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LATIN AMERICA ADVISOR »FINANCIAL SERVICES

How is the US Anti-Money Laundering Climate Affecting MSBs?

US federal prosecutors are

investigating US bank Wachovia

as part of a broad probe of

alleged laundering of drug pro-
ceeds by casas de cambio in Mexico and
Colombia, The Wall Street Journal report-
ed on April 26. Is anti-money laundering
compliance a problem at major US banks?
What does this investigation mean for the
money service businesses (MSBs)
involved and for other remittances com-
panies?

Board Comment: Edward

Monahan: "Following September

11, US anti-money laundering

(AML) regulations were expand-
ed to cover both commercial banks as well
as non-bank financial service providers.
The USA Patriot Act requires that banks
maintain comprehensive compliance pro-
grams to identify high-risk services and
customers as well as report suspicious
transactions. Chief among high-risk bank
customers are domestic money service
businesses (MSBs) and foreign-based casas
de cambio that facilitate remittance servic-
es between individuals in the US and ben-
eficiaries in Latin America. Like banks, US-
based MSBs must be licensed at state and
federal levels and maintain effective
money laundering prevention programs.
Strong AML regulations cover domestic
banks and MSBs, which provide interna-
tional wire transfers and remittance servic-
es to MSBs and casas de cambio. Several

high-profile banks have been subject to
both civil and criminal sanctions for fail-
ures to detect and prevent money launder-
ing by their MSB customers: BankAtlantic
and American Express Bank of Florida,
and Union Bank of California. In
response, some major institutions such as
Bank of America have unilaterally closed
most accounts held by MSBs and casas de
cambio. Wachovia terminated its relation-
ships with several Mexican and Colombian
customers in December and January. In
order to continue to access US banking
services, foreign MSBs and casas de cambio
will be required to demonstrate strength-
ened AML capabilities that embrace cus-

Continued on page 4

Remittance Sending Patterns by
LatAm Migrants in the US
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Only 50 percent of Latin American
migrants are sending money back
home, a big drop from 73 percent in
2006, according to a recent survey. See
story on page 3. Source: MIF
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Venezuela Appoints
New Banking Supervisor

Maria Elena Fumero, a top aide to
Finance Minister Rafael Isea, was
named the country's new banking
supervisor on May 7, Dow Jones
reported. Fumero, who is expected
to continue President Hugo
Chavez's policies of forcing financial
institutions to devote more than
one-third of their loans to state-
favored sectors, is a former legal
consultant for banks and university
professor. She replaces Trinio
Alcides Diaz, who served since
February 2004.

Scotiabank Boosts Stake in
Peruvian Unit to 98 Percent

Canada's Scotiabank said May 13 it
would exert greater control over its
Peruvian subsidiary, buying Italian
retail bank Intesa Sanpaolo SpA's
20 percent stake in Scotiabank Peru,
Reuters reported. The move will give
the Canadian parent 98 percent con-
trol of Scotiabank Peru, which was
created when Scotiabank bought
Banco Wiese Sudameris and Banco
Sudamericano in December 2005.
No financial terms were disclosed.

Brazil's Itau Posts 2.04 Billion-
Real First-Quarter Profit

Brazil's Banco Itau Holding
Financeira on Tuesday reported a
2.04 billion-real first-quarter profit,
up 7.4 percent from the same period
of 2007, Bloomberg News reported.
It was Itau's smallest increase in
quarterly profit since 2006 amid a
decline in treasury operations. Itau's
loan portfolio expanded 36 percent
year-on-year in the first quarter to
137.7 billion reais, led by a 65 per-
cent jump in car loans and a 50 per-
cent increase in loans to small and
mid-sized companies.
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Gigante Express and Pan-American
Life Roll Out Insured Remittances

El Salvador-based money transfer opera-
tor Gigante Express and New-Orleans
based insurer Pan-American Life on May
5 launched an insured remittance product
that protects recipients in case of the
sender's accidental death. The Remesa
Siempre Seguro product guarantees that
families in Central America will receive a
steady flow of money each month if their
relative in the United States dies. Available
at participating Gigante Express stores in
Florida, Maryland, New Jersey, and
Virgina, the insurance guarantees recipi-
ents will get $350 per month for 36 con-
secutive months. "This is the first time in
the industry that this has happened,"
Marta Reeves, Pan-American Life's vice

capital solutions, announced May 8 it
acquired Cosegur Re, Peru's biggest rein-
surance broker. In a press release, Aon Re
Global, a unit of insurance company AON
Corp., said the acquisition gives cus-
tomers in Peru access to worldwide rein-
surance markets and Aon Re Global's
catastrophe modeling and servicing capa-
bilities, while offering Aon Re Global and
its customers in Central and South
America additional expertise, particularly
in life and marine insurance. "Combining
Aon Re Peru with Cosegur Re brings new
marketplace expertise for Aon Re's current
client base and new market access and
servicing capabilities for Cosegur Re's
clients," Aon Re Global Executive
Chairman Michael O'Halleran was quoted
as saying. Financial terms were not dis-
closed. Cosegur Re founders Jose Antonio

¢ This is the first time in the industry that this has happened. »

president for corporate marketing, told
the Financial Services Advisor. She said
that Hispanics in the United States are "all
about their families”" and want to make
sure their relatives back home are protect-
ed. "We do see a need for that segment to
be insured," she said. Senders must send a
minimum of $150 to qualify for coverage,
which lasts for 31 days, Reeves explained.
The insurance premium is bundled into
Gigante Express' usual fees. For example,
if a migrant wants to send $150 back
home, they would normally pay $13 in
fees. But, by paying $16 in fees instead,
they would get the insurance coverage,
Reeves explained. Clients can send up to
two insured remittances per month,
meaning that their families' coverage
could reach $700 per month.

Insurance News

Aon Re Global Acquires
Peruvian Reinsurance Broker

Aon Re Global, the world's largest
provider of reinsurance brokerage and

— Marta Reeves

Cadarso and Juan Diego Cadarso will be
the chief executive officer and chief oper-
ating officer, respectively, of Aon Re
Global's Peruvian unit, Aon Re Peru. Aon
Re Latin America is the largest reinsur-
ance broker in the region, with offices in
10 countries and 230 employees.

Munich Re Gets License
to Operate in Brazil

Reinsurer Munich Re got a license to do
business in Brazil, making it the first for-
eign reinsurance company to be treated as
a local player since the South American
nation opened up the sector to foreign
competition, the company said on May 5,
according to Reuters. Munich Re will be
able to operate without going through
state reinsurance monopoly IRB. "The
market has great potential. We will take
advantage of the new business opportuni-
ties and play our part in ensuring that our
clients and their policyholders profit from
the opening of the market,"” Munich Re
board member Georg Daschner said in a
statement. The company, which has had a
representative office in Sao Paulo since
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1997, said it has seen rising demand for
health and life insurance in the country, as
well as for insuring big-ticket projects
such as power stations. Across Brazil,
insurance premiums total some $27 bil-
lion, making it Latin America’s biggest
insurance market, Munich Re said.

New York Life Could Expand
Target Sales Market in Mexico

The Mexican unit of US-based insurance
firm New York Life Co. could expand its
traditional target sales market beyond
wealthier customers and start targeting a
broader market as early as next year, Dow
Jones reported on May 7, citing the head
of New York Life's Latin America division.
William Beaty said the decision by
Seguros Monterrey New York Life, one of
Mexico's biggest life insurers, to expand its
business to include lower-middle class and
working class Mexicans was the result of a
strategic review currently underway at the
company. It comes as Mexico's insurance

Mexico's insurance industry is
beginning to lessen its traditional

focus on wealthier clients.

industry as a whole begins to lessen its tra-
ditional focus on wealthier clients in order
to cater more to the mass market. Seguros
Monterrey New York Life, which currently
sells life and health insurance policies
mainly to middle class and higher income
clients, will likely have to adopt a new dis-
tribution model for this market, Beaty
said. "T think the question in the mass
market that we all need to address isn't the
quantity of the business but the quality of
the business," Beaty was quoted as saying.
"Selling [insurance] is one thing, but
maintaining the customer relationship so
they continue to pay premiums over the
long haul ... is a challenge." Insurance pre-
miums as a percentage of gross domestic
product in Mexico was just under 2 per-
cent at the end of December, well below
the level observed in developed countries
and even other emerging markets like
Chile, and leaving ample room for growth,
according to Dow Jones. Mexico's insur-
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Remittances in Focus

Only 50 Pct of Latin Americans in US Send Money Home Regularly—Poll

in 2006, some 73 percent of Latin Americans living in the United States sent remit-
tances to their families back home, but that number has dropped to 50 percent now,
according to a survey commissioned by the Inter-American Development Bank's
Multilateral Investment Fund (MIF) and published on April 30.

The result of the survey of 5,000 Latin American adults, conducted by pollster Sergio
Bendixen in February this year, confirms a drop-off in remittance growth that money
transfer operators and central banks in the region started observing last year.

MIF General Manager Donald Terry said the main reasons migrants gave for the
slowdown in remittances were the slow US economy and a harsher climate against
immigrants in the US. "Starting in 2000, remittances from the United States to Latin
America grew steadily, as more immigrants sent more money more often to their rel-
atives back home," Terry was quoted as saying in a press release. "During the past sev-
eral months, however, this pattern has changed dramatically."

Some 68 percent of respondents said discrimination against immigrants was a major
problem, compared to only 37 percent who felt that way in a similar poll Bendixen
conducted in 2001. "The survey clearly indicates that millions of Latin American
immigrants are now fearful about their futures in the United States and no longer feel
that they can afford to send remittances to their families," said Bendixen.

However, those immigrants who are still sending money home regularly are doing so
even more frequently than before and are sending larger amounts, according to the
survey. As a result, total remittance volume from the United States to the region
should hold steady compared to the last two years at about $45.9 billion in 2008. Still,
many families in the region will suffer as their relatives stop sending remittances. "If
the current trend holds over the next year, we would expect millions of families
throughout Latin America who until recently had been receiving remittances to fall
below the poverty line," Terry said.

US States With Highest and Lowest Remittance OQutflow Growth
(percent change from 2006 to 2007)

Data: Multilateral Investment Fund
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ance association AMIS predicts the indus-
try will expand 10 percent this year, after
posting growth of 11.9 percent in 2007.
Seguros Monterrey New York Life report-
ed premiums of 26.58 billion pesos ($US
2.55 billion) last year, up 15.6 percent
from 2006. Elsewhere in Latin America,
New York Life has operations in
Argentina, where it participates in a joint
insurance and pension fund venture with
HSBC Holdings.

Banking News

Peru's Credicorp Says First-Quarter
Profit More Than Doubled

Credicorp Ltd., Peru's largest financial
services firm, more than doubled profit in
the first quarter this year as the Andean
nation's economy boomed and the curren-
cy strengthened, Bloomberg News reported
on May 7. First-quarter net income at
Credicorp, which owns Peru's largest bank,
Banco de Credito, surged to $178 million
from $79 million in the same period a year
ago. The figure was helped by the one-time
sale of $17.9 million in shares in Visa Inc.
in March, when the credit card giant went
public, as well as an extraordinary gain of
$2.3 million at Credicorp's private pension
fund subsidiary AFP Prima. As Peru's 13
banks enjoy a boom in consumer spending,
Credicorp's total loans grew 44 percent to
$8.77 billion. At the Banco de Credito sub-
sidiary, which represents 31.9 percent of
Peru's $24 billion loan market, profit dou-
bled to $161.4 million in the quarter. Of
Credicorp's many subsidiaries, BCP
Bolivia stood out, according to JP Morgan
Chase analyst Juan Partida. Net interest at
BCP Bolivia was up 11 percent quarter-on-
quarter. "[Credicorp] continues to benefit
from the robust economic environment in

First Quarter Profit at
Select Credicorp Subsidiaries
(in $US)

Banco de Credito $161.4 min
Atlantic Security Bank $5.7 min
AFP Prima $9 min
Pacifico Peruano-Suiza $2.3 min
TOTAL $17.4 min

Source: Bloomberg
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Argentina Q1 Earnings Roundup

Argentina's Galicia Posts 36.2 Million-Peso First-Quarter Profit

Argentine banking conglomerate Grupo Financiero Galicia on Friday reported a 36.2
million-peso ($US 11.4 million) first-quarter net profit, Reuters reported. The first-
quarter result, which compared to a net loss of 18.1 million pesos for the same period
a year earlier, came amid a strong performance at Galicia's main unit, Banco Galicia,
which posted a first-quarter profit of 38.7 million pesos, compared with a net loss of
36.2 million pesos a year earlier.

Banco Macro Says Profit Grew 23 Percent in First Quarter

Banco Macro, one of Argentina's largest private banks, said May 8 its profit grew 23
percent in the first quarter compared to a year ago, reaching 151.6 million pesos ($US
47.5 million) on higher financial income from loans and better performance of bonds,
Reuters reported. In a statement, Banco Macro said net financial income reached
354.9 million pesos, up 37 percent from the same period a year ago. Operating income
was up 27 percent to 177.1 million pesos. "Personal loans, which represent a strategic
product for the bank, once again led portfolio growth," the bank said in a statement.

Banco Hipotecario's Profit Falls to 26.6 Million Pesos

Profit at Argentina's Banco Hipotecario dropped to 26.6 million pesos ($US 8.4 mil-
lion) in the first quarter, compared to 77.3 million in the year-earlier period, the bank
said on May 12, according to Dow Jones. In a filing with the local stock exchange, the
bank said it lost 24.2 million pesos in company share swaps, which undermined prof-
it. Financial income from loans was up 57 percent compared to a year ago, and lend-
ing activity expanded 37 percent.

ry exposure. The overall effect of the
Wachovia crimminal investigation may
be to accelerate consolidation of the
remittance market around larger, well-
capitalized and licensed MSBs that have
well-developed money laundering pre-
vention capabilities."

Featured Q&A
Continued from page 1

tomer identification procedures and
suspicious activity reporting tools.
Failing to do so, they will be denied

Board Comment: Tom Haider:
"Today, few regulatory issues
are demanding as much atten-
tion, investment, and commit-
ment as anti-money laundering compli-
ance. Money transmitters, like all finan-
cial service entities, recognize the
importance of the need to remain dili-
gent to the constantly shifting patterns
of money laundering, as well as the rap-
idly changing regulatory landscape.
Whether or not the investigation of

¢ Some major institutions such
as Bank of America have unilat-
erally closed most accounts held
by MSBs and casas de cambio. »

— Edward Monahan

commercial banking accounts and inter-
national transfer services. In the US,
some larger banks may decide to shut

n these services for fear of regulato- .
down these serv g4 Continued on page 6
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Peru and Bolivia," Partida wrote in a
research note on May 8. "Driven by a solid
economy, we see loan growth of 26 percent
in 2008, among the best in the region, with
a continued shift to retail and an improve-
ment in subsidiaries," he wrote. Peru's
economy grew 9 percent last year, with
housing construction, manufacturing, and
retail sales surging, according to Bloom-
berg News. Credicorp COO Walter Bayly
said in April he expects the country's econ-
omy to grow 7 percent this year.

Technology News

Telefonica to Roll Out Mobile
Banking Initiative in Latin America

Spain's Telefonica plans to launch a new
mobile banking initiative in Latin America
in June, targeting low-income customers
who have cell phones but don't have bank-
ing access, Cellular News reported on May
6. Telefonica has partnered with the Inter-
American Development Bank (IDB) to
help roll out the new service across the
region. "Building on a number of other
major Telefonica initiatives aimed at
reducing social and economic exclusion,
the project's principal aim is to improve
financial access in Latin American mar-
kets by providing an m-banking solution
to some of the most vulnerable in socie-
ty—those groups that do not currently
have access to banks or financial services,"
Matthew Key, CEO of Telefonica Europe,
said at an event in London with industry
and government leaders, according to
Cellular News. IDB President Luis Alberto
Moreno and Telefonica President Cesar
Alierta in April announced their intention
to cooperate in implementing m-banking
services around the region and to under-
take studies in several countries about
opportunities and challenges in m-bank-
ing, an IDB spokeswoman said in an
emailed statement.

Political News

Bolivia's Morales Commits Himself,
Governors to Recall Elections

Bolivian President Evo Morales on May 12

Copyright © 2007, Inter-American Dialogue

signed into law legislation requiring that
he and the country's provincial governors
submit to recall referendums, the
Associated Press reported. In a nationally
televised address, Morales announced that
he had signed the bill, saying "I have no
fear of the people ... Let the people judge
us." Morales and the governors will be
forced to step down if they get more "no"
votes in the August 10 referendums than
the votes they each won when they were
elected in 2005. Morales, who won the
presidency with 53.7 percent of the vote, is
expected to have an advantage over oppo-
sition governors like Jose Luis Paredes,
who won election in the province of La
Paz with only 38 percent of the vote. All of
Bolivia's current governors won election
with less than 50 percent of the vote.

Chavez: Venezuela to Review Ties
With Colombia in Wake of Report

Venezuelan President Hugo Chavez said
on May 15 he would review relations with
Colombia after Interpol authenticated
computer files Colombia says prove
Venezuelan support for FARC rebels,
Reuters reported. "We are obliged to once
again deeply revise political, diplomatic,
and economic relations with Colombia,"
Chavez told a news conference in Caracas
after Interpol announced its findings ear-
lier in the day. "They keep on assaulting
us, and this shameful show today was a
new act of aggression." In a report,
Interpol said that there had been no tam-
pering with the files, found on computer
hardware seized during a March 1
Colombian raid on a FARC camp in
neighboring Ecuador, although it noted
that it did not evaluate the accuracy of the
information contained in the files. The
files reportedly indicate support by
Venezuela and Ecuador for the FARC,
including information about purported
offers by the Chavez government to pro-
vide weapons to the rebel group and allow
it to use a Venezuelan port to receive arms
shipments. Chavez said he could cut trade
ties with Colombia, Venezuela's largest
trading partner. "Colombian imports are
not essential for us," he said, according to
Reuters. "Not at all, we can get food prod-
ucts, goods and services in any part of the
world."

May 7-20, 2008

POLITICAL & ECONOMIC BRIEFS

Region Received Record $105.9
Billion in FDI in 2007—ECLAC

Latin America and the Caribbean
received a record $105.9 billion in
foreign direct investment (FDI) last
year, up from $72.9 billion in 2006,
the United Nations' Economic
Commission on Latin America and
the Caribbean, or ECLAC, said
Thursday, according to Reuters.
"This is particularly relevant
because the previous record was hit
in 1999, in a context of privatiza-
tions," ECLAC said. FDI was boost-
ed as multinational firms tapped
into Latin America's growing con-
sumer demand and sought the
region's natural resources.

Group Warns Tortilla Prices to
Rise 18 Percent by June

Tortilla prices in Mexico may jump
18 percent by June as fuel and corn
prices rise, the National Chamber
for the Tortilla and Dough
Industry said May 14, according to
Reuters. Average tortilla prices
should reach 10 pesos ($US 0.95)
per kilo in June from 8.5 pesos per
kilo in May, the chamber said. But
Economy Minister Eduardo Sojo
said prices won't rise because the
government is working with the
tortilla industry to rein in prices.

Mexico Sends More Troops to
Sinaloa to Fight Drug Gangs

The Mexican government sent
2,723 troops and federal police into
drug gang-plagued Sinaloa state on
May 13 following a wave of police
and civilian murders across the
country, including the death of
Mexico City's police chief, Reuters
reported. The government is seek-
ing to destroy the powerful Sinaloa
cartel, headed by Mexico's most
wanted man. There were already
about 2,000 troops in Sinaloa.
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Featured 0&A
Continued from page 4

Wachovia leads to any penalties, it is
another sign of the increased scrutiny
that law enforcement agencies and regu-
lators are targeting on the financial serv-
ices industry. While the expectations for
anti-money laundering compliance
increased significantly with the imple-
mentation of the USA Patriot Act, the
pressure has continued to accelerate
since then through regulatory interpre-
tations, guidelines, and deferred prose-
cution agreements. These are agreements
that banks and others have entered into
with the US Justice Department in order
to reduce the risk of criminal prosecu-
tion. As a result of these agreements, the
compliance bar has been raised for all
financial service providers because regu-
lators tend to interpret the agreements as
de facto regulations. Money transmitters
and banks need to carefully analyze these
agreements, and other enforcement
actions, to determine how they might
impact their compliance programs. In
2007, the US Justice Department entered
into a deferred prosecution agreement,
and the US Treasury's FinCEN issued an
enforcement action against Union Bank
of California. Both of those documents
indicated that government officials are
closely monitoring activity involving
casas de cambio."

Board Comment: Jorge

Guererro: "The anti-money

laundering compliance efforts

of US banks and non-bank
financial institutions have been increas-
ingly effective. Because of obstacles in
placing dirty money in these institu-
tions, reports of bulk cash smuggling
have been on the rise. However, despite
the best efforts, the Wachovia case shows
that no system is infallible. While money
services businesses (MSBs) as a whole
still face difficulties in securing commer-
cial bank accounts, the Wachovia case
places additional obstacles for non-US
MSBs, including casas de cambio.
Indeed, many national banks now rou-
tinely refuse those accounts. However,
armed with more precise knowledge of
the industry, more targeted risk con-

Copyright © 2008, Inter-American Dialogue

trols, and a reduced emphasis on reputa-
tional risks, some regional and local
banks have taken on and successfully
managed these accounts. At the core of
these evolving relationships lies an effec-
tive pre-account due diligence system, a
requirement for foreign MSBs to comply
with US regulatory requirements (in
addition to their local requirements) and
close supervision of all transactions that
enter and leave the account. MSBs,
including money transmitters and casas
de cambio, realize that they bear the bur-
den of showing to these financial institu-
tions that their programs are sound and
effective. Prompted by those concerns,
most MSBs have instituted exemplary
anti-money laundering controls. It is up
to the banks that have their accounts to
ascertain and properly document those
controls for the benefit of regulators and
maintain a secure infrastructure. Active
and close monitoring of those accounts
ensures a reduction of transactional and
reputational risks for those institutions.
Recent reported cases, including
Wachovia's, have accelerated the partici-
pation of smaller banks in the banking of
MSBs, which tends to dissipate among
many the risks inherent in providing
banking services in an industry that reg-
ulators have rated as high risks. These
developments are effecting a change in
the industry. Most MSBs are learning to
evolve and thrive in this environment.
Those that do not unfortunately will
fail."

Edward Monahan is a member of the
Financial Services Advisor board and
Director of Anti-Money Laundering
Services at Pricewaterhouse-Coopers in
Miami and Boston.

Tom Haider is a member of the Financial
Services Advisor board and Vice
President of Government Affairs and
Chief Compliance Officer at MoneyGram
International, Inc.

Jorge Guererro is a member of the
Financial Services Advisor board and
Chief Executive Officer of Optima
Compliance & Consulting, Inc.
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