the institution where a suspected violation occurred, a description of the 

suspected violation and corrective action promised or already taken by the 

institution. 

The BSA statute and regulations authorize the Treasury Oepartment to assess a 

savings institution and any partner, director, officer or employee thereof a 

civil penalty for any violation of the BSA. The statute and regulations also 

provide for the imposition of a criminal penalty by the United States District 

Courts. OES may re~ol11l1enci to ehe Treasur,Y Department ,the imposition of civil 
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~pnaltiP5 and may mnke referrals for possible crimInal Investigation regarding 

~u.pected B5A violatIons. The Treasury O~partment has provided us with 

tJuic1ellnes for making such reconrnend(1tions and referrals (Appended to SP-31. 

~xhiblt 7). 

Btsoorce Limitations 

Due to staffing ancl salary restrictions, the size of the Board's examiner 

workforce has not been able to keep pace with the growing demands on examiners. 

Until July 6, 1985, examiners were employees of the Federal Home Loan Bank 

Boaret subject to Office of Personnel Management and Office of Management and 

Budget (OMB) restrictions. There were 750 professional staff members and 120 

clerlcal~ in our District Offices, which were responsible for all examinations. 

This level of staff was and is clearly insufficient to handle tho current 

problems facing the industry, which consists of over 3,000 institutions. 

Compounding the non-self-imposed budgetary restrictions on staffing was the 

Bank Board's inability to compensate adequately Its examination staff due to 

civil service classification policies. In fact, Bank Boarn examiners were paid 

significantly less than their counterparts at the other federal financial 

regulatory agencies. More speclfica 11y, the Bank Board's average examiner 

salary was apprOXimately $25,000, which was $6,000 less than that of the Office 

of the Canptroller of the Currency, $8,000 less than the Federal Deposit 

rnsurance Corporation and $13,000 less than the Federal Reserve 80ard. We 

believe that this fact contributes to the high turnover in the recent past 

among Bank Board experienced examiners. 
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For fiscal year 1984, the field staff turnover rate was 16.1 percent 

nationwide. In 1985, ~5 percent of our examiners had less than two years 

l!xperlence with the agency. In the 18 months ender! June JO, 1911~, 189 fielel 

employees resigneel. Unfortunately, this high turnover rate has resulter! In a 

less experienccr! staff to r!eal with the increaSingly complex problems which we 

now face In a deregulated environment. 

The prob 1 ems of i ncreas ing exami ner work loar! anr! los s of qua 11 fi er! examl ners 

have been especially acute In our New York District, the Bank Board District 

that Is responsible for examining and supervising institutions In the 

Corrmonwealth of Puerto Rico. In the New York District, there has been a 57 

percent increase in the total amount of assets of FSLIC-Insured Institutions 

since 1981 (from $56.9 billion in 1981 to $89.1 billion in 1985). In addition, 

since 1981, the Board's New York District has taken on the responsibility of 

ex ami n i ng and supervi sing 13 federa lly charterer! savi ngs bank s wh i ch are 

Insured by the Federal Deposit Insurance Corporation and have total assets of 

$37.3 billion. Despite this, there has been a 16 percent c1ecrease in the 

number of examiners (from 74 in 1981 to 62 In 1985). Thus, in 1981 in our New 

York District, we had one examiner for every $768 million in assets to be 

examinec1. In 1985, we hael only one examiner for every $1.4 billion In assets 

to be examl ned. 

In New York, attrition has occurred particularly amonq, our more senior and 

quallfiec1 examiners. In 1983, for example, we lost six of our most senior field 

examiners and In 1984, we lost three additional senior examiners. 
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Th~ cl'itlcal need for a larger and more experienced examination' force was 

recognized by both the Congressional corrrnittee charged with oversight of the 

flMncial regulators and by the Depal'tment of the Treasury. In its report on 

Criminal Misconduct and Insider Abuse, H.R. Rep. No. 98-1137, 98th Cong" 2d 

Ses. 'il (1984) the House COlllnlttee on Government Operations ("the Barnard 

Committee") noted that the job of a bank examiner has become increasingly 

complex and demanding. In addition, the Barnard COlll1littee nM,ed that the 

supervisory agencies -- especially the Fadera 1 Horne Loan Bank Board, wh icn is 

cons tra i ned by the staff i ng. admi n i s trat ive and budgetary requ I rements of the 

Office of Management and Budget and other Executive branch agencies -- suffer 

frol1l high turnover from low pay scales, rfIFflcult working conciitions, personnel 

cutbacks and increased workloads. 

The Treasury Department, in its Federa 1 Oepos it Insurance Report (January, 

1985), also highlighted the Bank Board's critical need for additional 

examination and enforcement resources. The report echoed the Barnard 

Committee's concern by statiri~ that " ... Developing a large cadre of trained, 

capable, and experienced examiners, liquidators, and supervisory personnel is a 

slow process, constrained in part by the jobs' mobility reqUirement, government 

pay scales relative to private industry, and pressures to reduce the si~e of 

the federal workforce. U Moreovel', the report c.:Jntinued, " ... given the current 

conditions of the ••• thrift [industry], substantial demands on the [agency's] 

staff shaul" continue for some time " .. " The Treasury Department specifically 

recomrnllnded authorizing the Board to augment e~amination. supervision, and 

enforcement staff on a priority basis, 
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ThiS critical shortage of examiners, particularly the most experienced 

,'xaminN's, required the Boarcl to employ less frequent examinations, to limit 

the 5 cope of many exami na t"l ons, and to concentra te its pr imary a t tent i on on 

evaluating the safety and soundness of insured institutions. 

Pursuant to a directive from the House Ca~nittee on Government Operations to 

examine the problems inherent in the "split" in authority between the fielcl 

examiners of OgS and the supervisory staff of the Federal Home Loan Banks, the 

Bank Board established a Task Force on Examination-Supervision Restructuring to 

study options for improving tha process of examination and supervision 

coordination and communication. The Task Force recommended to the Board that 

ripld examiners be made a part of the Federal Home Loan Bank System, pursuant 

to provis ions contained in the Fenera I Home Loan Bank Act ancl the Garn-St 

Germain Act. 

The Board acted promptly on that recommendation and on July 6, 1985, the Board 

delegated its field examination functions to the Federal Home Loan Banks. As of 

that date, the former Board examiners are employed by the Federal Home Loan 

Ranks. In andition to increasing efficiency by brinqing the examination and 

supervisory functions together, this restructuring should help ease the 

staffing crisis the Board has faced. Of course, the delegation of authority to 

the Federa I Home Loan Banks took place on ly very recent ly, ann it will take 

them some time before they can build up examining staffs of the number and 

caliber that the Board has so badly needed. 

Even though the Board has been faced with problems of Understaffing, turnover, 

and a responsibility to oversee the administration of a broad range of federal 
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laws, the Board has been corrmitted to carrying out its Bank Secrecy Act 

responsibilities. It has attempted to ensure compliance with the Bank Secrecy 

Act to the extent of its resources. 

The Board's Bank Secrecy Act Activities in Puerto Rico 

At this point, I woulc1 like to briefly discuss our examination activities 

regarding the four institutions regulated by the Bank Boarc1 which employec1 

inc1ivic1uals recently charged with assisting in illegal money laundering 

activities. 

Caribbean federal Savings Bank 

This institution was most recently examinec1 as of March 11, 1985. The examiner 

included a corrment in the examination report which indicated that the bank had 

filed only one Form 47a9 during the examination review period. He further 

inc1icatec1 that a test check of cfepos it slips for a two month perioc1 disclosed 

32 cash deposits which woulc1 have r<lquirec1 the filing of Forms 4789, but for 

which forms were not filec1. 

The examiner's corrment was deleted from the examination report by the Acting 

District Director based on information supplied by an association officer 

purporting to explain that the deposits were roll~overs that did not require the 

filing of Forms 4789. After this officer was indicted, it was determined that 

no reliance should be placed on his prior explanation, and the corrment was 

restored to the final examination report. 
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Western Federal Savings Bank 

This institution was last examined as of January 3, 1984. A number of BSA 

violations were noted and reported by the examiner. The examiner a1so reported 

that the institution had failed to respond to correspondence from the Treasury 

Department concerning violations of the Act. However, the examination review 

did not inclucfe the period during which the alleged illegal money laundering 

activities are said to have occurred. The portion of the examination report 

discussing the violations was forwarded to the Department of the Treasury. 

First Federal Savings Bank 

This institution was last examined as of October 1983, as a result of critical 

financial problems. Therefore, the examination was limited to financial issues 

and did not cover the Bank Secrecy Act. The last full examination was made as 

of May 17, 1982. No violations of the Bank Secrecy Act were noted in that 

examination. 

Bayamon Federal Savings and Loan Association 

Examiners noted deficiencies, along with the association's steps toward 

corrective action, with regard to Bank Secrecy Act comp 1 i ance in the 

examinations of September 3, 1982, and September 9, 1983. The institution was 

las t exami ned as of April 29, 198E. ~Jo vi 0 1 at ions of the Bank Secrecy Act were 

noted by the examiners. 



93 

As a result of the facts mac1e available following Operation Tracer, the Board 

has taken certain actions. First, the Board issued suspension and prohibition 

orders for all seven employees of the ?uerto ,'ieo institutions who were 

inc1icted in connection with Operation Tracer. 

Second, on the day following the Attorney General's announcement of the Puerto 

Rico indictments, the Chairman c1ireeted the Board's Office of Inspector General 

to expeditiously inve~tigate the performance of the Board's examination anc1 

supervision apparatus with respect to Bank Secrecy Act violations on the part 

of the thrift institutions involved (Exhibit 8). The Inspector General 

contractec1 with Price Waterhouse to conduct the evaluation. An interim report 

(F.xhibit 8) of that indepenc1ent public accounting firm supports our conclusion 

that we have attempted to ensure compl iance with the Bank Secrecy Act to the 

extent of our resources. Although, recognizing that tbe Board is unable to 

uncover all poss i b 1 e vi 01 at ions of th e Bank Secrecy Act withou t a major 

conmitment of itt resources, the report finds that the Boarn's actions were 

generally appropriate given the other problems it faces and responsibilities it 

must meet. 

steps for Future Improvement 

1 no not want to mislead you into erroneous expectations as to the Board's 

capabilities with regard to the Bank secrecy Act. Therefore, I believe that it 

is important to stress that the Board is not a criminal investigation agency. 

However, the fact that examiners cannot and should not be expected to collect 

all the evidence necessary for criminal investigations does not obviate the 

need for the Office of Examinations and Supervision to adopt a stronger program .. . 
of examination and supervision under the Bank Secrecy Act. We believe that 

53-218 0 - 85 - 4 
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stronger actions can and should have a deterrent effect on those who might be 

tempted to use the thrifts we regulate for money-laundering operatio"s. More 

strenuous efforts on our part woulci make it more difficult for money laundering 

to be accomplished through the thrifts we regulate. and we are firmly committeci 

to unciertaking the actions necessary to strengthen our program. 

We expect Price Waterhouse to recommend actions for us to take to improve our 

regulatory process and ensure that these problems will not recur in the future. 

In addition. we have revieweci our existing policies anci procedures anci are in 

the orocess of siqnificantly revising them in order to ensure more vigorous 

compliance by institutions. Regardless of the recommendations Price Waterhouse 

makes. we are taking specific actions in the following areas: 

Examiner Training 

We are instructing the Bank System Office of Education to ciesign. and institute 

in its curriculum. materials to address the specific issue of money laundering. 

These materials will focus on the provisions of the Bank Secrecy Act and the 

subsequent examining procedures used to detect violations. We will also request 

the Bank System Office of Education and the Office of General Counsel's 

Enforcement Division to prepare a videotaped refresher course for use by 

supervisory and examinations staff throughout all twelve Fecieral Home Loan Bank 

Districts. 
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Examination and Supervisory Procedures 

Thl~ Oank Board's Examination Objectives and Procedures manual is currently 

being updated, and we plan to revise our section on the Bank Secrecy Act. 

Realistically it would be impossible for the examination staff to check even 

one percent of the billions and bi Ilions of deposit and withdrawal slips and 

teller tapes necessary to verify the information presented to them by the 

insured institutions. However, the new EOP se(~ion on the Bank Secrecy Act 

wi 11 requ i re exami ners to rev i ew a random s amp I e of cash depos i ts for 

compliance with that Act. We anticipate that the steps the Board has taken to 

lessen our problems of understaffing ami employee turnover will give us the 

resources to permit more probing examination for compliance with the Bank 

Secrecy Act. II section on the Bank Secrecy Act will also be placed in the 

Supervisory Objectives and Procedures manual, which is currently under 

development. 

Internal Control Requirement 

We propose to require institutions to maintain a fully documented system of 

internal controls and policies detailing specifiC responsibilities and 

procedures to ensure accurate, timely and complete reporting under the 

"laundered money" statutes. This requirement would be the direct 

responsibility of the management and board of directors of each institution. 
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Internal System Review 

We propose to requ i re each ins t itu t i on to ha ve its in terna 1 aud itor, on a 

periodic basis, and in conjunction with its normal audit procedures, review and 

test compliance of the institution's system of controls and reporting 

procedures under the BSA statutes and report the findings to the board of 

rlirectors. 

Annual Audit Verification 

We will add requirements to Bulletin PA-7a (Institution's Audit Requirement) 

instructing the independent aurlitors to review the institution's system of 

internal controls and po'licies relating to "laundered money" reporting and test 

compliance with such controls and policies. The results of such a review and 

test of compliance would be reported to the Federal Home Loan Bank Board in the 

form of a spedal report as prescribed by statement of Auditing Standards No. 

14 (as amended) Special Reports. 

Institution Compliance Officers 

We propose to require that every institution appoint a member of management to 

act as a compliance officer and I~ork with examiners r'l1garding matters relating 

to the Bank Secrecy Act. 
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Consu Hat i on with the Alnfl"i can Ins t itute of Cert ifi ed Pub 1 i c Accountants 

W~ will create a task force comprised of senior OES accounting pen.onnel whose 

purpose it will be to consult with the Auniting Stannarns Executive Committee 

of the American Institute of Certified public Accountants in orner to 

strengthen existing auniting stannarns and formulate new procedures fot future 

application. 

Exemption List Checks 

We are cons idering ins truct ing ins t itutions to perform background checks on 

entities which are exempt from filing under BSA compliance gUidelines. 

Advance Information 

We are considering instructing institutions to provide examiners with complete 

lists of Currency Transaction Report filings and exemption lists prior to the 

examination. 

jnEerugency Cooperation 

We will expand our coordination efforts with Treasury Oepartment officials in 

order to increase the flow of information going to financial regulatory 

agencies, such as the Federal Home Loan Bank Board, regarding the exchange of 

information on actions taken and investigations performed pursuant to the Bank 
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,,,rr!!cy IIct. [n aclc1itlon, we will c11rect our Principal Supervisory Agent in 

each Feneral Home Loan Bank District to cool'dinate with the appro'priate Fec1eral 

Ill'sprve Board Distrlct(s) in orner to monitor significant net cash flows that 

might lnclicate the ncec1 for examiner or Supervisory IIgent follow-up. 

[ hope that thc facts r have presented today clarify our concerns as well as 

our firm COlTlllitrnent to carry out our responsibilities under the Gank Secrecy 

Act. 
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Elchibit 1 

statutes, in Addition to the Federal Home Loan Bank Act, the Home OWners' Loan 
Act, and the National Housing Act, that are Administered or Enforced by the 
FHLBB 

LAW 

Bank Protection Act 

Real Estate 
Settlement 
Procedures 
Act 

Home 
Mortgage 
Disclosure 
Act 

Conmunlty 
Reinvestment 
Act 

U.s.C. 

12 U.S.C. 
1881-1884 

12 U.S.C. 
2601-17 

12 II.S.C. 
2801-11 

12 U.S.C. 
2901-05 

REGS. 

12 C.F.R. 
563a.1 

24 C.F.R. 
3500 

12 C.F.R. 
203 

12 C.F.R. 
563e 

PURPOSE 

Requires federal 
financial regula,tory 
agencies to promulgate 
rules establishing 
minimum standards for 
installation, 
maintenance, and 
operation of security 
devices. 

Provides for advance 
disclosure of • 
settlement costs to 
heme buyers and 
sell ers; limits the 
amount home buyers are 
required to place in 
escrow accounts for 
payment pf real estate 
taxes and insurance. 

Requires regulated 
depository institutions 
which make 
"federally-related" 
mortgage loans to 
compile and make 
available for public 
inspection data on the 
number and total dollar 
amount of mortgage 
loan originated or 
purchased by each 
institution. 

Requires each federal 
financial supervisory 
agency to use its 
authori ty when 
examining financial 
institutions, to 
encourage such 
institutions to meet 
the credit needs of the 
local communities in 
Which they are 
chartered consistent 
with save and sound 
operations. 
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LAW U.S.C. REGS. PURPOSE 
Depository 12 U.S.C. 12 CFR Prohibits a management Institution 3201-08 563f official of 4 Management depository institution Interlocks from serving as a Act management official of 

another nan-affiliated 
depository institution 
under spec Hi ed 
circumstances. 

Dllpository ~odified Estab1 ishes the Institutions throughout Depository Institutions Deregulation Title 12 Deregulation Conmittee lind Monetary to prescribe rules for Control Act the orderly phase-out of 1980 and ultimate 
elimination of interest 
rate limitations. 
Extended federal 
override of state 
usuary ceilings 
on certain mortgage and 
other loans. 
Authorized NOW 
Accounts. Gav\! FSLIC 
authority to vary 
reserve requirements 
between 3:1: and 6l:. 

Federal 15 U.S.C. Directs federa I Trade 574 financial regulatory COf1Tlliss ion 
agencies to establish a Act 
separate diVision of 
consumer affairs to 
resolve complaints of 
deceptive or unfair 
practices. 

Securities 15 U.S.C. 12 C.F.R. Delegates the and Exchange 781{ i) 552, 563b administration and Act of 1934 563d, !iB9 enforcement of specific 
sqctions of the '34 Act 
pertaining to the 
registration of 
securities by insured 
institutions to the 
federal financial 
regulatory agencies. 
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LAW U.S.C. REGS. PURPOSE 

Truth in 15 U.S.C. 12 C.F.R. Requires creditors to 
Lending 1607 226 clearly state the terms 
Act and conditions of 

finance charges 
in credit sales, loans, 
open-I~' credit plans 
and c','~clit advertising 
to enhance conSumer 
understanding of 
available credit terms. 

Fair Credit 15 U.S.C. sets forth specific 
Billing Act 1666-66j requirements a creditor 

must fulfill when 
written notice is 
receiVed from an 
obligor disputing some 
or all of an account 
balance. 

Fair Credit 15 U.S.C. Requires that consumer 
Reporting 1681 reporting agenCies 
Act . adopt reasonable 

procedures to provide 
fair and equitable 
reporting of consumer 
information to enSUrG 
confidentiality, 
accuracy, relevancy and 
proper utilization of 
such information. 

Equal 15 U.S.C. 12 C.F.R. Prohibits 
Credit 1691~91e 202 discrimination 1n 
Opportunity lending on the basis of 
Act sex, marital statu~, 

race, religion, 
national origin, age, 
receipt of inc~me 
from public assistance 
programs or because the 
applicant has good 
faith exet'cised any 
ri gh t under the 
Consumer Credit 
Protection Act. 
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LAW U.S.C. REGS. PURPOSE 

Fair Oebt 15 U.S.C. Limits the manner and 
Collection 1692 type of information 
Practices which can be disclosed 
Act about a consumer. 

Prohibits harassment or 
abuse, false or 
misleading statements 
and other unfair 
practices. 

Electronic 15 U.S.C •. 12 C.F.R. Establishes the rights, 
Fund Transfer 1693-93r 205 liabilities and 
Act responsibilities of 

participants in 
electronic fund 
transfer systems. 
Designed to protect 
individual consumer 
engaging in electronic 
transfers. 

Fair Housing 42 U.S.C. 24 C.F.R. Prohibits 
Act 3601-31 105 discrimination based on 

12 C.F.R. race, color, religion, 
528, 531 sex and national origin 

1n the sale or rental 
of housing, finanCing 
of housing, or the 
provision of housing 
brokerage services. 

Flood 42 U.S.C. 12 C.F.R. Prohibits federally 
Disaster 4012a 523.29 regulated lending 
Protection institutions from 
Act making, increasing, 

extending, or renewing 
any loan secured by 
improved real estate or 
a mobile home located 
or to be located in a 
flood hazard area of 
a conmunity 
partiCipating in the 
National Flood 
Insurance Program 
unless the property 
securing the loan is 
covered by flood 
insurance. 
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Exhibit 8 

FEDERAL HOME LOAN BANK BOARD 

INTERIM REPORT 

I>:VALUNrION OF REGULNrOIW AC'rrONS AND 
[>IWCEDUIU~S IN CONNECTION WITlI POSSIllLE 
VIOLATIONS OF THE CURRENCY AND FOREIGN 

TRANSACTION REPORTING ACT BY FOUR 
§tV1NGS INSTITUTIONS IN PUERTO RICO 

.. 
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H(er!1oWi(.' 

Mr. I'oul 1'. Glbl",n" 
In~puccar General 
fo','ch!rn 1 11"'"0 1.,,"111 nil nl~ n"" rd 
11UU U ~truu~, N.W. 
WUNhLnRcon, D.C. 20552 

Dear Mr. Cibbons: 
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IUOI KbIAEET.NW 
WA!iHINGTON. on 20000 
,'II' ,"II, 11111111 

July 22, 1985 

We are 111 the process of conduceing an evaluation of 
regulatory a<:tion>! and procedures ",1eh respect to Currency and 

"'uL'ui!!,n TranHucciun Reporting Act ("the Act") violocionll on tho 
I""'c "r Cuur ~Ilving" inHcicucluns in Putorto IUca: IlllywlI .... n l'odoral 
!lnving/l lind ].,)nn 1\1l,q,)ci.nr.i.)n, Cnri.bhean "odornl Silvingil nnn\t, "irtlt 
~ederal Savings Bank and Western Federal Savings Bank. 

'l'o date, we have reviewed documentlJ relaced co che Act which 
have buon idcncifi~d from relevant examinacion files by PHLBB staff 
mumberH in New York. We have alHo interviewed nll available 
examinors-in-chargo and assistant examinerH who conducted work 
ru111cud tu tilu I\<:t in tho two muSt recene examinatianH of the four 

Huhjt'ct in>1ticllci"n>l. (Our I.nC]lIi.ry hll>1 I'.unerally huon l.imited to 
~hu cwu wust rucent examinations due co record retention practices 

or: the examination division, which di>lcards all but tho two mOllt 
recene examination Eiles.) We have begun our review of OES corre
"lh>lHJun!!U Cll!!" ulld uuuie l'UpuL'CS und intel'nul cuncr.:.1 lIIell1o);'ulldu 
issued by independent accountants for ehe four associations since 

Jilnullry 1, 1980. Pursuant to your requust, ",e have developed thu 
Cullawing prolilllinary observation,,: 



105 

'1'1", WKIIIIII.I1UL i.1I11 !JI',,,.:udul'C'.'l ulIIl'loyuu huvu bwun aOIl'Il~i!lud 

principally of inquiry of association personnel and 
ruvluw or cop ius oC Cur~unuy Tranuaction Reports (IRS 
[o'orlll 1(789) UII Cllu, Such proCUdUl:'UN aru ~ufficJ.unt to 
dutermine that an awarunuss on the part of association 
lIIanagellient of the Act's provisions exiNtB, that proce
dUreH designed to achieve compliance have been develop
cd, and Chat Curr"ncy 'L'ransaction Report8 are proparod 
for aOllle transactions, The examination procedure. are 
not sufficient, however, to establish that an associa
tion is in substantial compliance with the report;ing 
provislons of the Ace, nor to detect intuntional 
violations, 

The effectiveness of an association's policies and 
p~ocudures in achieving tho goals for which they were 
dUld.llnucl CHIl only bu uscuhtlshud by conductinll dutnllad 
CUNtu to determine that the policies and procedures 
have boon properly implemented and are functioning as 
designed, Tests necessary to estsblish such circum
stances havo ~onarally not boon a part of examination 
IH"uIH" 

EXliminnt ton Ei lOR fretluC'nt:1y. contnin l.nsu f nc ien C docu
,iii7iiCii"CI-,;i't-'i1 r' 'w·,ii;I(,,-jii.i ni,,',,; u,I1ii'i<J-r-U'riit\iU-rrntrrilji'iT'co 
support conclusions regarding the nature and adequacy of 
procodurcfl which control the reporting of cu~roncy 
trnnNnct{on6. 

While chccklist~ and ~xaminatlon programs were generally 
present and completed in the examination files we have 
reviewed, explanatory comments .t:egarding the nature of 
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IIIlH",,'lllt ["II pollc!UIl, 1II.'IJl!OOU~U" lind compli,lOcU u(corCa 
wuru not uvident in the filus. The ubsence of such 
I'Xl'l/11l11111l'Y dllt'lllIIl'II(111 lelll 111111(\'10 II "ptr·ouIJI .. ·cttvt' III1HUHH-

1I1t'IIL \II' till' nl'l"'qlIlH'Y or tin' pr'oct,tcllll'(.'H III plHco to IIUHuru 

l!UIIII' I LUll!.:" w tLIl Lllu Act, HI10 ul: Chl! UKlllllil1Ul'U' ulCort~ 

Hlld ctJlH..'l Un t Uilli) tUIJH1HH til 1 ~, 

Compl i.lInco w{J:D_A.£.L.h!U!...l>uun u low prLority il/HUU 1n mo~t 
UKalllll1llC lnnH. 

Within th" contuKe of th" llunlt llourd l s ovorlill r08u
luto~y ru~rol1~ibllley, curruncy trun~action/l und 
comrlLullcu wieh thu Act huvo generally buun rulutively 
minor considorations in most eKuminations. As~"e 

quality, net worth and operating results have, appro
I'riue"ly, b"on thu principal concerns during u period 
wlloll ehu v lulJilicy (J ( IIILlIlY Ilulolociation" hut! buun 
'i\lI',~tl'"lIll>l .. IIlIrI uXIIIIIIIIIILI."11 HI:llrr rUllour,C(1l1 IIl1vu huon 
(ulLy utilized in responding to major issues of safecy 
and boundness. 

Despice the oKistence of examination and supervisory 
problems of urgent concern, inquiries with rospece to 
procedures for compliance with currency reporting 
rUl.lulatio'lll wore uniCorlllly mude il' roueLn" "KUllli,\A
ti.,>nll. Tn nlldl t lOll, C;urrvncy Tl'nllHllctton R"POI"tll (II\S 
Porm 4789) on file wure reviewed and deficient Reports 
which hUll houn COL'w"nl"" CO O,"S Ily '1'ruu~ury orrLcLlllu 
were followed-up to detormine that corrections had been 
III ud l.' I~y Lin,' HUlHu.:luLlului. 

We huvo formed a preliminary conclusion thut the level 
of cmphauis placed on compliance with the Act was 
appropriate under the circumstances. 

* * * * * 
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Uur w~rk is in a preliminury stuge a~ this time, and 
H\ll!"clI"ti.nl p,)rt1.:.n>1 of our W'H'K plnn have yet to be underta~cn. 
';,,'",L''I''''I1C ~y, tho ... "sulcs or fucuro worl' muy huve uigniJ'icunc 
I 1111'11<': L ull eho 1"',,1 Llllinut')I u\>",,.'vuti,,nll pl:'''Joncud ul>"vu. It III 

clear at chiH ti.me, however, that to gain assuJ,"anco chllt an 
associucion ia in compliance with the Currency und 'oreign 
Transaction Reporting Act would require nn expenditure of effort by 
tho eXomil1uci"n scuff rur i.n uxcess of chac currently upplied in II 
r"utino exomintlcion, HowDvor, we qU">ltion whothor any reult.qcic 
10'101 of effort could be relied upon to detect inscuncus of lncen
LlulIUl 11"I1-rupurciI1B whoro che participation of associucion manage
ment iN involved, ConlletlUontty, at chi.lI Iltuse in ovr tnvelltisa
c1"n, we tond c.:. bolieve thaC the level .:.f affort expended in 
ruviuwLng compliunce wLch che Act wall generully appropriate undur 
tho ci~cumNtanoas. 

You~~ 'lory truly, 



Foderul Home Loan Bank Board 

To: 

EDWIN J. OM V 
CHAIRMAN 

['rolll: Ch,lirm,ln Cr, 
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~ 1700 a SU"I, N,W. 
'-- _ ~ WUhlnOlon. O.C, 10552 

11111 
,.d ... , Hom. Loo. D •• , 5,,, ... 
Fld.,.1 HOIf" lOin MOlIg'YO CarpoI.llo" 
F,de,.1 SIYlng_ Ind lOin Inllll,n<:1 COlpo"Uun 

.JUN C .. 

I WCJuld I ika you to t:lxpeditinusly investigate the perEorllIunce of 
tho Onnk Ooard's examination and supervision apparatus in 
1'(llllH''' LiIHl wi til tlw [padar"l inve.H igation oE narcotics money 
l~undering through a number of savings institutions in Puerto 
njC() (:-;'00 ,1l",hlChl~d (lr~Sn r~l P.':Hh~) • 

Tn the course oE YOUl: investigation, please determine the role 
of ox~miners in tiliR case In finding viOlations of the currency 
reparting requirements. 

I~C:: Ann I?'ili,:bilnks 
Nor.m 11.1 iLlen 
Oi I I S ... hl 11 il1'l 
Ill" Y"" CUt'r y 

lit t.lcilmen t 
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Chairman ROTH. Our next panel will be Anb:nio Munoz, "hair
man and CEO of the Banco Financiel'o de Puel:'to Rico aud Jose 
Dumont, chief executive officer of Caribbean Federal Savings & 
Loan. 

Gentlemen, if you will please raise your right hand. Do you 
swear the testimony you will give before the subcommittee will be 
the truth, the whole truth and nothing 1 ut the truth, so help you 
God? 

Mr. MUNOZ. I do. 
Mr. DUMONT. I do. 
Chairman ROTH. And I would ask the interpreter to raise your 

right hand. 
Do you swear and faithfully and accurately translate the testimo

ny you shall hear? 
Ms. KING. I do. 
Chairman ROTH. Mr. Munoz, we would ask you to begin your tes

timony. We ask you to summarize and your full statement will be 
included in the record as if read. 

TESTIMONY OF AN'fONIO J. MUNOZ, CHAIRMAN AND CHIEF EX. 
ECUTIVE OFFICER, BANCO FINANCIERO DE PUERTO RICO AS 
GIVEN THROUGH AN INTERPRE'l'EH, IRENE KING; AND JOSE 
DUMONT, CHIEF EXECUTIVE OFFICER, CARIBBEAN FEDERAL 
SAVINGS BANK 

Mr. MUNOZ. Upon your request, I would like to speak in Spanish 
because it is very important for me to speak in Spanish, because of 
the importance of this event, and I believe my contribution can be 
much greater if I do so in my native language. 

In my statement, I have stated, I have given the story of the 
banks. I have mentioned the size of the bank, the services which 
the bank provides to the members of the community, the policies 
and controls which we have in the bank, and we comply with the 
laws of the bank. 

We have also included our revisions in the policy that took place 
after the events in Puerto Rico, and we have taken steps to train 
further all the people who work in our balik. 

In order to comply with the cooperation which you are soliciting 
from me, I am available to answer any of the questions which you 
may have as far as my contribution can be in this respect. 

Chairman ROTH. Mr. Dumont, will you please proceed? 
Mr. DUMONT. Good morning, Mr. Chairman. I would like to reo 

quest that I be allowed to read my written statement. It is only 6 
pages. Perhaps it will be better. 

Let me first provide you with some background information 
about the institution of which I became president and chief execu
tive officer on June 18, 1985. 

Caribbean Federal Savings Bank of Puerto Rico commenced oper
ations in 1974 as a Federal mutual savings and loan association, 
and converted to a federally chartered mutual savings bank in 
1984. Its main office is located in Carolina, a city in the eastern 
part of the San Juan metropolitan area. It has two branches, one 
located in Trujillo Alto, also on the east side of the San Juan met
ropolitan area, and one in Humacao, the city in the eastern part of 
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the island. We will soon open our third branch in the middle of the 
San Juan metropolitan area, in Hato Rey. 

During its 11 years of operations, Caribbean Federal has grown 
to some $6fi million in assets as of May 31, 1985. Our assets consist 
primarily of first and second lien mortgage loans provided to over 
1,400 homeowners. Our bank has funded its resources with savings 
deposits from customers and advances from the Federal Home 
Loan Bank of New York. As of May :n, 1985, its deposits consisted 
of $(i.4 million in regular savings accounts; $800,000 in NOW ac
counts, $20.4 million in nonnegotiable savings certificates and $25.7 
million in negotiable certificates of deposit. Advances as of that 
date amounted to $9 million. Net worth stood at $2.1 million, 01' 3.2 
percent of assets. 

When I was invited to attend these hearings, I was requested to 
address two subjects: what difficulties have arisen since the June 6, 
1HH5 arrests of the three of these officers-president, vice president 
comptroller and Carolina branch manager; and how did I find 
things at Caribbean Federal when I became president a few weeks 
later. 

When I arrived at Caribbean Federal, I found a group of 8 direc
tors, headed by its chairman, and up to then, acting president and 
a group of 33 offlcers and employees who were working hard to 
keep the operations normal in the midst of adverse publicity, a 
downward trend in deposits and a managerial vacuum created by 
the abrupt loss of its top management. 

Since I became president, management has addressed itself to es
tablishing internal and accounting controls, a written operations 
procedures manual and a program for the continuing professional 
development of its personnel. Specifically, we have begun drafting 
a comprehensive compliance system; we have requested our outside 
auditors to perform a compliance audit and we have taken meas
ures to restore public confidence in the bank, whose image had 
been damaged by the recent events. 

As to compliance with the Currency and Foreign Transactions 
Reporting Act, it has been initially dealt with by the issuance of 
detailed written instructions to all branch personnel explaining its 
requirements and assigning specific responsibility for compliance to 
our branch managers who are, in turn, subject to management 
oversight. 

In addition, personal meetings have been held with all branch 
managers to discuss the subject and clarify any remaining ques
tions. We also had all branch managers and assistant branch man
agers attend a CFTR compliance seminar recently held under the 
sponsorship of the Puerto Rico League of Savings Institutions. 

We would like to point out that thrift institutions generally have 
operational systems whereby, because of the formerly limited 
nature of their savings and mortgage loan operations, the teller 
still acts as the branch bookkeeper and performs the proof and 
transit tasks of the bank. Daily he or she credits the general ledger 
cash account for the amount of the beginning of day working fund 
and debits said cash account for the amount of the end of the day 
working fund. Under this system, the teller's proof, however, only 
shows the net amount of the day's cash movement, not the specific 
cash-in and cash-out transactions. 
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We at Caribbean Federal have now acquired the necessary com
puter software and are changing our present operational systen1 to 
the one used by most commercial banks. Under the new system, 
the proof, transit, and bookkeeping functions will be moved from 
the tellers' windows to a separate department. '1'his change will not 
only improve the service to Ollr customers by reducing the window 
time of' a transaction, but will provide an :uldit trail through sepa
rate cash-in and cush-out tickets for each cash tl'ansaction, thereby 
enabling the branch officers, the Federal examiners and the exter
nal auditors to better monitor the bank's compliance with the 
CFTR. 

In addition to the above, the recent events required us immedi
ately to address a liquidity problem created by unusually high 
withdrawals and the need to improve and expand th~ bank's oper
ations in order to maximize profits and maintain our sound finan
cial condition. 

The liquidity problem has been solved with the support of the 
Federal Home Loan Bank of New York, which has expressed to us 
its intention to provine in the form of advances the funds necessary 
to meet possible withdrawals by depositors. We anticipate the re
payment of any advances with funds to be generated from new sav
ings instruments to be offered by Caribbean Federal in the near 
future. 

While we are presently profitable and have maintained an ade
quate net worth, we are in the pl'ocess of preparing a business plan 
to improve our fil'lancial results even further. We are confident 
that Ollr goals will be met by improving our operations, providing 
adequate training to our personnel and expanding our services. 

Since the recent unfortunate events, we have experienced a de
crease of approximately 15 percent in our total deposits. '1'his is un
derstatldable in view of the dramatic loss of the bank's top manage
ment, affecting the depositors' confidence in the institution not
withstanding its healthy financial condition. Part of my task is to 
assure the public of the bank's sound tinancial condition despite 
the allegations of misconduct on the part of the former officers. 

Puerto Ricans, like An1erican citizens everywhere, overwhelm
ingly are decent, law-abiding people who are united in their opposi~ 
tion to drug trafficking. Not only the banking sector, but all sectors 
of our community are fully committed to contribute in any way we 
can to the observance and enforcement of the laws and regulations 
that help to stop the traffic in drugs in Puerto Rico, the rest of the 
United States and the world. It is'my personal conviction that if 
there is any corrupting' influence of drug money on our financial 
institutions, it is only one part of the pervasive social and moral 
illness that drug trafficking represents, which must be attacked in 
a comprehensive manner. 

In closing, I would like to thank the committee for the opportuni
ty to express my views. I pray the Lord guides each of you in carry
ing on your work so that our generation and futur~ generations of 
Americans may be freed from the deadly snare of illegal drugs. Mr. 
Chairman, I will answer any questions. 

Chairman ROTl-I. Mr. Munoz, we have heard that your bank has 
very detailed operating procedures and a strong internal audit 
system. Yet you are still faced with the arrest of two officers of 
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your bank and with subsequent revelations discussed by Mr. 
Mm ley, could you please explain to us what happened and why 
your system did not work? 

MI'. MUNOZ. Well, what really happened was these were separate 
acts by individuals who did not follow the bank's procedures and 
policies. Obviously, these were individual activities, individuals did 
not comply with the bank's policies to the full extent. 

Howevel', this was part of the specialized department which took 
in new deposits and new receipts. The person in charge of these ac
tivities had only been with us for approximately 3 weeks when he 
committed these actions, so there was really no time for us to put 
into effect our internal supE.~rvisory capacities. 

Chairman ROTH. In June 1983, you enacted internal controlS over 
compliance to prevent recurring violations. Can you tell us what 
you did then and how what you are saying now differs? 

Mr. MUNOZ. No, they do not differ. In fact, the things we did 
after June G was we called a board meeting with the executive 
members of the board to revise policies of the bank and also to im
plement and to put in training of our personnel and also to follow 
up on our supervisions and our policies. We have been doing this 
since the bank was established, and we have been improving these 
steps every year since then. In fact, all these inspections carried 
out by the FDIC have OK'd all the inspections they carried out; in 
fact, all the policies and situations we have carried out. 

Chairman RO'rH. How is it possible your marketing director can 
sell hundreds of thousands of bearer certificates to individuals 
without your knowledge? Some of these individuals were among 
the biggest depositors in your bank; is that not true? 

Mr. MUNOZ. Well, it is possible that some client that really didn't 
have much to do with the bank would come into the bank and have 
dealings with a special department, such as new accounts depart
ment. He had nothing to do with, say, public relations or the credit 
department. New accounts would be opened. These clients perhaps 
wcr~ associated with the bank for a period of 1 month, 60 days and 
I wouldn't know about them because they would not establish a 
fixed relationship with the bank. These people would become cli
ents of the bank because of the attraction of the interest rates. 

I don't really know what the full connection would be there, but 
the department which would attract these people would take care 
of these clients and basically it was a relationship in terms of CD's. 

Chairman R01'H. I would like to have your comments as to the 
reasons for the popUlarity of bearer certificates in Puerto Rico. 

Mr. MVNOZ. The bearer certificates of deposit in Puerto Rico are 
attractiVE: :)ecause of the negotiability of these instruments, pri
marily. 

Chairman ROTH. Many people think it is for purposes of evading 
taxes. Would YOll agree that that is a significant factor'? 

Mr. MUNOZ. No, I don't believe that is the main reason. Most of 
the depositors are properly identified. We have their social security 
numbers: we provide this information to the Department of Treas
ury. I don't see how they could avoid not paying taxes if we do give 
thh; information to the Department of' Treasury. I would suspect 
the Department of Treasury would carry out their jobs as they are 
supposed to do. 
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Chairman Ro'rH. Does your bank file the appropriate reports 
with the Puerto Rican Treasury Department reporting each cus
tomer's interest received on bearer certificates'? 

Mr. MUNOZ. Yes, Mr. Chairman, our bank provides these reports 
to the Department of 'I'reasury by account numbers, with social se
curity numbers, according to the law. 

Chairman RO'l'H. You would say those reports are full and com
plete year by year? 

Mr. MUNOZ. Yes, there could, however, be change 01' some type of 
errol' which would only be considered an error, not something 
which was done intentionally in order to avoid taxes. 

Chairman RO'rH. Mr. Dumont--
Mr. DUMoN'r [interposing]. Yes, Mr. Chairman'? 
Chairman ROTH. Have you personally read the currency report

ing and recordkeeping regulations contained in title a1, specifically 
part lOa of title 31 '? 

Mr. DUMONT. I have not had the opportunity to read the entire 
regulation, but through several compliance offIcers, I have become 
quite familiar with it. 

Chairman RO'rH. If I came into your institution today with 
$100,000 in cash to buy a bearer certificate of deposit would you 
please tell me what you would do. Who would I deal with at the 
bank, what records would be kept and where'? 

Mr. DUMON'I'. Mr. Chairman, the flrst thing to do is determine 
whether you are a regular customer or not. Let's assume you are 
not. We would try to, we will identify the customer to have positive 
identification from him, obtain name, address, social security 
numbel' and LD. We would then try to determine the source of the 
funds. If we find they come from illegal sources, we would see an 
agent. A copy of the CD will be kept by the institution to be filed. 
The corresponding form 478H would be filed with the IRS and your 
namt\ address, social security LD. number would be entered into 
our log which includes the CD number, amount, all this informa
tion, name, address, social security LD. of the purchaser, the dates 
of maturity. What I do is actually pay on the dates that interest is 
due. 

As to the cash-maybe I should expand. As to the cash portion 
under the present system, the teller would have to record that cash 
amount in cash transactions in excess of $10,000. The branch offi
cer will decide whether a form 4789 has to be filed. If it is not 
within the: exempt list of our customers, at the present time in Car
ibbean Federal, that would go for all transactions since we have no 
exempt list of customers. 

I understand that the Federal agents that searched the premises 
of Caribbean on June 6 took whatever record thete was, if any. 
Since then, we have given no exception to anyone. Right now, there 
is no exception in Caribbean. 

Chairman ROTH. Obviously, there are some legitimate reasons for 
bearer certificates of deposit. Are they used primarily as a means 
to evade Puerto Hican taxes, or is that a principalrcason for them? 

Mr. DUMON'f. That I don't know, Mr. Chairman. CD's, like my 
colleague said, arc negotiable instruments which require no en
dorsement. They arc pledged as collaternl. 
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I don't know why peoplt' would think about using a CD for evad
ing taxes. 

Chairman ROTH. We have heard testimony that Caribbean pays 
much of its bearer ct'rtificate interest in cash and did not report 
thesp payments to Treasury. Do you still pay this interest in cash? 

Mr. DUMON'l'. Excuse me'? 
Chairman RO'l'H. Do you still pay this interest in cash? 
Mr. DUMONT. Yes, we do. 
Chairman ROTH. You still do? 
Mr. DUMONT. Yes, sir, we do. 
Chairman HO'l'H. How do you plan to deal with the interest re

porting delinquencies? Is this something you can do after the fact 
or is that information lost? 

Mr. DUMoN'r. No; when we pay the interest, we take the informa
tion from where the interest is paid. Should it be determined, it is 
not very clear to us right now, that we have to give that informa
tion to Treasury-if it be determined that we do have to do it-we 
will have the information avnilable. All types of financial institu
tions must submit to Treasury to whom interest was paid on all 
types of savings instruments, including certificates of deposit. 

Chairman HO'l'H. Mr. H.inzel? 
Mr, HINZl';L. Thunk you, Mr. Chairman. I would like to direct a 

question both to Mr. Munoz and Mr. Dumont. Each of you have 
said that you think liquidity is the primary reason why people are 
int(;'rested in purchasing bearer CD's, but isn't it true that very few 
of these bearer CD's are cashed in prior to maturity and doesn't 
that indicate that liquidity isn't the main interest? 

Mr. DUMON'l'. Negotiable certificates of deposit when issued are 
not subject to cancellation prior to maturity. The only way you 
could know where it was would be comparing the names of whoev
er it was issued against seeing who collected at the time. 

Mr. RINZEL. I didn't mean to say turn in; I meant to say sold. 
The person who cashes in the certificate is the same person who 
purchased it, isn't it, in the vast majority of cases? 

Mr. DUMON'l'. I don't have the answer to that question, Mr. 
Rinzel. 

Mr. HINZEL. Mr. Munoz'? 
Mr. MUNOZ. CD's are negotiable, but some of them are negotiable 

before their maturity date. Usually the person who gets the inter
est is the person who negotiated. 

Mr. RINZI<;L. I recently saw an article in the San Juan Star which 
quoted the Governor of Puerto Rico as saying that everybody in 
Puerto Rico knows that these bearer certificates have been used to 
evade taxes and that the tax rate is too high and that is why 
people use it. 

Are each of' you saying something different now? Do you disagree 
with what the Governor bays'? 

Mr. DUMoN'r. Sir, on my part. I am not disagreeing with the Gov
ernor. What I am suying is I don't have any evidence to compare 
with his 01' disagree whether such is the case. 

Mr. RINZEL. Mr. Munoz? 
Mr. MUNoz. I personally know as far as commercial banks are 

concerned. I'm not talking about savings banks but commercial 
banks are regulated by the Department of Treasury. There are 16 
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commercial banks in Puerto RiCO and each one of thi:'m offers infor
mation to the Department of Treasury as far as ttD:' payments are 
concerned. 

So, in other wot'ds, commercial banks really can't avoid tax pay
ment because the information is given to the Department of Tl'N1S
ury under those regulations. 

Ml" RINZI<:r.. We heard t(':stimony from Mr. Morley about the lack 
of accurate records in various institutions that he looked at in 
Puerto Rico regarding the pU1'chasers of bearer CD's. Isn't that a 
direct invitation to money launderers when they realize that such 
a system exists and is easily used'? Isn't that u direct invitation to 
money luunderers to use the boarer CD route to launder their drug 
money'? . 

Mr. MUNOZ. Well, I don't think there-I don't think they use 
bearer certificates of d(lposit in this manner because these transac
tions are registered and most 0(' them are curried by checks. It is 
easy to identify transaction order, bt' it by check or by cash. If it is 
Ll cash transaction, form HUl has to be filled out and submitted and 
if it is by check. thf.'l1 the check is vory easy to trace. Because of 
the rules that govern bearer certificates of deposit, I really can't 
see how these instruments will be easy to use as instruments in 
laundering mOlwy. 

Mr. RINZl~L. Simply by using phony names and addresses and 
social security numbl'rs and identifying the purchasers as "bug
('ved" or "011(' arm II or "rE.'d haired" instead with their true names 
u'nd addresses and sol'iat security number. 

Mr. MUNOZ. Wt'il, I still believe that it's hard but I'm not saying 
it cannot happen. Policies and instructions and the supervisory pro
C('c\Ul't'S of OUI' bank demand all of these things. Regulations arc ad
hered to and everything has to be coned if it is submitted to us, 
this information has to be correct. 

In our bank, Wl' mmallv know tho clients that we deal with, and 
we bt'liew we can idpntify any type of illegnt operations. We know 
the dil'ut. 

Mr. RINZgr.. MI'. Chairman, I don't have any further questions. 
Thank you. 

Chairman Ro'l'H. Gentlenwtl, that is all the questions. I will say 
that I am disappointed with the lack of candor. I think until there 
is a beW,'r understanding in recognition of the problem, it is going 
to be very difficult to COl'l'f.'ct. I can assure you that we are deeply 
conct'rnt'd bl'cHuse we think that the evidence shows that in some 
institutions, the controls ate inadequate. and I feel very, very 
strongly that mollf.'Y laundering OpE.'l'ations are what make illicit 
drug opprations possible. We ure not going to be satisfied until all 
financial institutions, including your own, comply strictly with the 
law. 

Thank you, gE'ntleml'n. That is all. 
Mr. DlTMON'I'. Thank vou, Mr. Chairman. 
[Mr. Munoz's pn.'pul'e'd statement follows:] 
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Prepared statement of Antonio Nunoz 

Chairman of the Board and Chief Executive 
Offic~r of Banco Financiero de Puerto Rico 

Pursuant to your invita'tion to appear in writing before the 

Permanent Subconuni ttee on Investigations of the committee on 

Governmental Affairs of the Senate of the united states of 

America, fll:<:!sided by the Honorable Senator William V. Roth, Jr., 

and in order to provide said subcommittee w~th information 

regarding Banco Financiero de Puerto Rico' s (hereinafter the 

"Bank") internal procedure for financial record keeping of 

currency tr<lnsactions, as rl:!quired by the Dank secrecy Act, we 

hereby in~~rm you as follows: 

Before going into the subject of this statement ~Ie consider 

it appropriate to present soma background information about the 

Bank. 

The BanI' 'las organ~zed in the City of Ponce, Puerto Rico as 

a savings and 101m bank in the year 1975. From its establishment 

the Bank faced dl..Eficulties grOl~ing as a savings bank on account 

of constantly fluctuating and VOlatile interest rates, an econo

mic condition that affected s<ivings and loan institutions aLt 

over th'" Un~ted States. turthel' hacdship was brought: upon by th,' 

fact 'Chue in accordancu with its charter the Balik ~Ias limited 

primarily to granting long-term mort.gage loans, a type of 

investment \'Ih~ch became a scarce commodity during those years. 
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consequently, in 1980 the Stockholders and the Board of 

Dl.r~ctors of the Bank approved a resolution to convert the Bc1.nk 

into a commercial oae. After a thorough inv",stl.gation of the 

Bank, approval of such a converSl.OI1 I'las obtained from the Fedt.ral 

Deposit Insurance Corporation (FDIC), the Federal Reserve Bank of 

New York and the Department of the Treasury of the Commonwealth 

of PUt.rtc.> Rico and th", change into a commercial bank became: 

effective on November 27, 1981. 

Until then the Bank conduct",d all of its business from its 

main offl.ce in the City of Ponce and as of December 31st., 1980 

l.ts stockholdtolr's equity amoullted to $1,460,909. At the same 

time that the conversion was approved, the previously aited 

regulatory authorities, "'hich retained supervisory responsibility 

oVe:r th .. Bank, authorized the openl.ng of two br<lnch offices, cne 

to be locdted in the H<lto Rey financial district, and the other 

in the Clty of Ponce, whcre the main office is located. 

As part of this expansion the Bank had to incrd<lse its 

paid-in capital requJ.rdments by $1,600,000. The l.nvestment was 

made and both new brc1.nches were in operatl.on by the middle of the 

year 1982. 

The Bank is small, even though as of December 31, 1984 the 

Bunk had a stOCkholder's equity of $8,897,968. In anticipation 

of further growth and because of the need to assure the efficient 

operdtion of its activities back in 1980, it recruited new 

.. xecutives and employees. Part of thl.s group includes Mr. Samuel 

Zayas, who became and since then has served as Vice-President in 
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ch'l.t:'ge of oper<ltio(\s and Nr. Pedro J. Sl\aU, as Vice-President in 

charge of th~ San Juan area, pres~n~ly in charge of the 

administration of credit. Both executives provided the Bank with 

the management kltowl~dge and expertise that the recent expansion 

domanded. 

Netldless to say, the sJ,ze of it bank is an important element 

in almost atly cotlsiderd-.:.iotl. Xt certainly is in terms of grol"th 

potential ,md c1bility to compete, and it can be affirmed that the 

Banking Industry is a highly competitiv~ one dnd size in itself 

clln give somtl of its rnernbtlrs <I t:lear compolt:itive advantage. 

Be that as it may, the ability 1:0 underst:and and rigorously 

apply the requir1i:ments of th", law in most instances shOUld not be 

related to th", she of an l.nstitution. At Banco Fitlanciero de 

Puerto l~ico, and concerning the matter at hand, thdt is the 

application of the Bunk secrecy Act, we do not see size as a 

relevanc issue, since we are convillc",d that: dS an institution, we 

have obse.rveU tll'" correct procedures in the past, and will 

continue to do so in the future. 

HOwever, befo'ce going any fu,Cther we musl:. express our 

concern regurding the manner itl which the law enforcement 

authorities executed the raid of commercial bunks on June 6 Of 

this YU<lr in Puerto Rico. The harm done to Puerto Rico' s 

fJ.nancial l.m<lge and co small banks such as ours is not 

commensurate with the ac~s attributed to individuals wl.thl.n ehe 

banking industry in PUerto nico. \')h11e we are convinced and have 

been convinced of the Ileed to comply with the Bdnk Secrecy Act as 
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a tool for th" prosLlcution of, major crimes, we must point out 

that in the caSE) of conun",rcial bank$ which arc mombers of the 

PUlolrto Rico Bankers Association and insured by the FDIC, and 

supervised by the ?"reasury Department of thCl COllunonweo.lth of 

Pu~rto Rico, i t ~Iould have been most helpful to ascertain first, 

whlolther banks under their jurisdictioll had been ;in compliance 

before thE) raid und the d~sproportionally damaging pUblicity that 

o.ccompanied the raid took place. 

In reading about the apparent lack of communication Clnd 

coordination that appears to eXist between the regUlatory aud tho 

law enforcem(~nt authorit~c:s, one cannot avoid concluding thdt the 

initial effurt shOUld lwve been to correct this lack of 

communicatJ.on und coordination. '!'hen und only aitor it could be 

concluded that bunks .in general ir, Puerto Rico or allY other place 

\·lithJ.n tho jurisuiction of the lill'l .:;nrorcmnent authorities, as 

ins citutl,OtlS, had b",,,n delibtlr<d;ely indifferent to th£ legal 

mandate of complying with th.:. Act, then and in such dn event d 

raid dS the oue blutdntly "ffect",d in puerto Rico can be. jllS

tihed. 

Such is not the cuse, either with regards to our Bank or the 

banking indust.ry in Puerto Rico. Ne, as an industry art! fully 

a~n\l:u and diligently complying ~/l.th the Act and we hope thdt at 

thu conclusion of these huarings, the Sub-committee and -------
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ev(,!ntually the Senate of the Unit .. d Stelter; of America I'lill be 

convinced of this. 

The Bank, as previously stated, in 19B1 changed fJ:om a 

savings billlk to a cOlnmcJ:cial bank, und at th .. S<ime tJ.me grew from 

one m<lin office in the City Ponce and a branch in tht! town of 

Juana D£az, to an additional branch in tho City of Ponce, another 

in IIato Roy, Which is the business and financial district of San 

Juan, CapJ. tal of PUerto Rico, and most recently one in the town 

of Gu~nica, whLch it acquired fJ:om the Royal Bank of Canada. 

From the bt!ginliLng of its operlltions as a commercial bank, 

tht! Dank cldoptcd a cOI\\pllancc m(lnual, a copy of which is attached 

hercwlth, as pelrt of this steltement. 

Please noce that one of the purposes of said manual is to 

assJ.st th", B,wk' s staff in complying ~Iith "statutory and regu

latory overVJ.EM and operational procedures". 

~o effect the above purpose, the Bank has placed a Senior 

Vice president in charge of lots operation diVision, whi.ch has the 

responsibility to train and supe~vise the managers and operation 

officers of ~ach branch. As often as =very three months seminars 

are held to assure the efficient application of the "compliance 

matlUdl" and o.cquaint the peJ:sonnel of the ':Bank with changes in 

rules alld procedures, if any. 

said Senior Vice president responds dJ.rectly to the Presi

dent und ChJ.ef Executive Officer of tht) Bdnk, Who in turn res

ponds dir=ctly to the Board of DJ.rectors in all compl~ance 

mattli!rfl. 
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'J!he manual provides that a·ll s-'lnior offic<lrs, a group which 

now conuists of threll senior Vict:! Prllsidllnts and the president 

and Chief Exeoutive Officer, are included and form a part of the 

Bank's compliance task force. 

In addition to thll compliance task force and the individual 

compliance officors, the Bunk has an intermll audit divis:l.On, 

which consists of thrcll auditors which work undllr the direotion 

of a CPA who is not an employee of tha Bank, but is a member of 

the BOurd of Directors. Yuarly, the Bank is audi ted by an 

ext:",rnal CPA fil'm, the Commonwealth's 'l'reasury Department and the 

FDIC. In this respect lot must be notod that the FDIC loS the only 

regulatory ilgency ~Ihich conducts separate compliance examina~ 

tions.-l1 

AS can be rCudily noted, the manual is complete rtlgarding 

complianotl with tht! applicable federal laliS and speCJJ.fically \dth 

rtlgards to flonancial record keeping ("currency transactions"). III 

accordance therewith the personnel cUstomarily involved in these 

tl'ansactions to wit: tIlt> teller and the branch operation officer 

have boen specifically instructed to procoed as follows: 

1. Th~ t~ller is required to lodontify~the currency trans

actloon or multiple transactions of more than $10,000 in anyone 

-.11 The FDIC, durillg its y"arly audit has found that the 
Balik is in compliance with the Bank St!crtlcy Act: both in regards 
tu filing tht:! corn's and adhering to the Treasury Department 
r~guliltions for .,xt:mpt custom .. rs. 
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day as provided in the compliance mdnual, unless such "parson" 

effecting th!! transaction is an exempt cUstomer of the Bank. 

Edch tellt!r hew inunediutu access to d list of the exempt custo

mdr~ of the Bank. 

2. Qnce the non CXeI,1pt transac tion has been identified, 

the teller will refElr the matter to the branch's operation 

affJ.cer, who will then have the r"sponsibi1ity to prepare and 

file thu Currency TrdnE>uction Report, (herainafter referred to as 

th" CTR) • 

3. 'I'hu oper<llaons officer will then mail the original of 

the report to the IRS. A copy is retained dt the branch and a 

second copy i~ sent to the main offJ.c:e which serves as central 

clearing house for the Bank. Both copies must bear the teller's, 

idclntlfic<ltion stamp. This latter step, gives the t"ller the 

additional rusponsibJ.lity of knowing if the currency trdnsaction 

ruporc has been duly comp1etud. 

4. Nith ruspect to the filing of the "Report of Im:erna-

tional Transportation of Currency or Monetary Instruments", the 

proc~dure estdblish~d by the Bdnk requir!!s that all transfers be 

mdd" through the main office, where the Telex system is located. 

The report is prepared by the operations officer of the branch 

followJ.ng the saIne procedures established for CTR' s explained 

<:tbove. Howaver, in vi"w of th" size of the Bunk and the fact 

that its bus.l.ness is almost axclusively conductEld with respect to 



... "123 

local transuctions, the numb<Jr of ~nternational currency 

transact~oIls is eXtrtlm<Jly limited. 

III th" CU~<l of d !wie of a manager I s check the compliance 

manual (page 1I-9-8) provides that all manuger's checks must be 

approved by an officer and shall contain two signa tu:ces, one of 

which must be that of an officer of the Bank. The procedure 

establ.l.shed by the Bank requires that a teller receive the 

application for the check and the fundb, then pr"pare the 

manager's check, Which is never i~~ued to bearer or in blank, and 

daliv"r it tu an officer for approval and signature. 

It ~s thtl culler's duty to follow in this casEl, the same 

procudur", expluined above for d.:lpo$its. 

As a resUlt of the recent events (June 6th., 1985) which 

r"~L11t"d in tho: indictment of employees of various banks in the 

Commonwealth of; Puerto Rico for failure to file the CTR's in 

casos invol Vl 11\1 trcillbnr:tions tht, t elweeded $10,000, the Bank has 

taken the following nteasur"s to furthElr strengthen its operation 

procedure: 

1. All the pertinent p<Jrsonnel ~Ias convened at a mt!eting 

held on Jun" 10. 1985 at the main office to raview the proce

dures. examine the causes foe the failure, and suggest new 

courses of action. 

2. The Senior Vica President for operations and the Senior 

Vic" President for Credit Admlnistration of the Bank shortly 

thereafter, atto:nded a meeting of all Senior executives of 
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commtlrcial banks called by The r:uerto Rico Bankers Association to 

discu&s and reviel, the currency procedures, etc. 

As a result ot the above it has been concluded: 

(A) That the personnel of the Bank has been duly informed 

and were duly informed of the need to file the currency trans

accion report, wher",v",r applicable. 

(B) That in spite of the above, some ~ndividuals hav", pre

sumably violated this p~ocedur"'. 

(e) That an awareness has developed, calling for more 

scrutiny betlYeen and among all the personnel involved in these 

transactions. ~'hey have b",en asked to and ara apt to be more 

I,a cchful of the legal need to comply ~Ii th the proc",dllre. This is 

e~pecced to bring about more control, for example: 

1. Tellers, in addition to previously fixing their 

idelltification stamp on the second copy of the curroncy report, 

have established a follow-up procedure, wherein they ~Iill assure 

thumselvos that the currency rt.lport has been filed in those cases 

identified by them to be non exempt. 

2. Personnel required to countersign manager's checks 

have been asked to be more IYatchful of these transactions and to 

rt.lly on their own knowl<wge of the transactions, as opposed to 

total relitlnce in the person initiating and approving the prepa

ration of the manager's check. 

3. The list of exempt transactions, which is reviewed 

ev",ry six months, has been carefully examined and found to be 

correct. 
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4 • The Bank had begun, over a year ago, a public 

rdlations campaign promoting btlttcr relations with its customers. 

'rhis is tl)(p~cted, ClOlong other things, to bettdr acquaint the 

Bunk's p~rsonnel with its cll.snts and prevent obscure or anony

mous persons from using the Blink for unlawful or dtlvious pur

poses. In this respect it muse be noced, that of the five 

branchcls only onti! is locdted in li city \dth large population 

mov"ment!l and is therefore ll.ablcl of being more exposed to the 

problem. 

I would like to finish my rtlmarks by restating our full 

support to th", .. fforts of this Conuni tt .. ti! in th'" prevention of the 

us", by cdmiroa1s of est(tblished financial institutions tor the 

benefit of thilir .11",ga1 dctiviticls. I also share Chdirrnan Roth's 

concern that drug abuse is one of th", most s.;rious probl .. ms 

facing this country <lnd have a responsibility to 

<I~5ist in the battl~ of law anior 

R~sp~ctfully submitted this of July, 19!15, 

An J. t4~ 

53-218 0 - 85 - 5 
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Chairman ROTH. At this time, I would like to call forward Mr. 
Ledesma and Mr. Mier, please. Please raise your right hand. 

Do you swear the testimony you will give before this subcommit
tee will be the truth, the whole truth and nothing but the truth, so 
help you God? 

Mr. LEDESMA. I do. 
Mr. MIER. I do. 
Chairman ROTH. Gentlemen, we appreciate you being here. Your 

full statements will be included in the record as if read. I would 
appreciate if you could summarize it. Mr. Ledesma? 

TESTIMONY OF HECTOR LEDESMA, PRESIDENT, PUERTO RICO 
BANKERS ASSOCIATION AND CHIEF EXECUTIVE OFFICER, 
BANCO POPULAR DE PUERTO RICO, AND MARIANO .T. MIER, 
PRESIDENT, PUERTO RICO SAVINGS & LOAN ASSOCIATION AND 
PRESIDENT, FIRST FEDERAL SAVINGS BANK 

Mr. LEDESMA. Thank you, Mr. Chairman. For the record, my 
name is Hector Ledesma. I am president of the Puerto Bankers As
sociation. I am also president of Banco Popular de Puerto Rico. 

We really appreciate the opportunity to come before you on this 
very important issue. I would like to give you a very short overview 
of banking in Puerto Rico, the composition of the banking industry 
and in my testimony, I will be referring mostly to the commercial 
bank end of the business. 

We have some of the most important banks in the world, some of 
the leading banks in the United States, in Canada, in Spain, as 
well as substantial local banks that have evolved as the economy of 
Puerto Rico has evolved from the local side. 

One of the areas that I would like to clarify in the statements 
made previously by Mr. Blau, he quoted some data relative to bank 
deposits which apparently contains a typographical error because 
the information that I have here, which is published by the Gov
ernment Development Bank for Puerto Rico shows the banking de
posit growth in Puerto Rico, and just to give you a ballpark figure, 
in 1980, the deposits in the commercial banks were $8.6 billion; in 
1982, $10.9 billion; in 1983, $12 billion and in 1984, and I am quot
ing as of December 31, about $13 billion. 

So as you can see, there has been a steady growth. 
At this time, I would also like to offer as additional evidence the 

statement that I read at the Ways and Means hearings held on 
July 11, 1985, which will give you a great deal of information about 
the composition of these deposits. 

Very briefly, I have to clarify this area because when you look at 
figures sometimes it is good to analyze the facts behind the figures. 
In 1976, the Internal Revenue Cone, section 931 that dealt with the 
exemption of profits generated by U.S. companies and possessions 
was changed. Before that time, most deposits were outside the 
banking system in Puerto Rico or the banking system in the 
United States, for that matter. They were mostly in the Eurodollar 
market. When the law was changed in 1976, many of the earnings 
of these companies were brought back to Puerto Rico so the in
creases that you see in the deposits in the banking sector account 
for the return of those profits. 
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Just to give you unother figure thut is easy to remember, us of 
right now, from 40 to 44 percent of banking deposits in Puerto Rico 
belong to these naG companies. So thut shows you clearly these are 
substantial amounts which have incl't!used the deposits in the 
banking system. 

This may clarify this matter, and I would like to submit also the 
economic indicators published by the Government Development 
Bank that call give the committee additional information. 

Going back to the testimony, we operate through substantially a 
branch system. There are over gOO branches in Puerto Rico. Most 
of the branches are in some of'the large metropolitan areas, but we 
also huve branches throughout the Island. In the case of the com
mercial bunks, we also huve trust companies thut do not huve a sig
nificant number of branches and they arc really part of OUI' asso
ciation, but the bulk of the deposits are in the U.S. banks, in the 
Canadian banks and in the Puerto Rican banks. 

The banks doing business in Puerto Rico have a tradition and 
not only a tradition, it is a policy to comply not 0111y with Federal 
but with local banking regUlations. We are examined by a handful 
of Federal organizations. 

In the case of the commercial banks, we are supervised by the 
Federal Deposit Insurance Corporation, the Off1ce of the Comptrol
ler of the Currency, the Board of Governors of the Federal Reserve 
Bank. We are also supervised closely by the Secretary of the Treas
ury of the Commonwealth of Puerto Rico. We also huve, and espe
cially most of the large banks huve, outside auditing firms, such as 
the ones that were mentioned here previously, that also go over 
our figures and cel'ti(y the correctness of OUr financial statement. 

I would like to devote a little time to the efforts that we have 
mude in the banking system to comply with all compliance laws 
and there are a multitude of Federul laws thut require compliance, 
but specifically the Bunk Secrecy Act. The banking industry has 
made every effort to comply with this regulution. As a matter of 
fact, befo1'e the Secrecy Act was enacted, since Hl50, our own 
Puerto Rican laws require a great deal of disclosure that is now 
being required by the Bunk Secrecy Act, especially, Mr. Chairman, 
you wen' referring to the payment of inteI'E'st on deposits. 

Our laws are vpry sppcific in connection with the obligation of 
banks to I'Pport to the local 'rl'ensury Department payment of in
tp1'2st, over $10() pel' customer. This informution is then forwarded 
to the Tl't'asury Dt'pal'tn1l'nt on n yearly basis. 

Also, tilE.' retention of rl'eords is very impol'tnnt. Our local law 
got'S much f'urtlwr. W{' havt· to rt'tuin most records from 10 to 15 
yean;. The titlt' 2, which we art' addrt'ssing today, has received a 
great deal of' uttention and, us a matter of fact, we have been hold
ing seminars, very f'rpqut'ntly, on all tht' implications of complying 
with this very difficult l'('gulntion because it is lengthy. Of course, 
when you summarize th(· Vl'ry important points, I think thnt it is 
much easit'r to givt, that information to your personnel rather than 
just give tht'Ill a copy or tlw law. 

In our bank. wp haw ~LlmnHll'iz('d tlw law, and we issue bulletins 
that informs tlwlll (.'hangp~ that al't' bc>ing madt', l'equil'ements that 
un' bt'ing ndd<.'d 01' d('h,t<.,d and int(·t'lHtl po licit's of our bunk COll
c('rning tht· 1'('pol'ling or nil th(>~(' tran~nt'ti()n~. 



128 

In the Puetto Rico Bankers Association, we have also adhered to 
compliance regulations. As a matter of fact, one of the first meet
ings that the Operation Greenback staff held in Puerto Rico in 
1982 was with our bankers association. 

On December 1, lH82, we had a meeting and they told us what 
the problems were and they gave us an idea as to the action that 
they would be taking in the future. So communication at that time 
was very good. Most banks followed with meetings with their own 
staffs. 

For example, in our bank, we met on a local holiday, on the 11th 
of January lHS3, we pulled back key personnel from the branches 
and we have 112 branches. We had the managers, the assistant 
managers and others to discuss the law. We had people from Treas
ury, from Customs, from the FBI giving us very clear information 
as to what they were looking for. 

So from that point on, we emphasized the compliance in the area 
of Bank Secrecy, but really we had this mechanism in place at all 
times. 

I have here with me our compliance officer, Ms. Margarita Her
rera. We have given our staff a very thorough training. As you 
know, the American Bankers Association offers a compliance 
school for bankers and I would suggest, Mr. Chairman, that one of 
the areas that you should really pursue is also dealing with trade 
organizations, such as the American Bankers, because I know, I 
participate in many of their meetings, and they are trying to do a 
job, but my feeling is that you have to go to the top at each bank. 
Compliance starts at the top. It cannot start at the teller's level be
cause this is a burdensome process; this requires a great deal of pa
perwork and unless a CEO or president of the bank makes it very 
clear that we will not do any business unless we comply with each 
law, whatever happens from that point is going to be very diffIcult 
to administer. 

Personally, from the very flrst time that we started to deal with 
compliance, I personally attended all the seminars. I went out, I 
saw people and then we hired competent people in the bank. Today 
we have 12 persons in our compliance area. This is outside of our 
general internal auditing staff that also goes through all the docu
ments that have to be filed. So the internal auditing procedure 
must b(~ coupled together with th(~ compliance effort because to me 
this is your best sourc(~ of information to detect whether or not you 
Lu'e in compliance, 

I would like to submit for the recol'd the compliance training pro
gram that we hav{' at the bank. Again, I have to give a great deal 
of credit to Ms, Herrera who is here, She approached this from a 
practical viewpoint. She is a lawyer; she read the law. After read
ing the law, she prt'pared a set of guidelines, As a matter of fact, 
she also prppared sampll!s of each of the documents that had to be 
filed offering Ii> or 20 alternatives that could come up so that our 
pPl'solllwi in the front line if in doubt, could also refer to some of 
thesp forms that Wt'rp prop(>rly fillE'd out. I can write memoran
dums and do othE't, things, IIowpvet', I also havl! to be sure that 
compliance is ('ff'{'ctiv(', 

ShE' goes out and WlWIl(,V('I' our auditing departmE.'nt examitlE.'s a 
branch, sht' will get back what('v(,I' commE'nts tiwy have regarding 
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compliance, and she will see that whatever deviations, if any, and I 
can tell you that we are human, we may find one or two things 
that are not done, are conected tight away. 

So to me, the success of compliance starts at the top with aware
ness from your board of directors, your senior officers, yom people 
in the front line, and the tellers because the tellers are the maht 
linkage with our depositors and although they really have to be 
friendly with the depositors, they also have to be firm in asking the 
proper information. 

We also went as far as having quizzes, tests, because you can be 
imparting a great deal of information and you don't know if the 
information is being analyzed and is being understood. Ms. Herrera 
devised many, many of the simple tests to challenge people, to see 
if they really understood the l'egulation. Maybe this is why in our 
particular cuse we have been examined by the FDIC in the last 5 
years and they have found very few deviations, if any. 

This is one area, by the way, which I think I would like to give 
credit to FDIC. FDIC separated their yearly compliance inspections 
from those in the area of credit policy, management of funds, and 
so forth. So the compliance examiner comes at a different time 
than the other general examination that is conducted throughout 
the bank, 

To me this has been very effective because you have a very small 
group of very knowledgeable people that can come and pinpoint 
the areas that you need to examine very thoroughly. So maybe sep
Ul'ating the two examinations is a procedure that should be consid
ered because compliance is not a subject that is easy to police. 

We also went as far as issuing a monthly compliance bulletin, 
and I have reports that I would like to submit where we go 
through specific transactions. We also analyze the paperwork we 
are receiving to see if it has been properly filed. But we went one 
step further. When these forms 4789 are filled out at the branch, 
they could be remitted directly to the federal agency in the United 
States. In our bank, we centralize the forms, the 4789. They come 
to our compliance officer. Our compliance officer will go though 
them and forward them directly to the Federal agency. I would like 
to clarify for the record that in our bank, we are filing an average 
of 250 to 800 forms weekly, contrary to some of the low figures that 
I have heard today in other testimonies in the past. 

So the volume of business-and this is outside of the exemptions 
which, by the way, we l'eview the list twice a year or as frequently 
as needed. So from the point of view of direct contact, in our bank 
and I would say in a general statement, in other commercial banks 
in Puerto Rico, compliance has been not a part-time job but a full
time job. 

I would like just to make a closing statement, Mr. Chairman, be
cause I think we are going further than just a banking industry. 
Whenever banks do something wrong, whenever some information 
comes up it gets the front lines, not only of the newspapers, which 
by the way have treated this matter in a very profeSSional way, but 
also by television and other media that not only stays within 
Puerto Rico but goes much further outside of Puerto Rico. 

I believe that the actions that were taken in the past several 
months have not only damaged the reputation of the banking 
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system that has served Puerto Rico very well, but has also tainted 
the overall image that Puerto Rico may have in the mainland. 

Right now we are dealing with Congress in many vital areas
such as section 936 that greatly influences industrial development 
in Puerto Rico and the role we are going to play in the develop
ment of the Caribbean area-that could be tarnished, if I could use 
that word. I know this is not your intention because I can see that 
you are calling us not merely to get information from us, but to 
establish a much better communication between the regulators, the 
legislators and the business people. 

I urge you, Mr. Chairman, and I place the resources of the entire 
banking community in Puerto Rico at your disposal to speed up 
this investigation. The statements that I heard this morning, par
ticularly from Mr. Charles Blau, are too general. I would like to see 
if there are some specific violations. I realize investigations are 
taking place and maybe there is information that has not been 
given, but there are a series of statements here that if read out of 
context or even if read within the context could be very misleading. 

On the other hand, I have to give credit to your staff, and I am 
not just trying to be nice. Mr. Morley arrived in Puerto Rico and 
within 2 weeks, he had done more work in going to the substance 
of this problem than maybe other people that have devoted more 
time. I have clarified the bank deposits. I would like now to touch 
very briefly on the cash depots. 

Cash depots are a function of the Federal Reserve System. A 
daily statement is sent to the Federal Reserve of New York which 
handles the local depot through a bank in Puerto Rico, Banco de 
Ponce. These increases mentioned by Mr. Blau have not gone up in 
just 1 or 2 years, but have gone up gradually, are operations that 
banks in Puerto Rico are conducting. 

Again, I urge you if there are any doubts in that area, inasmuch 
as we are talking about fairly large amounts, that you ask specifI
cally to the banks, because we have done that already and they can 
attest to the flow of money that is coming into Puerto Rico, mostly 
from branch operations vf large branches or affiliated banks in the 
Caribbean area. 

So, again, 300 million figure that was mentioned as increase in 
the cash der-ot figures, again, could throw a red flag and people 
could say: 'Gee, that is a lot of drug money that is coming in 
there." I think it's our responsibility as responsible people to give 
you the information that you need. Please ask us for more informa
tion if so needed. We will be very happy to give it to you. Thank 
you very much, Mr. Chairman. 

Chairman ROTH. Thank you. I want to say publicly here the two 
gentlerr.~n who have been before me have been leaders in trying to 
correct the situation and make sure that there is compliance. I 
want that to be known. One of the problems when you investigate 
a serious problem is that those that do wrong make the headlines 
and those that do well are forgotten. But I think it is important 
that it be understood and I would hope that the press would report 
it, that much of the banking industry in Puerto Rico is complying 
and trying to live within the law. That is important. I think the 
leadership you two gentlemen are showing is extraordinarily im
portant. I think maybe we should have you take over the Federal 
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Home Loan Bank Board [laughter] at least insofar as training them 
and enforcement of the law. 

And, Mr. Mier, I want to thank you, too, and invite you now to 
proceed with whatever remarks you care to make. 

Mr. MIER. Thank you, Mr. Chairman. My name is Mariano Mier. 
I am president and chief executive officer of First Federal Savings 
Bank of Puerto Rico. In addition, I am president of the Puerto Rico 
League of Savings Institutions, and it is in this capacity that I 
appear before you today. 

The savings and loan industry on the island consists of 12 insti
tutions, operating under the provisions of the Homeowner's Loan 
Act of 1933. They have combined assets totalling $4.5 billion, of 
which 48.8 percent or $2.2 billion are concentrated in two institu
tions-First Federal Savings Bank and Caguas Federal Savings 
Bank. 

We are regulated and supervised by the same regulators and su
pervisors-in our case the Federal Home Loan Bank and the Fed
eral Savings and Loan Insurance Corporation-as are our fellow 
thrifters in Florida, Georgia, Delaware, or Alaska. 

Therefore, we are prone to face the same challenges that the fi
nancial community faces throughout the United States. 

We, thus, benefit from the same benefits that the mainland fi- . 
nancial community enjoys and are affected by the same problems 
they endure. 

Nonetheless, the events of last June 6, have significantly altered 
the image of an industry that until that date had not been suspect 
of wrongdoing, least of all of collaboration with organized crime. 

On that unmemorable date, Federal law enforcement agents ar
rested in Puerto Rico 14 financial institution employees, including 
a bank president, on charges of conspiring to illegally launder 
money, most of which allegedly is derived from drug-related activi
ties. 

The disclosure of these actions, undertaken by an army of more 
than 200 agents, took everyone by surprise and have shamed the 
honest, law<abiding Puerto Rican business community. 

Even though I was aware of the undercover investigation that 
was underway and had been, as head of the island's oldest and 
largest thrift institution, in close collaboration with regulators and 
law enforcement officials, the first I heard of the June 6 raid was 
from the late Bryce Curry, president of the Federal Home Loan 
Bank of New York, who called my office minutes after our largest 
branch was intervened by Federal agents. 

My initial reaction was one of shock at the magnitude of the op
eration which included, not only savings and loan institutions but 
also commercial banks. 

I was also surprised that agents had raided our largest branch 
for I, personally, have been the most persistent and obsessive 
watchdog of compliance with all the laws and regUlations which 
apply to Our industry. 

My initial surprise at the unexpected raid of our Plaza Las 
Americas branch changed drastically during the rest of the after
noon as more information became available regarding the scope of 
the actions. 

-- ---~-~-
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First of all, the onIy reason Federal agents had entered our 
premises was to secure documents dealing with transactions that 
had been carried out in one account by a forme1' employee of our 
institution, who was asked to resign more than a year prior to the 
events of June 6 as a result of his failure to adhere to our compli
ance and internal audit procedures. 

In the spring of 1984, he was placed on probation due to some 
operational deficiencies discove1'ed in the course of an internal 
audit. 

Subsequent to that action, the employee called our compliance 
office to give his reasons for the late submittal of a currency trans
action form. At the same time, the employee communicated to our 
senior vice president in charge of operations to inform him about a 
currency transaction that he claimed, and I quote, "was suspi
cious." 

Our operations director proceeded to meet with special agent 
Rafael Rivera of the U.S. Customs Sel'vice who informed our officer 
that the employee's assertions were false, that he was under sur
veillance and would be arrested. 

Under the circumstances, in order not to compromise the Federal 
investigation underway, we asked for the employee's immediate 
resignation based on his prior operational deficiencies. 

Almost a year later he was arrested by Federal agents and 
charged with violating the Bank Secrecy Act. 

On ,June 6, as my concerns for the prestige and well-being of my 
own institution subsided, preoccupation for the effects of the day's 
actions not only on our thrift industry, but on our entire financial 
community, as well as on Puerto Rico, began to mount. 

I felt no satisfaction from the knowledge that my institution, 
First Federal Savings Bank, had survived the ordeal untarnished. 
I, after all, had been entrusted, just 2 months before, with the pres
idency of the Puerto Rico League of Savings Institutions, and had 
far greater responsibilities than those of my institution. I now was 
custodian of the trust, the welfare and well-being not just for First 
Federal Savings Bank, but for the entire industry. 

The scandal, which was prominently displayed by both the local 
and national media, was unprecedented in Puerto Rico's history. 
Until that day, the only precedents we had were those of similar 
violations found in a host of financial institutions in the mainland 
United States. 

In my new position as president of the Puerto Rico League of 
Savings Institutions, a post almost as new as my initiation as a 
thdfter, for prior to December 1982 I had been a commercial 
banker for almost all my professional life, it was of paramount im
portance to leave aside competitive considerations and address the 
problem from the vantage point of how to stop whatever erosion in 
the people's confidence in our industry had resulted from the ar
rests. 

On June 13, after chairing a board meeting of our league, in a 
prepared statement released to the local media, I reaffirmed, as I 
had done following the arrests of June 6, our full cooperation with 
the continuing Federal investigation and welcomed the opportunity 
to get rid of any unscrupulous member of our financial community 
found in violation of the law and lor the regulations. 
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At the same time, I offered my fellow thrifters the services of our 
own compliance officer at First Federal Savings Bank, who person
ally headed an in-depth compliance seminar for all member institu
tions last June 22. 

As I cannot be fully conversant about the compliance procedures 
that have been followed or that are now being followed by all the 
thrift institutions on the island and since my participation in this 
industry is of recent vintage, I beg that you allow me to share with 
you the experiences that I have had at First Federal. 

It was obvious from the beginning that the institution, with total 
assets of $1.2 billion and 22 branch offices, was in dire need of a 
complete overhaul, not only of its systems, but also of its adminis
trative culture. Changes were made. New faces brought in. Systems 
were updated. As a result, the bank has turned around dramatical
ly, showing net profits for the last 30 months and is well on its way 
to recovery. Yet, the overhaul we began in 1983 continues. 

One area to which I personally devoted special attention, for it is 
an area that I feel should be addressed to by the chief executive 
officer, was the matter of compliance with all the laws and regula
tions. 

A compliance officer with extensive commercial compliance 
banking experience was hired. A compliance office was created apd 
has subsequently been revamped and expanded. All compliance 
procedures, manuals and trainings were examined and restruc
tured. 

Our records show that the institution's compliance guidelines for 
currency transactions promulgated in 1972 had been first revised, 
10 years later, in 1982. 

We reviewed the guidelines and issued a revised operations 
manual in August 1983. This new set of guidelines was subsequent
ly expanded and is constantly under review, 

The Secretary of the Treasury requires that any and all deposits, 
withdrawals, exchanges of currency, or other payments or transfers 
which involves a transaction in currency of more than $10,000 be 
reported to the Internal Revenue Service by filing form 4789 
within 15 days of the transaction. 

At First Federal, we file our form 4789 reports each week. 
In addition, all branch transactions requiring the filing of form 

4789 must be submitted to our central compliance office within 3 
days of the date of the transaction for auditing and review, so as to 
double check close adherence with the intent and spirit of the law, 

The Federal regulations, nonetheless, establish an exemption to 
this rule in cases that basically involve retail establishments which 
handle large sums of currency, While some of our clients fall under 
this classification, their exempt status petition filed by our branch 
managers is revised by our central compliance office and, if found 
unjustified, is immediately overruled and forced to conform to the 
standard currency reporting obligations. 

In addition, branchwide exempt lists are revised by our compli
ance officer every semester. 

In March of this year, we also started a branch-by-branch record 
of any and all telephone conversations or consultations made with 
our central compliance office regarding the filing of form 4789. 
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As an additional control, the audit division has been entrusted 
with the branch-by-branch audit of form 4789, which is conducted 
during the review of teller transactions. 

The audit division is charged, also, with the responsibility of con
stantly examining the working funds of each branch operation in 
order to determine, at any given time, whether an unusual amount 
of cash is requested or reported by each audited unit. 

Violations of these operational guidelines are not only frowned 
upon but acted upon immediately as can be confirmed by our per
sonnel records. 

Another important aspect of our compliance efforts involves the 
continuous training of our personnel, from senior executives to 
branch managers to tellers. Since April 1984, we have held six dif
ferent compliance seminars for our bank's employees. In addition, 
new recruits have to go through a cash transaction compliance 
seminar that is not elective but compulsory for all employees re
gardless of position or experience. 

Another problem we are in the process of correcting is the ab
sence of adequate software in the bank's electronic data system 
that will enable us to track down and profile cash transactions. All 
deposits and withdrawals, without exception, appeal' as cash trans
actions whether 01' not they are cash based. 

In .order to correct this situation and allow us to have a better 
centralized control of transactions, a new mainframe computer and 
software have been purchased to replace our old thrift operations 
software. This new system, which will be partially operational by 
the end of this year and fully operational by 1986, will provide a 
true portrayal of transactions and augment our enforcement and 
compliance capabilities. 

No system is perfect 01' infallible. That is why we all have the 
responsibility to be vigilant at all times and, least of all, to fall into 
complacency 01' neglect. 

Less than 2 weeks ago, on July 12, I was elected to my first full 
term as president of the Puerto Rico League of Savings Institutions 
and in my acceptance speech stressed the need for stronger compli
ance with the laws and regulations of our industry. 

I would like to quote to you briefly from those remarks: 
"Bryce Curry was a true friend of Puerto Rico and the Puerto 

Ricans. Because of him, we can proclaim the rehabilitation of an 
industry that without his help would have gone under. We will 
definitely miss Bryce, 

Yet, we cannot miss those who violated our trust and confidence 
and embarked on personal adventures foreign to the best interests 
of our industry. 

That is right now our biggest task: To look inward, not in an un
productive and narcissistic fashion, but with a sense of commit
ment towards the utmost care in strengthening our compliance and 
respect for the industry's standards and regulations. 

There cannot be any deviation from the norm. This task, con
trary to what some might profess, is not a task for regulators, it is 
a task for all of us in this room. 

I am personally committed, as I have always been, to the uphold
ing of the law and the regulations of our industry. 
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This is not a time for laxity. This is not a time for" Ay bendito." 
This is a time for all the honest and hard-working men and women 
in our industry to come to the forefront in defense of honesty and 
excellence. 

Let me warn those for whom laxity and "Ay bendito" are para
mount that there is no room for them in this industry. 

As president of the Puerto Rico League of Savings Institutions, I 
am personally committed to the maintenance of the highest stand
ards of honesty, decency, and compliance in our industry. 

I have personally instructed First Federal's operations director, 
as well as our compliance officer, to begin work in conjunction with 
their counterparts in all our member institutions on a series of in
dustrywide seminars and workshops to address solely the issue of 
compliance, which we expect to hold on a continuing basis for the 
benefit of each and every individual institution. 

The seminars will not only allow more uniform guidance in com
pliance but also serve as the basis for an industrywide compliance 
and operations manual. 

The sum total of all of these efforts is to provide our member in
stItutions with the necessary tools and expertise to be ever so vigi
lant, ever so prepared so as to insure that events like the ones wit
nessed last June 6 will never occur again. Thank you. 

Chairman ROTH. Thank you. I want to, again, congratulate you 
for the leadership you are providing in this critical area. I must say 
I strongly approve and support the seminars you are having. It 
seems to me that is the most important way of reaching all finan
cial institutions within your bailiwick. I would hope that that 
would be a continuing process because we find too often people 
become concerned for 1 year or 2 and then get diverted to other 
matters, and then, again, we find the same problems springing up. 

As you know, we had hearings earlier this year which involved 
financial institutions in Boston which made considerable headlines 
in the media, and I thought would bring a message home loud and 
clear to all financial institutions wherever they may be. 

Do you think the message is getting across today? What can we 
do to make people understand, I guess including the Government 
agencies, that we are dead serious about this matter? 

Mr. MIER. I think the message is coming very clearly across. 
Mr. LEDESMA. May I disagree a little bit? 
Chairman ROTH. Sure. 
Mr. LEDESMA. I think it is a matter of awareness. What was done 

in Puerto Rico has obviously created awareness. However, there 
are less painful ways of creating awareness, and this is going di
rectly to the people that make the decisions. I think that the bank
ing trade organizations in the United States have a great responsi
bility toward correcting some of these problems. 

Within their programs, they have all types of training offered. 
We should go back and evaluate those trainings-for example, the 
compliance school is turning out compliance officers. Every year 
there is a graduating class. From the technical side of the business, 
the programming side, I think there has to be a greater involve
ment on the part of the technicians to understand that complying 
with this law is of paramount importance. For example, in our 
bank, we have already set up an information tally that at the end 
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of'the day we know all transactions at each branch over $10,000. 
The manager cannot be expected to know everything that goes on, 
especially in a very large branch, but by going through a summary 
of the transactions and with automation the way it is, is an easier 
task. I'm a very basic person. I started in the bank as a messenger 
38 years ago, and some of the problems is that sometimes you have 
to go to the very basic areas. 

First, do we understand the law? Can the law be simplified to be 
more efl'ective? No.2, is the operations area of the bank in harmo
ny with the compliance area? If the two work together, we will 
have a much better system. 

If there is lack of communication between the compliance and 
the people running the bank, you are bound to get into some trou
ble areas. 

So I concur with Mr. Mier in general terms. The message has 
gotten across, but there would be less painful and damaging ways 
to do it on an ongoing basis, and we offer our wholehearted support 
to continue that involvement, to work with you as long as we have 
to, whenever you are dealing with revisions or changes in the law 
because I think that we have shown to you here today that we 
want to comply with the law, that we will not do business in our 
banks that is not in compliance with the law. 

Chairman ROTH. I might say, as a matter of fact, after our earli
er hearings, we wrote a number of major institutions, including the 
ABA. I will have to also say that I am not so sure that a letter 
always has the desired effect. But in any event, I am concerned 
that even today with all the publicity given not only in Puerto Rico 
but, as I mentioned, banks in Massachusetts and elsewhere, wheth
er or not it is being taken seriously by all the financial institutions. 

Of course, under our law, as you know, and I think you really 
have no choice, every institution is responsible itself for complying. 
It can't wait until it is put on notice. I think that is fundamental to 
our legal system and has to be understood by our institutions. 

I want to, again, say that I appreciate what you two have been 
doing and the leadership that you are showing. I thought your one 
suggestion earlier about FDIC where they separated the enforce
ment, regulatory from the solvency from the other problems makes 
a great deal of sense, and we certainly shall consider that as well 
as both of you gentlemen's recommendations. 

You may have heard me ask about bearer certificates. Is it true 
that a principal reason for them has been tax avoidance? 

Mr. MIER. Senator, I believe that is the impression that most of 
the people in Puerto Rico have, as the Governor mentioned. The 
Secretary of the Treasury in Puerto Rico 2 weeks ago in our con
vention also mentioned he believed that most of the bearer certifi
cates were used for tax evasion. 

Chairman ROTH. Is there any good reason for continuing bearer 
certificates? Would that help end the problem? 

Mr. MIER. If I may comment, Mr. Senator, the bearer certificate 
of' deposit was created as a negotiable form for the secondary 
market in order for the banking system to obtain funds from the 
market. I think it serves a very good fUnction in that area. Maybe 
some changes could be made, but I think as a legal negotiable in-
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strument, it serves a very important purpose for the banks to be 
able to obtain funds and money. 

Chairman ROTH. Would you care to comment'? 
Mr. LEDESMA. If I may just add a few comments. I think this was 

an evolution of the market, as such. However, again, just to go 
back to basics, there is no problem with a bearer certificate with 
the right information, the disclosure and the reporting to the Gov
ernment. To me the most important thing is to be sure that when
ever these instruments are generated, you have all the facts. The 
law is very clear as to deviations from that policy. 

So to me, the only explanation is that whenever the information 
is not correctly stated, it is either a problem of lack of knowledge 
as to how to go about doing this, but let's remember that most of 
these large amounts are handled by people that have experience. 

No.2, I think that the reporting in the case of Puerto Rico 
should give the Government enough information to follow up on 
the amount of interest that has been paid. So I would not really be 
in favor of doing away with an instrument that has its role, but 
really the enforcement of the regulations that go together with the 
issuance of that instrument is really what has to be tightened up. 

Chairman RO'rH. That may be correct, but what concerns me is 
the enforcement of those regulations, recent events have shown, 
are extraordinarily difficult. I suppose they do at least invite abuse 
and misuse. '1'he problem I have is Congress is constantly setting 
up new regulatory agencies, as you look down the last 30, 40 years, 
only to find that somewhere down the way, time and again the reg
ulations are not being adequately enforced and failing in their mis
sion. 

I have to say you are right in the sense if you can enforce the 
regulations, fine. But you almost sometimes have to have an army 
to do so. 

I must say what I particula1'ly respected in the comments of both 
of you is the fact that the enforcement internally has to come from 
the top down, It is the chief executive, whatever this title may be, 
that sets the tone for the banking or financial or any institution. It 
always bothers me and 1 understand even with strong enforcement 
procedures that there will be violations, people will not comply, 
and those things occasionally will go undetected for a period of 
time. But what has concerned me in a number of the cases here, as 
I said before, the people are sort of playing Pontius Pilate; they are 
standing above and pretending it doesn't exist. And that cannot be 
tolerated. 

I have no further questions. 
Mr. LEDESMA. Mr. Chairman, I have one correction to make in 

our written statement. We made a slight mistake about the founda
tion of our bank. We stated that we were founded in 1983 and it 
should be 189:3. 

Chairman R01'H. That makes some difference. [Laughter.] 
Mr. MIER. Mr. Chairman, I ask my full report be included as part 

of the record. 
Mr. LrmESMA. Yes. 
Chairman ROTH. Yes. 
Mr. LEDI<;SMA. And we will be supplying additional information 

regarding some of' the areas that I think needs some clarification. 
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Chairman ROTH. Any further suggestions you gentlemen might 
have from time to time, we will be glad to accept. 

[The prepared statements of Messrs. Ledesma, with an attach
ment, and Mier, with an attachment, follow. Other attachments 
submitted for the record may be found in the subcommittee files.] 
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• PUERTO RICO BANKERS ASSOCIATION 
BANCO POPULAR CENTER 

SUITE 620 
HATO REV. PUERTO RICO 00916 

TELEPHONE (S09) 753·8630 

STA'tENEN't OF HECTOR LEDESMA, 
PRESIDENT OF BANCO POPULAR DE PUERTO RICO, 

IN HIS CAPACITY AS PRESIDENT OF 
THE PUERTO RICO BANKERS ASSOCIATION 

BEFORE THE PERrMNENT SUBCOMMITTEE ON INVESTIGATIONS 
OF THE SENATE COMMITTEE ON GOVERNMENT ... L AFFAIRS. 

JUL'i 25, 1985 

Mr. Chairman, Members of the Subcommittee, my name is 

Hector Ledesma, and I am the Presidellt of the Puertco Rico 

Bankero Association and President of Banco Popular de Puerto 

Rico. 

r appreciate the 0ppol'tunity to appear before this 

Subcommittee. In my statement, I will briefly describe the 

composition of the banking industry in Puerto Rico, the 

regulatory requirements that affect the banking industry there, 

and our efforts to comply with all applicable statute a and 

regulations. 

Before discussing the compliance by the members of our 

association with the Bank Secl'ecy Act and its related 

regulations, I wO\lld like to provide the Subcommittee with some 
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background on the commercial bunking industry in Puet'to Rico. 

This industry includes some of the most important banks in the 

world. Several of the largest banks in the United States are 

included IImong its members. Canada is represented by two of 

1 ts moot prominent banks and tht'ee lIll'ge Spanish banking 

concerns olm locally Chal'tel'ed instl tutions. 1"our of these 

10cul bunks al'e lUl'go enough to have beEm li oted among the 

three lmndred largest commorciul bal1ks by assets in the United 

Stutes as of December 31. 1983. (Banco Popular, 96; Banco de 

Ponce, 171; Banco Centrul Corp., 221; Banco de Santander, 

271). (For details, see Table I). 

Th~ eighteel1 commel'clul banks in Puerto Rico operate a 

total of 298 banking units throughout PUerto RiCO. Five of 

these eighteen commel'cial banks are national banks including, 

Ci tibank (cince 1917), The Chase Manhattan Bnnk (siltce 1934), 

Bank of America (since 1978), Continental Illinois (since 1980) 

and First National Blmk of Boston (since 1982). These banks 

operate 36 units with total assets of $7.558 billion as of 

April 30, 1985. In addition, the two Canadian banks in Puerto 

Rico, The Royal Bank of Canada (since 1\107) and the Bank of 

Nova Scotia (since 1910), operate elK banking units and had 

total assets of $797.6 million as of April 30, 1985. The 

Canadian banko also etlch own a locally chartered commercial 

bank (The Royal Bank de Puerto Rico, Inc. and Scotiabank de 
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Puerto RiCo) that together operate an additional 25 banking 

units with $851.3 million in assets. (For details, see Table 

I) . 

The remaining Iline commercial banks al'e locally 

chartered commercial banks, including Banco Popular de Puerto 

Rico, Banco de Ponce, Roig Commercial Bank, Banco 11na1'clero, 

Banco de CaCjuas, Sanco Coopel'ativo, Banco Centl'al COl'p., Banco 

de Santander and Banco Commercial de Mayaguez. These banks 

operate 234 banking units with tot.al assets of $7.957 billion 

as of April 30, 1985. 

tn addition to thsse commercial bankl" there al'C 

several tt'uut companies with bankinc.1 pO"'ers ope,'ating .n Puerto 

Rico each of which has a single branch: Espanola de F.i.nanzail 

Trust Company. Las Americas Trust Company and Universal Trust 

Company, which together hud tota\ assets of $40.2 million as of 

April 30, 19B5. Altogether, aG of April 30, 1985, the bankinr;r 

industry in Puerto Rico had $17.205 billion in total assets. 

These banks doing busines3 in Puerto Rj.co have to 

comply with both federal and local banking regulations. They 

are regularly eXamined by regulatory agencies of both 

government3 and any Violations or defl.cien<::ies discovered in 

bank operations are corrected with due diligence. 
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Specifically, the banlting industry in Puerto Rico is 

supervioed by the following reg\\latory agencies: the Federal 

Depooit Insurance corporation, the Office of the comptroller of 

the Currency and the Board of Governors of the Federal Reserve 

system, The banks are aloo r;upervlsed by the secl'etary of the 

Tl'elltlUry of the Commonwealth of Puel'to Ri co, and wi th regal'ds 

to cet'tain credit transactiollS, by the Secretary of the 

DepartlTlellt of Consumel' Affairs, The Secretary of the Tl'easury 

of Puerto Rico examines all locally chartered banks, trust 

companies and the Canadian banks, The Federal Deposit 

Inou1'ance corporation examines all the locally insured banks, 

Othel' thun BallCO Cooperativo, which is not insul'ed by the 

E'DIC, The Office of the Comptroller of the Currency eltamines 

brancheo of the national ballks or<)anized in Puerto Rico and the 

l:'odaral Reset've Boal'd Syotem examilles the otate member banks, 

t'ul'thermol'e, the Sacretal'y of the Department of Conoumer 

Affait'o rcgulutes all the bllnko in matters pertaining to credit 

cllrd and lnotallment oales, 

Now, ! would like to address the main reason for my 

appearance today which io to illustrate compliance efforts by 

the members of our ASSOCiation and in particular by Banco 

Popular do Puerto Rico with the provioiono of the Bank Secrecy 

Act and ito related regulations, The Act was deSigned to 
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facHi tate government ilwestigations of bank customers through 

well kept recol"ds l'egal"ding certain financial tl'ansactions. 

The banking industry in Puerto Rico has made every 

effort to comply fully wi th all I:egttlations including the Bank 

Secrecy Act. Title r of the Act deals with the retention of 

records by federally insured banks and fedel:ally insured 

savings and loan associations, We are aware that these records 

which al'e l'equired to be filed and maintained al'e vel'y useful 

in ongoing inveGtigatiolls and prosecutions involving areas such 

ao organized crime, narcotics, taK evasion and public 

C01'l'uption, Since 1950, in compliance with Section 34 of the 

Banlting Law of Puerto RiCO, the banks have been maintaining 

recor..1s similar to the ones requil:ed by Title r. This Section 

requires that such records must be retained for a period of 10 

yeal's, which is even longer than the siK-year retention 

requirement under Title I (Financial Recordkeeping) of the Bank 

secrecy Act, Following the enactment of the Bank Secrecy Act, 

banks in Puerto Rico only needed to add the identification of 

"indiViduals" making transactions reportable undel' Title II of 

the Act, in order to comply with the additional I:ecordkeeping 

requi reme.1tr prescribed by Title I, 

Title II (Reports of Currency and Foreign 

Transactions) of the Bank Secrecy Act regUlates records and 
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l'epol'ts on monetary instrument transactions. This Title 

requires that an entirely new set of internal controls and 

records be kept by "financial institutions" as this term is 

bl'oadly c.E:fined by the Act. 

On July 23, 1974, the Govel'nor ot the Commonwealth of 

Puerto Rico signed into law Act No. 131 titled "Act to Regulate 

Trallsfel's of Funds to Foreign Countries." This law requires 

that a C' )mplete set of l'ecol'ds be kept of every transfer of 

funds by a banking insti tlltion to or from a foreign country 

which exceeds $5,000.00. The la\~ l'equires that the records 

include the name, addl'ess, taxpayer or soc·ial security number 

of every persoll involved in the operation, the 

lnterrelationships of all those involved in the transactions, 

the legal capacity of any persoll that intervenes in the 

transactioll and a complete description of the transaction 

itself. Banks in Puerto Rico report those transactions to the 

Secretary of the Treasury of the Commonwealth of Puerto Rico on 

a form similar to the currency transaction report of the 

Internal Revenue Service (Form 4789). 

Let me give you an overview of compliance efforts by 

membel's of the Puerto Rico Bankers Association. The complex 

netwol'k of laws and regulations affecting the banking industry 

has made it necessary for banks to formalize the procedures and 
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practices in order to oatisfy these requirements. Prior to 

1978, the federal reg\\latory agendes incl\\ded a report of 

compll ance with the sank Secl'ecy Act as pnrt of thei r ovel'all 

examination report, However, dince 1978, they have prepared a 

separate comptiance examination repol't which, among other 

things, includes compliance with the Bank Secrecy Act, These 

chnnges demostrated that; the agencies placed a highel' priority 

on the reCJu1atol'y f\\I1ct10ns relating to the otatute5 and 

regUlations that they supervised, In response, the members of 

the Puel'to Rico Bankers Association have instituted a number of 

11e\~ poliCies and procedures. 

We at'e weU :\ware that establishl1\ent of an overal.l 

policy and proced\\l'e program is the best safeguard to ensure 

against Violations of these lawo, The wide scope of theae 

reqUirements make it necessary that both bank directors and 

Genior management have an unde\'standi)l(1 of this area and that 

their involvement in ensuring compliance is essential, The 

succeso of a compliance program in any banking institution 

depends (ll'eat1y on the priot'ity that it roceives £l'om both the 

Board of Directors and senior management, 

III Puerto Rico, commercial b::.nks of all sizes have 

appointed Compliance Officers who arB t'esponsib1e for 

estabUshing and maintaining individual compliance programs, 
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Some larger institutions have full time Compliance Officers 

while other smaller institutions have part time Compliance 

Officers. 

A major part of the compliance program by banks in 

Puerto Rico is dedicated to the training of bank personnel. 

New employees receive orientation on compliance matters as a 

integral part of their training. In addition, continuing 

compliance education for bank personnel is also provided 

through seminars. 

Furthermore, internal audit procedures, similar to 

those used in the examination procedures of fedel'al agencies 

are used to monitor compliance and detect any potential 

weaknesses or v10l~tions. The findings of these audits are 

reported to the Board of Directors and often include suggested 

corrective action. Part of the responsibilities of a bank's 

Compliance Officel' is to verify that any exceptions noted have 

been corrected. This procedure is also followed with respect 

to the compliance examination reports filed by the appropriate 

federal agencies. Finally, the Compliance Officer also 

consults legal counsel regarding any legal issues which may 

arise in connection with compliance. 

1 
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In order to give the Subcommittee a better 

understanding of these compliance procedures in Puerto Rico, 

would like to use the example of our procedures in the Banco 

Popular de Puerto Rico, the bank of which I am president, Our 

bank, which was established in 1983, comprises 114 branches in 

Puerto Rico, three in the U,S, Vlrc;Jin Islands, seven in New 

York, one in Los Al,geles, and one in Chicago, Because of the 

size of our bank, an attol'ney was appointed as a fllll time 

Gel~eral Compliance Officer, This officer attended the National 

Compliance School at the University of Oklahoma in March 1980 

and the National Complial1ce School at the same universi ty in 

October 1983, Both of these schools are sponsored by the 

American Bankers Association, The Compliance Office is 

presently staffed by eleven employees and they are recognized 

throughout the Bank as the authority on compliance matters, 

Bank personnel at all levels are encouraged to contact this 

office and know that thev will receive full assistance. 

The compliance program which Was established provides 

the framework of the bank's pl'ocedures and sel'ves as a 

reference guide for all bank personnel. Since the beginning, 

personally have been commi tted to this p1'ogram and it has 

received my full endorsement and cooperation, Compliance 

manuals were prepared for branches. departments and the 

Auditing Division, The Auditing DiVision Policy and Procedures 
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Manual incl.udes check-lists which are used during the 

compliance examination process. These manuals are constantly 

updated to include any changes or new regulations. 

We have also assigned compliance liaisons in various 

areas of the bank including all departments and branches. Our 

branches in Puerto Rico are grouped by District Offices. There 

are actually eleven such offices with anywhere between eight to 

13 branches assigned to each one. At each District Office, one 

person is assigned as compliance liaison who is responsible for 

all compliance matters. At the bl"anch level, the assistant 

managers assume this same responsibility. 

The operating instructions pertaining to regulatory 

requirements are reViewed by the General Compliance Officer 

before final editing and distribution to all the corresponding 

bank areas. These written instructions and policies are also 

kept in binders' for ready reference by banlt personnel. Since 

the effective date of the Bank Secl'ecy Act, specific 

instructions have been prepared and have also been revised 

fl"equently to implement operational controls, as well as 

regulatory changes. We have available for your review the 

instructions regarding this regulation Which have been 

distributed in Banco Popular since 1972. 
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The training of bank employees of Banco Popular in 

compliance matters has always been an important aspect; of the 

Compliance Program at our institution. This tl'aining is given 

at all levels and includes all pertinent laws and regulations. 

The requirements of the Bank Secrecy Act are included as part 

of the new t.ellers trail1ing program and is also extended to all 

other branch employees. An update of current reguH'ements, as 

well as refreshers of long-standing requirements, are also 

included as part of this ongoing training. Such training helps 

to assure that bank policies are being followed as ~'equired. 

Various training tools are also used including' models 

of the currency tl'ansaction reports (CTR) and full training on 

the correct manner for completing them. As part of this 

training, the bank uses the Supplemental Instructions for 

Completing Form 4789 supplied to Us by the U. S. DepaL'tment of 

Treasury. The issuance of a monthly Compliance Bulletin by the 

Compliance Office began in January, 1982 covering all the 

regulations, although special emphasis is given to the Bank 

Secrecy Act. The December 1983 issue of this bUlletin is a 

Spanish tl'anslatiol1 of the U.S. Department of the Treasury 

Supplemental Instruction mentioned above. Other issues include 

topics such as how to prepare the exempt customers lists and 

the recent fines to U.S. banks for violations of the Bank 

Secrecy Act. 
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The repol"ting of currency tra11sactions is 

operationally halldled in the followinq mat tel" : 

1. The Officel" that processes the transaction is 

responsible for preparing the CTR. If a teller 

directly receives the CU1"rency transaction, he must 

l'efer the customer to the branch operations officel' 

who is then l'esponsible for the preparation of the CTR. 

2. Reports (CTR) prepared by other officers are also 

turned in to the branch operations officer. 

3. At the end of the business day, a computer 

printout of all currency tl"ansactlons exceeding 

$10,000 is prapared and the branch operations officer .. 

uses it to verify that a CTR has been prepared for 

each of these transactions, unless a customer is on 

the exempt customers list. 

4. An original and two copies of each report are then 

sent to the General Compliance Officer on the same day 

of the transaction. 
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5. At the Compliance Office, the original form is 

then mailed to the Internal Reven\le Service at Ogden. 

Utah and one copy is returned to the bral'lch stamped by 

the compliance Office, 

6, During the intel'nal audit cxaminatiol'ls, the 

e)(aminet's verify that all the CTR$ on file at the 

bral1ch have been stamped as t'eceived by the Compliance 

Office. 

In many instances, tl'ansactions have been reported 

which appeared suspicious in nature even when the amount 

ilwolved did not exceed $10, 000. Tl.'ansactions under $10, 000 

which are spread over a few days have also been reported in 

cases where the Officer pel.'ceives that such tral1sactions could 

be a pattern used to circumvent the reporting requirements. In 

these cases, the )."eport.ing Officer encloses an explanatory 

memorandum setting forth the reasons for the basis of his 

suspicion. 

Our exempt customers lists are revised by the branch 

manage)."s tWice a year for each semester ending June 30 and 

December 31, This is done in order to add new accounts, 

eliminate closed accounts, etc. Between revision periods 

addendums to the or1ginal list may be prepared as the need 
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arises, These lists are sent to the General ComPliance Officer 

for approval, together with a memorandum indicating when the 

account was established, the type of business, the avet"age 

balances for one month and siX months, and a brief explanation 

as to why the customer is being placed on the list. This means 

that managet"s must make a backgl'ound check before piaclng a 

customer on this list, Once vet"iHed and appt'oved by the 

General Compliance Officer, a copy in returned to the branch 

for its records. All the original lists are kept in a 

centralized file for a period of five years, as required by 

l'egulations. 

Any request to the l1. S, Depal'tment of the Treasury for 

a special exemption must be processed by the Compliance 

Office. The approval letters received from this Department are 

also kept on file at this office. ! want to mention that we 

have always t'eceived the utmost coopel'ntion of the l1,S. 

Depal'tment of the Treasury in connection W1 th this regulation 

whenever additional information or clarification has beell 

neceosary. 

Since 1979 Banco Popular has Deen examined on 

compliance by the J.'ederal Deposit Illsurance Corporation on five 

occasions. The Sank Secrecy Act related to three of these 

e};amillations. No substantive violations wel'e found in any of 

these examinations. 
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The banking industry in PUel'to Rico has always 

a~signed a high priority to matters related to compliance with 

the applicable laws and regulations. In addition, oince 1982, 

the industry has continued to intensify its efforts to comply 

with Title 31. This effort has become so pronounced that 

compliance has become a field in itself although it is costly 

and involves Il gl'eat amount of wOl'k on the pal't of the banking 

institutions. As I eHplained above, speclal emphasis has been 

given to the l'equh'ements of the Bank Secrecy Act since it 

became effective during the 1970' s. 'rhe l'ecetlt events 

regarding violationo to this Act by various bllnks in the United 

States hilS provoked an even higher degree of a\~al'eness in 

Puerto Rico. 

The Bankers Association of Puerto Rico has always 

fully supported efforts by federal agencies to onforce all 

Ilpplicable statlltes Ilnd regulations. Mr. chairman, I assure 

you that this assoclation will redouble theoe efforts in the 

future. 

I tl'ust that this bl'ief summary of the compliatlce 

efforts of the membero of the Puerto Rico Bankel's Association 

in general Ilnd Banco Popular de Puerto Rico in particular 

demonstrates the concern given to ~roblem by our industry. We 

have in the past, and will continue itl the future, to recognize 

the critical importance of ensuring complillllce with all banking 

regulations. 
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TABLE I 

SELECTED DATA ON THE IlANKING INDUSTRY OF PUERTO RICO 
AS OF APRIL 30. 1985 

DOLLAR FIGURES IN NILLIONS 

Total 
_Assets 

Total 
Deposits 

Total Number of 
Loans(l) Units (2) 

P~.rtQ Rico Chartered Banks (3) 
Puerto RiCan Ownership 

Banco Popular d~ P. R. 
llanco de Ponce 
llanco de Santander-P.R. 
llanco Contral Corp. 
Royal Bank de P. R •• Inc. 
Scotlabank de P. R. 
llanco Camarcia1 de Mayagucz 
Roig Commercial BanK 
llanco Financiero' 
Banco de Caguas 

Sub-Totul 

Na tional Bank t s Branches 

Citibank 
'lase Manhattan Bank 

.... ank of America 
First National Bank of Boston 
Continental Illinois 

Sub-Total 

Canadian Chartered Banks 

Royal Bank of Canada 
Bank of Nova Scotia 

Sub-Total 

Trust Companies (4) 

Las Americns Trust Co. 
Espafiola de Finanzas Trust Co. 
Universal Trust Co. 

Sub-Total 

$3289.3 
1715.9 
1078.5 
1029.5 

427.6 
423.7 
360.8 
297.8 
150.7 
35.4 

8809.2 

3912.6 
2611.6 

694.4 
229.4 
110.3 

1558.3 . 

573.5 
224.1 
797. 6 

36.0 
2.4 
1.8 

40.2 

TOTAL 17.205.3 

(1) Ranking by total assetS 

$2817.9 $1334.9(2) 
1410.3 750.8(4) 

990.3 408.8(5) 
768.6 303.5(6) 
357.1 195.7(9) 
3S6.8 159.2(10) 
289.0 103.3(11) 
185.6 121.9(12) 
110.1 84.3(15) 
31.1 17.9(18) 

7316.8 3486.3 

3641.4 1984.0 (1) 
2550.1 1728.1 (3) 
624.0 246.8(7) 
232.2 153.5(13) 
14.0 62.3(16) 

7121.1 4174. 7 

515.1 339.5(8) 
158.1 85.2(14) 
673.2 424.7 

31.4 23.9(17) 
.7 1.°f19) 
0 1.3 20) 

32.1 26.2 

15.143.8 8,111.9 

(2) As of June 30. 1985. inCludes all authori%cd branches. 

(3) No data Was available for Danco Cooperativo. 

(4) With commercinl banking nowers. 

114 
42 
23 
22 
17 

8 
9 

11 
6 
3 

2SS 

21 
11 

1 
2 
1 

30 

5 
1 
6 

1 
1 
1 
3 

300 
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Permanent United States Senate 
Subcommittee on Investigations 
Page 2 of 27 
July 25, 1985 

Mr. Chairman, Mombers 

of the subcommittee, my name is 

Mariano J. Mier. I am 

President and Chief Executive 

Officer of First Federal 

Savings Bank of Puerto Rico. 

In addition, I am president of 

the Puerto Rico League of 

Savings Institutions, and it is 

in this capacity that r appear 

before you today. 

The savings and loan 

industry on the island consists 

of twelve institutions, 

operating under the provisions 

of the Home Owners' Loan Act of 

1933. They have combined 

assets totaling ~.5 billion 

dollars, of which 48.8 per cent 

or 2.2 billion dollars are 

concentrated in two 

institutions--First Federal 

Savings Bank and Caguas Federal 
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Savings Bank. 

In the past few years 

the industry has been seriously 

affected by the same factors 

that created havoc on the 

mainland--rampant inflation, 

record high interest costs for 

liabilities, and fixed, 

long-term, low return assets. 

As a result of 

deregulation, the curtailment 

of inflation and the changes 

that such an environment 

wrought on our institutions, 

the industry has been able to 

significantly alter its failing 

health. 

In 1984, after many 

years of depressed results, the 

thrift industry in Puerto Rico 

was able to show a combined net 

profit of 16.3 million dollars, 

a performance that, based on 

partial results to date, will 
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be far surpassed in 1995. 

The changes that 

deregulation and new powers 

have brought about in our 

industry, altering traditional 

conduct patterns and injecting 

new and better ways of managing 

our business, have definitely 

left an imprint in our 

institutions. 

We no longer depend 

solely/ even though it still 

represents the bulk of our 

business, on the construction 

and housing industries--to 

which we still devote more than 

fifty per cent of our total 

combined assets. 

As a result of 

deregulation, we are now more 

active in pursuing assets that 

have traditionally been 

associated with other financial 

institutions. In this pursuit 

we have changed the profile of 
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our business by devoting our 

resources to a more dive~~ified 

asset structure and marketing 

style that has made our 

industry virtually 

indistinguishable from our 

commercial banking cousins. 

All these changes are 

not only evident in our 

ledgers. The hUman profile of 

the industry is also ~apidly 

changing with more and more 

commercial bankers finding 

themselves in new roles as 

thrift executives. 

In short, today, the 

savings and loan establishment, 

largely due to Congressional 

actions, only vaguely resembles 

the industry that was created, 

more than half a century ago, 

in order to enable the citizens 

of America to finance their 

homes. 

The same holds true 
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in Puerto Rico, an island that 

is separated from the mainland 

United States by thousands of 

mileS of ocean, but that is 

bridged by similar customs, 

mores, and rules of conduct. 

The same problems and 

opportunities that financial 

institutions face on the 

mainland are faced by our local 

financiers. We are no 

different from our mainland 

counterparts. 

We are regulated and 

supervised by the same 

regulators and supervisors--in 

our case the Federal Horne Loan .. 
Bank and the Federal Savings 

and Loan Insurance 

Corporation--as ar.e our fellow 

thrifters in Florida, Georgia, 

DelaWare, or Alaska. 

Therefore, we are 

prone to face the same 

challenges that the financial 

53-218 0 - 85 - 7 
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community faces throughout the 

united States. 

We, thus, benefit 

from the same benefits that the 

mainland financial community 

enjoys and are affected by the 

same problems they endure. 

Nonetheless, the 

events of last June 6th, have 

significantly altered the image 

of an industry that until that 

date had not been suspect of 

wrongdoing, least of all of 

collaboration with organized 

crime. 

On that unmemorable 

date Federal law enforcement 

agents arrested in Puerto Rico 

fourteen financial institution 

employees, including a bank 

president, on charges of 

conspiring to illegally launder 

money, most of which allegedly 

is derived from drug-related 

activities. 
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The disclosure of 

these actions, undertaken by an 

army of more than 200 agents, 

took everyone by surprise and 

have shamed the honest, law 

abiding Puerto Rican business 

community. 

~ven though I was 

aware of the undercover 

investigation that was underway 

and had been, as head of the 

island's oldest and largest 

thrift institution, in close 

collaboration with regulators 

and law enforcement officials, 

the first I heard of the June 

6th raid was from the late 

Bryce Curry, president of the 

Federal Home Loan Bank of New 

York, who called my office 

minutes after our largest 

branch was intervened by 

Federal agents. 

My initial reaction 

was one of shock at the 
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magnitude of the operation 

which included, not only 

savings and loan institutions 

but also commercial banks. 

I was also surprised 

that agents had raided our 

largest branch for I, 

personally, have been the most 

persistent and obsessive 

watchdog of compliance with all 

the laws and regulations which 

apply to our industry. 

My initial ~urprise 

at the unexpected raid of our 

plaza Las Am~ricas branch 

changed drastically during the 

rest of the afternoon as more 

information became available 

regarding the scope of the 

actions. 

First of all, the 

only reason Federal agents had 

entered our premises was to 

secure documents dealing with 

transactions that had been 

1 
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carried out in one account by a 

former employee of our 

institution, who was asked to 

resign more than a year prior 

to the events of June 6th as a 

result of his failure to adhere 

to our compliance and internal 

audit procedures. 

In the Spring of 1984 

this employee was placed on 

probation due to some 

operational deficiencies 

discovered in the course of an 

internal aUdit. 

Subsequent to that 

action the employee called our 

compliance office to give his 

reasons for the late submittal 

of a currency transaction form. 

At the same Hme, the employee 

communicated to our Senior vice 

President in charge of 

Operations to inform him about 

a currency transaction that he 

claimed, and I quote, "was 
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suspicious." 

Our operations 

director proceeded to meet with 

Special Agent Rafael Rivera of 

the United States Customs 

Service who informed our 

officer that the employee's 

assertions were false, that he 

was under surveillance and 

would be arrested. 

Under the 

circumstances, in order not to 

compromise the Federal 

investigation underway, we 

asked for the employee's 

immediate resigrlation based on 

his prior operational 

deficiencies. 

Almost a year later 

he was arrested by Federal 

agents and charged with 

violating the Bank Secrecy Act. 

On June 6th, as my 

concerns for the prestige and 

well being of my own 1 
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institution subsided/ 

preoccupation for the effects 

of the day's actions not only 

on our thrift industry, but on 

ollr entire financial community, 

as well as on ~uerto Rico, 

began to mount. 

I felt saddened and 

shamed. I felt betrayed by 

those who had harbored 

clandestine motives, foreign to 

the laws and regulations, as 

well as to the best interests 

of our industry, and tn doing 

so had dragged with them the 

trust and reputation of scores 

of honest and decent men and 

women that daily labour with 

great dedication and devotion 

for the good and well-being of 

our industry and of the people 

of Puerto Rico. 

I felt no 

satisfaction from the knowledge 

that my institution, First 
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Federal Savings Bank, had 

survived the ordeal 

untarnished. I, after all, had 

been entrusted, just two months 

before, with the prosidency of 

the Puerto Rico League of 

Savings Institutions, and had 

far greater responsibilities 

than those of my institution. 

I now was custodian of the 

trust, the welfare and 

well-being not just for First 

Foderal Savings Bank, but for 

the entire industry. 

The scandal, which 

was prominently displayed by 

both the local and national 

media, was unprecedented in 

Puerto Rico's history. Until 

that day the only precedents 

had were those of similar 

violations found in a host of 

financial institutions in the 

mainland United States. 

In my new position 

we 

as 1 
I 

I 
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president of the PUerto Rico 

League of Savings Institutions, 

a post almost as new as my 

initiation as a thrifter, for 

prior to December 1982 I had 

been a commercial banker for 

almost all my professional 

life, it Was of paramount 

importance to leave aside 

competitive considerations and 

address the problem frolll the 

vantage pOint of how to stop 

whatever erosion in the 

people's confidence in our 

industry had resulted from the 

arrests. 

On June 13th, after 

chairing a board meeting of our 

League, in a prepared statement 

released to the local media, I 

reaffirmed, as I had done 

following the arrests of June 

6th, our full cooperation with 

the continuing federal 

investigation and welcomed the 
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opportunity to get rid of any 

unscrupulous member of our 

financial community found in 

violation of the law and/or the 

regulations. 

At the same time, I 

offered my fellow thrifters the 

services of our own compliance 

offIcer at ~irst Federal 

Savings Bank, who personally 

headed an in-depth compliance 

seminar for all member 

institutions last June 22nd. 

As I cannot be fully 

conversant about the compliance 

procedures that have been 

followed or that are now being 

followed by all the thrift 

institutions on the island and 

since my participation in this 

industry is of recent vintage I 

bog that you allow me to share 

with you the experiences that I 

have had at First Federal 

Savings Bank with matters of 
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compliance. After spending 

almost my entire professional 

careor in commercial banking I 

joined First Federal Savings 

Bank in December of 1982. 

At that time. the 

bank had amassed a net combined 

loss in excess Ot 58 million 

dollars in jUst three years, 

forcing the federal Home Loan 

Bank to intervene and save the 

bank by injecting much needed 

capital into the hence referred 

to "Phoenix" institution. 

It was obvious from 

the beginning that the 

institution, with total assets 

of 1.2 billion dollars and 22 

branch offices. was in dire 

need of a complete overhaul, 

not only of its systems, but 

also of its administrative 

culture. Changes were made. 

Now faoes Were brought in. 

Systems wore updated. As a 
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result, the bank has turned 

around dram~tically, showing 

net profits for the last thirty 

months and is well on its way 

to recovery. ¥et the overhaul 

we began in 1903 continues. 

One area to which I 

personally devoted special 

attention, for it is an area 

that I feel should be addressed 

to by the chief executivo 

officer, Was the matter oE 

compliance with all the laws 

and regulations. 

A compliance officer 

with extensive commercial 

compliance banking experience 

was hired. 

A compliance office 

was created and has 

subsequently been revamped and 

expanded. All compliance 

procedures, manuals and 

trainings were examined and 

restructured. 
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Our records show that 

the institution's compliance 

guidelines for currency 

transactions promulgated in 

1972 (see EKhibit A, herein 

attached) had been first 

revised, ten years later, in 

1982 (see Exhibit S, herein 

attached). 

We reviewed the 

guidelines and issued a revised 

operations manual in August of 

1983. This now set of 

guidelines was subsequently 

expanded and revised in October 

of 1984 (see Exhibit C, herein 

attached) and is constantly 

under review. 

The Secretary of the 

Treasury requires that any and 

all deposits, withdrawals, 

exchanges of currency, or other 

payments or transfers which 

involves a transaction in 

currency of more than ten 
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thousand dollars be reported to 

the Internal Revenue Service by 

filing Form 4789 within fifteen 

days of the transaction. 

At First Federal we 

file our Form 4789 reports eanh 

week. 

In addition, all 

branch transactions requiring 

the filing of Form 4789 mUJt be 

submitted to our central 

compliance office within three 

days of the date of the 

transaction for auditing and 

review, so as to double check 

close adherence with the intent 

and the spirit of the law. 

The Federal 

regulations, nonetheless, 

establish an exemption to this 

rule in cases that basically 

involve retail establishments 

which handle large sums of 

currency. While some of OUt 

clients fall under this 
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classification, their exempt 

status petition filed by our 

branch managers is revised by 

our Central Compliance Office 

and, if found unjustified, is 

immediately overuled and forced 

to conform to the standard 

currency reporting obligations. 

In addition, branch 

wide exempt lists are revised 

by our compliance officer every 

semester. 

In March of this 

year we also started a branch 

by branch record of any and all 

telephone conversations or 

consultations made with our 

Central Compliance Office 

regarding the filing of Form 

4789. 

As an additional 

control, the Audit Division has 

been entrusted with the branch 

by branch audit of Form 4789, 

which is conducted during the 
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review of teller transactions. 

The Audit Division is 

charged, also, with the 

responsibility of constantly 

examining the working funds of 

each branch operation in order 

to determine, at any given 

time, whether an unusual amount 

of cash is requested or 

reported by each audited unit. 

Violations of these 

operational guidelines are not 

only frowned upon but acted 

upon immediately as can be 

confirmed by our personnel 

records. 

Another important 

aspect of our compliance (see 

Exhibit D, herein attached) 

efforts involves the continuous 

training of our personnel, 

from senior executives to 

branch managers to tellers. 

Since April of 1984 

we have held six different 
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compliance seminars for our 

bank's employees. In addition, 

new recruits have to go through 

a cash transaction compliance 

seminar that is not elective 

but compulsory for all 

employees regardless of 

position or experience. 

Another problem we 

are in the process of 

correcting is the absence of 

adequate software in the bank's 

electronic data system that 

will enable us to track down 

and profile cash transactions. 

All deposits and withdrawals, 

without exception, appear as 

cash transactions whether or 

not they are cash based. 

In order to correct 

this situation and allow us to 

have a better centralized 

control of transactions a new 

mainframe computer and software 

have been purchased to replace 
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our old thrift operations 

soEtware. This new system, 

which will be partially 

operational by the end of this 

year and fully operational by 

1986, will provide a true 

portrayal of transactions and 

augment our enforcement and 

compliance capabilities. 

No system is perfect 

or infallible. That is why we 

all have the responsibility to 

be vigilant at all tim~s an~ 

least of all to fall into 

cOillplacency or neglect. 

Less than two weeks 

ago, on the 12th of July, I was 

elected to my first full term 

as president of the Puerto Rico 

League of ~avings Institutions 

and in my acceptance speech 

stressed the need for stronger 

compliance with the laws and 

regulations of our industry. 

I would like to quote 
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to you briefly from those 

remarks: 

"Bryce Curry was a 

true friend of Puerto Rico and 

the Puerto Ricans. Because of 

him we can proclaim the 

rehabilitation of an industry 

that without his help would 

have gone under. 

We will definitely 

miss Bryoe. 

Yet, we cannot miss 

those who violated our trust 

and confidence and embarked on 

personal adventures foreign to 

the best interests of our 

industry. 

That is right now our 

biggest task: to look inward, 

not in an unproductive and 

narcissistic fashion, but with 

a sense of commitment towards 

the utmost care in 

strengthening OUr compliance 
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and respect for the industry's 

standards and regulations. 

There cannot be any 

deviation from tho norm. This 

task, contrary to what some 

might profess, is not a task 

for regulators, it is a task 

for all of us in this room. 

I am personally 

committed, as I have always 

been, to the upholding of tho 

Law and the regulations of our 

industry. 

This is not a time 

for laxity. This is not a time 

for "Ay bendito". This is a 

time for 0:11 the honest and 

hard working men and women in 

our industry to come to the 

forefront in defense of honesty 

and excellence. 

Let me warn those for 

whom laxity and "Ay bendito" 

are paramount that there is no 

r~ 'm for them in this 

industry". End quote. 
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As president of the 

Puerto Rico League of Savings 

Institutions I am personally 

committed to the maintenance of 

the highest standards of 

honesty, decency and compliance 

in our industry. 

I have personally 

instructed First Federal's 

operations director, as well 

as, our compliance officer to 

begin work in conjunction with 

their counterparts in all our 

member institutions on a series 

of industry wide seminars and 

workshops to nddress solely the 

issue of compliance, which we 

expect to hold on a continuing 

basis for the benefit of each 

and every individual 

institution. 

The seminars will not 

only allow more uniform 

guidance in compliance but also 

serve as the basis for an 



182 

Testimony by Mariano J. Mier 
Permanent United States Senate 
Subcommittee on Investigations 
Page 27 of 27 
July 25, 1985 

industry wide compliance and 

operations manual. 

The sum total of all 

of those efforts is to provide 

our member institutions with 

the necessary tools and 

expertise to be ever so 

vigilant, ever so prepared so 

as to insure that events like 

the ones witnessed last June 

6th will never occur again. 

Thank you very much. 
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FIRST FEDERAw S~VINGS BANK 

Inte~nal Cont~ols to Insure ComEl~ 
wlth the Bank Secrecy Act Regulation! 

31 CFR103.~1 et. seq. 

I. Introduction 

To insure compliance with the U.S. Treasury 

Department's Record Keeping and Reporting requirements, First 

Federal Savings Bank of Puerto Rico has undertaken the 

following: 

a} Centralize in the Compliance O££icer all the 

responsibllity for complying with the regulat!ons; 

b) Develop an on-going intensive training program for 

First Federal's employees at all levels; 

c) Audit systematically by the Internal Audit 

Division to verify compliance ~/ith the law, and; 

d) Cooperate fully with Federal authorities 

investigating any financial recordkeeping problems. 
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II. 9.~ntralizatio!2.J~ . .'S __ ~~_c}?mphance it~!1£llit:l witllln ~he 
Instituti..2!:! 

Two and a half years ago First Federal established the 

Compliance Office. Dunng thl!! course of these years the Office 

has been expanded il'om two persons to fOUL' composed of the 

following: a Compliance Officer who is an attorney-at-law, a 

Compliance Technician who is also an attorney-at-law, an Equal 

Employment Opportunity Officer who also serves as a COMpliance 

Technician and a secretary. 

First Federal is intent on satisfying all Financial 

Recordkeeping reqUirements. In 1983 the Compliance Office 

pl'epared a detailed Operations Manual ~Ihich has been tldce 

updated and expanded. Prior to 1983/ there 9xisted only 

Jeneral inntructJ.ons to which only two rl'\,::;ions were made in 

an eleven year perlod. 

Essentially our ~lanual requires that for any cash 

transactions of $10/000.00 or more, a form (4789) must be 

submitted to the Compliance Office within thl'ee labor days. In 

addition, our branch personnel have been constantly instructed 

to also submit a form (4789) for any transaction which, in 

their opinion, appears strange l'egal'dless of \~hether Ot' not it 

is a cash transaction or a cash transaction of less than 

S10,OOO.00. For exalnple: a customer wants to withdraw a SUm of 

/' 

" 
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money over $10/000.00 but wants to do it 1n small checks 

payable to different persons. Our policy requires that a eTR 

be filed even though no cash transaction as been effectuated. 

Once the forln i::; filed with the Compliance Office a 

record is made setting forth the name of the bl'anch. date 

received, date of the transaction, customer's name/ customer's 

social security number, amount of the transaction, whether the 

form is correctly prepal'ed or not, if not correct, when was the 

form returned to the branch, date when the branch returned the 

corrected fOl'm and the date tha t the form was sent to the IRS. 

When the form arrives at the Compliance Office, it is 

thoroughly reViewed by one of the staff members. If not 

correct, the form 1S sent back to the branch With a two day 

deadline for preparing a correct one, Ever1 eriday a letter is 

prepared and sent to the IRS enclOSing the forms processed 

dut'ing the week. There is ample coordination betweel1 the 

Compliance Office and the Audit and Branch Administrat10n 

DiviSions. Any deviation from this policy and procedure 

requires that the Branch Manager submit a wr~tten report 

explaining said deviation. The Compliance Office then decides 

if it should follow through with an investigation. An example 

of this would be if a branch employee submits a form within a 

10 day period and not the three day one as required. ThiS in 

itself is a deviation of internal procedures. For the first 

and second violation a telephone call is made to the branch. 
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If the violations persist. then a full report is made to the 

Branch Administration Division and the Audit Divislon. If the 

violation is of a more serious matter. for example. negligence 

in filing the form. a full repor~ is made to the Audit Division 

and a report is submit~ed to the top management. Sanctlons may 

range from a severe reprimand to dismissal. First Federal has 

been very strict in enforcing this policy. 

First Federal's procedures for maintaining the exempt 

customers list are very stringent. The detailed instructions 

provide clear guidelines as to who may and who shall not be 

exempted. A form has been prepared for this purpose. Each 

branch manager has to submit a copy of that branch's exempt 

customer list to the Compliance Office where it is reViewed 

promptly. Whenever there is a doubt regarding the eligibility 

of any person. a written report is required from the manager in 

order to justlfy the exemption. The Compliance Office then 

determines the validity of the justlfication. The Office has 

full authority to overrule any branch manager wi th l'egard to 

any exemption given. All exempt lists must be reviewed every 

six months. 

The Compliance Office maintains a complete file for 

each branch and since March. 1985. a record is kept per branch 

of every incoming or outgoing telephone call regarding a 

compliance matter. The Office also serves as a back-up center 
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for every branch and resolves doubts or provides answers to 

questions regarding form 4789. A record is kept of every 

consultation made, whether in writing or by phone. 

Since February 1985, a monthly report is prepared 

spec1fying the number of CTR forms prepared by each branch. 

This report is sent to the Branch Administrat10n Division and 

to the Audit Division. 

All of the above enables us to determine whether a 

particular problem exists within a given branch and the 

corrective measures that may be required. 

III. Training Program 

First Federal, recognizing the importance of this law, 

has developed an intensive training program for all staff 

levels of our bank. 

During 1983 and 1984, one training session per year 

was prov1ded to all our branch managers. These training 

sessions were given by the U.S. Customs Service and IRS 

agents. In June and October 1984. training sessions were given 

by the Compliance Office to all our head tellers and other 

branch personnel. Starting in April 1985, and each month 

thereafter through ~eptember, training sessions have been and 
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will"be given to all Ollr branch personnel. We have 

specifically incorporated into the training program of all our 

new tellers the requirements of Form 4789 and of other forms 

and requirements provided"in the Bank Secrecy Act. Kindly note 

that all of this was done before Operation Tracer was begun in 

Puerto Rico. Additional training will be given during the 

coming years. 

IV. Audit Division 

The Audit Division has included as a part of its 

branch audits, the 1:eview of form 4789. During the review of 

the tellers transactions (spot checks), the deposi t slips, 

Withdrawals slips, checks and money order requests a1:e 

examined. Also the tapes that are prepared by the telle1:s are 

checked to see if there was any cash transaction over 

$10,000.00 1:egistered. If such a transaction is found, either 

a corresponding CTR must have been prepared and submitted or 

the specific customer must appear within the exempt list. The 

branch file on CTR's is compared with the equivalent file at 

the Compliance Office. 

Depending on the violations found, the Bank then 

determines the action to take. As was stated before, this 

action ranges from a severe reprimand to dismissal plus a 

possible notification to Federal authorities. 
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A constant examination is done over the working funds 

of each branch in order to determine whether an unusual ~mount 

of cash is requested or reported by the b~anc~. This is used 

as a way to detect possible problems. Once a branch reports 

receiving or requesting an unusual amount of cash, a check is 

made to see if the corresponding CTR's are filed OF whether 

there was any justifiable reason for the report or request. 

V. Cooperation with Federal Authorities 

Fi~st Federal has extensively cooperated with the 

Federal authorities in regards to CTR moni,toring. Whenever our 

internal audit procedures have revealed a serious violation, 

Federal authorities have been promptly notlfied. An example of 

this, was a case involving one of our former branch managers in 

operation Tracer. He had reported information reg~rding the 

transactions involved. When we contacted Federal authorities, 

we learned that the real story was different. But the fact 

remains that we acted promptly based on the information 

available to us. Because of additional operational problems, 

we asked for the manager's resignation. 

First Federal has been, is and will be committed to 

full compliance with Federal laws and regulations. We are now 

taking s'ceps to further ensure an even more strict compliance. 
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We are constantly reviewing our Operations Nanual. preparing 

more in-depth training pt'ograms. alld review~ng our inte:r.nal 

audi t procedures, Furthermore.:A CUrl"ent revamping of our 

Electronic Data Processing System will permit us to receive 

information on any tl'ansaction that triggers CRT requil"ements 

on a daily basis. 

First Federal has already prov~ded support for the 

Puerto Rico Savings Institutions League in the form of a CTR 

seminar, Additional trailling seminars for its members will be 

recommended. The formation of a Compli"nr.E' ~nlJl!l\i,.t"!@ will be 

suggested to the League that would not only create awareness 

regarding compliance. but would issue gUidelines for all 

institutions, Training would be coordinated with the Federal 

authorlties, 

Chairman ROTH, The subcommittee is in recess, 
[Whereupon, at 1:21 p.m" the subcommittee adjourned,] 
[Present at time of adjournment: Senator Roth,] 
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