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AB TRA T 

Money Laundering ha b ~.: m .1 ••ll)l ·II problem and is generally associated with 

criminal activiti · '. ''hi h in ·luI th finan ing of terrorism, drug trafficking and other 

n.:latcd cntm·s hHI • 

L'\PL'IIL'm'l'd tlll in the light of these negative consequences of money 

laumk1 itt~ thut th ·r ha been pressure for the implementation of Anti -Money 

laund~:rin!..! r ·guluti n globall ' ith the aim of managing its effects. 

Kenya. bemg pa1t of the global village faces similar threats from Money laundering 

acti\ itie and is therefore required to comply with global eff01ts of combating and 

pre\ enting money laundering. As response, central Bank of Kenya has put in place 

~Ion ) L1w1dering regulation to govern the activities of Commercial banks in an eff01t to 

comply with global Anti Money Laundering Regulations. 

This project sought to find out the strategies applied by Kenyan banks in such 

Anti \lone; Laundering Compliance programs and also to determine the extent to which 

the Program are effective. 

R 'til t fi·om the study indicate that Kenyan Banks apply the different strategies at 

difli r nt I 'el and also that the programs arc effective to some extent. I iowcvcr, thi 

I ' I of th nc requires improvement bearing in mind th eriou nes or the threat 

p db; m n y laundering activitic . 

R from thi tu ly include a turth r rc r h to dct rmin • th • I vel o 

un rin th iti I up n I ti\ 

un 



1.1. Hac!- •t Olllt I 

H. PT RONE 

I 1TR 0 TION 

nti tttOilL'Y lnutd ·lin· i th process by which cfTorts are made to prevent and detect 

11101lL'Y laumi 'tin' u ·th itic . \\hilc compliance is the process of complying with laws, 

rL'!.!ulalt~)n ·. und guidelines (KPMG, 2004). The Department of Treasury, Internal 

Ren:nul' L'l'\ 1ce detines money laundering as the activities and financial transactions 

that arl' undertaken specifically to hide the true source of the income. 

lone~ Laundering has become a global issue because it supports a number of criminal 

acti\iti . The common activities include the financing of terrorism, drug trafficking and 

oth r related crimes. Further, money laundering activities can cause severe negative 

macro economic consequences and instabilities to economies. 

A report by the Unit d States Department of State (Narcotics Control Strategy, 2001) 

noted that modem financial systems, in addition to facilitating legitimate commerce 

pem1it criminals to transfer millions of dollars instantly using modem technology. The 

report note::. that unchecked money laundering can erode the integrity of a nation's 

in titution and ultimately undennine national economies and currencies. In a imilar 

r 1 ort by th ian De\ elopment Bank (Reg10nal Technical Ass1stan Project, 1 o. 

laundering impair the development of financial in titution 

b) ing th Ill through ti·au lulcnt activitic and lo of tru t b CU tom I • ')he c 

n 

th 

t may ultimately I d to dam g d rcput tion nd th 'cntual ollap or 

m rt n omm r i 1 b n 

1 tun I un 



activities have been highlighted in a r p rt b th Department of Treasury, Internal 

Revenue entice (2003) and m ludl tl11: 'ollapsc f Best bank, a prominent American 

bank. 

Leading tht: light ·1 •'tin 1 lllt\11 \ l.n111d 1 ing arc international bodies which include the 

htlancial l \11) on money laundering (Forty Recommendations); 

tlw lllt~.:tnHtHm,d I 111 ·tu v I und. the World Bank and the United Nations. The Financial 

ction 'I usk F 11 • i · th leading agency in these efforts and part of its mandates include 

promoltm! lh~: creation of regional and sub-regional bodies responsible for formulating 

and promotmg anti-mone laundering efforts in their respective jurisdictions. An 

c ample of ·uch a regional body is the Eastern and Southern Africa Anti-money 

laund ring Group (ESAAMLG), responsible for promoting anti-money laundering efforts 

in the Eastern and Southern Africa region. 

~ntionally. individual country regulators have been charged with the responsibility of 

enacting and enforcing the laws that manage money laundering. In the Kenyan case, the 

b;mking industry is expected to comply with the Central Bank of Kenya regulation of 

money laundering guidelines (CBK.RG/12). The Kenyan banking sector is affected by 

globalization as well as the development in technology, leading to increased innovation 

of more risky products and services. As a result, the sector faces threats from potential 

money laundering activities and hence the need for anti-money laundering compliance 

program to en ure that Central bank of Kenya regulation of money laundering guide! me 

i met. 

'I h nt I Banko Kenya Regulation of money laundering ( BK.R fl2) i 

um nt th t pell out p itic m a un.: the bank mu t implcm nt in 

Ill tm ' th r •ul uircm nt . ·y h c 1 uir ment ar at o m lin 'ith thl: 

1111 nng 

nn b nt 

It out by th 

n · o K n r •ul ti n 



1.2. Statement of the Re earch Problem 

Given the seriousness of the thr at fr m mon y laundering activities to the Kenyan 

banking sector, especially th n ·~Hi\~; impa ' I they may have on the economy and the 

linancial system, th •t 11 1 numl ~ t or ompclling reasons to re-evaluate the 

c.;!Tcctivcm:ss ofthL: uti ·t lltltl lmmd ting programs in the industry. 

'I ilL· 1~s~•urlt will hi ·hli ht tt tcgics that the banking industry in Kenya has applied in 

their anti - mon~:\ laundering compliance programs. These programs will enable banks to 

pursu' :tr;.1l ·gie · \\ ith long term value to the banks. Firstly, there will be opportunities for 

l.!.lobJlizJtlon of bu mess. However, while globalization opens new lines of business for 

' lrategicall) focused banks, it also exposes the banks to high incidences of criminal 

actiYities. including money laundering. Banks with global focus should therefore ensure 

that their Anti-money laundering programs are effective and receive global acceptance. 

Thi is especially true with banks that are subsidiaries of major international banks. 

econdly. there will be opportunity for the unrestricted application of electronic banking 

Y'tem . These systems enable the introduction of speed and efficiency in the banking 

enice . Unfortunately the advances in technology that allow customers constant access 

to accounts and provide personalized service also facilitate the promotion of money 

laundering acti\ ities. 

I hir ly, banks will benefit from reduced reputational risk. Regulatory and law 

nfl rc m nt agt.:nci , ha\c warn d that a financial institution's reputation could be at risk 

if it di not tak obligation toward detecting and preventing m ncy laundt.:ring 

Thi may have d v tating con qu nee for the in titution nd thi may 

ollap o the in titution. 

r m c rr p ndin' nk.in' r I 
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correspondent banking relationships ar plac d at risk. This threat is supported by cases 

highlighted in such reports as th Int m ti nnl nr oti s ontrol Strategy report (2001) 

and the Russian Money laund rin l ul dak. fh' reports document cases of banks that 

have been ncgativ til 11.: I 

prosecutiot1s and t ·t ltltl itut 

tn tel n ~;s or money laundering and related 

1 h tl.!ports highlight the extent of the money 

laundcttng ptobl·ttl ·Ill Ill und reinforce the need for more stringent strategies to 

cotnbat tt. 

n:\'t~.:w r the h.enyan literature reveals extensive research coverage of the Kenyan 

ban\...ing mdu 'lr). ~lost of the research has focused on topics dealing with financial 

pertonnance (e.g. Kathanje, 2000, Thuku, 2002, and Muthungu, 2003), interest rates (e.g. 

Kimutai. -003. and Kilonzo; 2003) and other performance related areas (e.g., Njagi; 

_QO_. Kiyai. 2003, Goro, 2003 Gathoga, 2001 and Kibe, 2003). Elsewhere, a research 

entitled. Profiling Money Laundering in Eastern and Southern Africa (Kegoro, 2002), 

highlights the various crimes associated with money laundering such as corruption, fraud 

and drug trafficking and consumption in Kenya. The report, however, does not cover 

issues touching on anti-money laundering strategies and the effectiveness of the anti­

money laundering compliance programs. Given its negative impact and the seriousness 

with \\ hich key international organizations are viewing the money laundering subject, 

there i need to research on the strategies applied by Kenyan Banks in the Anti-Money 

Laundering ompliance programs. 

1.3. 'I he R earch bjecth 

md out th trot gi applied b I Kcny·an b nk in th nti-mon I un ~.:un' 

pr •r m. 

II hi h th nti-m n I I un rin ' 

111 th ti . 



1 .4. Beneficiaries of the tudy 

i). entral Bank of Ken ·a u u tl: 1\llat r body to determine the extent of compliance. 

ii). 'I he etimt: Jtn ntillll , fi •hting drug tranicking and related crimes, 

' lt.:tttltislll uti ttlllti n. (h AMLG, '.f.D). 

iii). l h' ' tmi ·nt mmunit ·/ cademic Scholars as an added body of knowledge. 



HAPTER T\VO 

LIT R ·\ T R REVIEW 

'I hi s section covers th lit 'I IIlli 1 ·J.llin•l t( tlw ubjcct of study and is derived from texts, 

inl ernel mulenul 111d IHltll I' nt<ltion · by key experts especially on the subject of 

money luundl't in • ·utd th unti·m ne laundering compliance programs. 

2.1. The oncept of trateg 

\' ariou· uuthor· ha\ e defined strategy differently. George Steiner (1979), points out that 

·truteg) i thut which top management does that is of great importance to an enterprise. 

H howe\er notes that this concept is broad and includes, purposes, missions, planning 

objectiYe , program strategies and key methods to implement the strategies. Further, 

teiner concedes that there is no consensus in the definition of strategy, noting that whi le 

ome writers still define business strategies in the older military sense, other writers 

define strategies to include directional decisions, important actions to achieve speci fie 

decisions, or answers to the questions: "what should the organization be doing" or "what 

are the ends we seek and how are we going to achieve them?". 

Jume Quinn (1991) defines strategy as the pattern or plan that integrates an 

orgunizution 's major goals. policies, and action sequences into a cohesi\ e "hole. II goes 

on to a ld that a well-formulated strategy helps to marshal and allocate an orgamzallon' 

r ourc into a unique and viable posture bus d on its relative internal competcn i s and 

h rtcoming nticipated change in the m·ironm nt und contingent move by 

im llig nt OJ poncnt . 

l m n nd ticklan ) not th t company' tr t •y 011 i I th 

f th t man 

ul 

lu n II 



done and rely on the particular approaches to doing business. A stTategy thus entails 

managerial commitment to p ifi mark t , ompetitive approaches and ways of 

operating. 

P<.:arc<.: and Robinson (Ill >7). 11 1 . that by strategy, managers mean their large-scale, 

l'utun.: Ol'l<.:ltttd phns 1'11 int ru ting with the competitive environment to achieve 

l'Oillpany olJ~:ctivc . \ tmteg • i a company's "game plan". According to the authors, 

~ lntlt:~y pn.1\ ide· u frame\\ ork for managerial decisions and it reilects a company's 

i.l\\'ur ·n~: ·s ot' h ". ''hen. and' here it should compete, against whom it should compete 

and for'' hat pmpo es it should compete. 

Hitt ( 1997) detines strategy as an integrated and coordinated set of commitments and 

actions designed to exploit core competencies and gain a competitive advantage. The 

authors state that an effectively formulated strategy marshals, integrates and allocates 

a firm's resources, capabilities and competencies so as to cope successfully with its 

extemal enYironment. Such a strategy also rationalizes a firm's strategic intent and 

strategic mission and what will be done to achieve them. 

Henry Mintzberg in the book 'The Strategy Process" outlines what is commonly called 

"The Five Ps" of strategy. He defines strategy as a plan a ploy, a pattern, a position or 

a per pecti\ e. As a plan, Yfintzberg views strategy as a consciously intended cour e of 

action. or a guideline to deal with a situation. By this definition, it is implied that the 

tratcgy i · made in ad\'ance of the actions to which they apply, and that it is dcv lop d 

c n ciou ly and purposeful!) tratcgy as a ploy i r gardcd a a sp cilic maneuver 

tntcn d t oum it an opponent or comp titor trat gy a a pattem implic a pattcm in 

that arc realized whether or not the wcr intend d. tratc.!gy a 

a m an of I ating an organi tion in un erl\'ironm nt. It i th m t h 

nd th m ir nm nt. \ 'hil p t not 

Ill 

lu iti n 

II n. 

r p Ul Ill 
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competitive or about being different. Thi m ans d libcratcly choosing a different set of 

activities to deliver a unique mi of' 1lu In hort, Porter argues that strategy is about 

competitive position, about dt1T rcntintinn oms~.;! I' in the eyes of the customer and about 

adding value through a 1111 r 1 ti\ ttl • dlf'C 1 nt from those used by competitors. 

Kt:nn(.:th ndr ·ws (I\) 1 inlt du c · the concept of corporate strategy, which he refers to 

us the pultL'Ill n in a company that determines and reveals its objectives, 

purposes. r g Jl·. lt also produces the principal policies and plans for achieving those 

goal· and define U1e range of business the company is to pursue, the kind of economic 

and human organization it is or intends to be and the nature of the economic and non 

economic contribution it intends to make to its shareholders, employees, customers and 

communities. Andrews recognizes two different levels of strategy: Corporate strategy, 

which determines the businesses in which a company will compete in and business 

strategy, referring to the basis of competition for a given business. 

Other notable writers on strategy include, Johnson and Scholes, Fred David and Igor 

Ansoff. Johnson and Scholes (2002) define strategy as the direction and scope of an 

organization O\'er the long term, which achieves advantages for the organization through 

its configuration of resources within a changing environment and to fulfill stakeholder 

expectations. Da\id (1997) defines strategy as the means by which long-term objectives 

will be achie\ed, while Igor Ansoff (1990) refers to it as a set of decision-making rules 

for guidance of organizational beha iour. The rules encompass objecti es and goal , the 

product-market scope. the organizational concept and the operating policie . 

l·oJim, ing from th abo,·e view , e pccially a not d b • 1intzberg, trat g may be 

p it ion. a plan or a pattern or \'en a ploy. umma1 i c 

a tcnn that n: r to a ompl . w b of thought . i I 

m m n p r pti n n I ti n 

uit 



compliance programs, therefore, without a I ar understanding of what constitutes an 

effective anti-money laundering omplinn , program, banks will not formulate effective 

and suitable strategies to impl m~.:nt th~.:m. Th, strategies in this respect constitute all the 

Important steps and actions t.tli:~. n t( im1 I 'llH;nt anti-money laundering compliance 

programs. 

2.2. nti-l\louc) aundering Compliance Strategies 

lrategie are required in ensuring that a sound compliance program is in place to prevent 

and detect money laundering activities. A comprehensive Anti-Money laundering 

compliance program requires sound strategies covering the following areas (Everhardt, 

2003, and KPMG Survey, 2004): 

2.2.1. Role of Senior Management in Anti-Money Laundering Strategies 

Senior management plays a key role in setting the tone and focus of an anti-money 

laundering compliance programs (KPMG Survey, 2004). These include, setting the 

bank's policies and procedures, delegating responsibilities through clear and logical 

tructure and fom1al monitoring of the operation of processes and controls and ensuring 

that senior management receives appropriate management infom1ation on the business 

and controls. This means that senior management must set up an appropriate organization 

tntcturc that adequately supports the processes and allo\vs clear lines of rcspon ibility 

for J rocc ing control and reporting. Management is also responsibl for dting up the 

Au lit an I omplian c function· that arc critical in the complianc procc s. 

2.2.2. Policic and Proc dur 

n ll\ nti-mon y I und ring complianc progmm mu t he UJJ ort I by a " 11 

urn nt d c rpor t p lie lur 

I rl 
mmitm nt 

rh rdt m1 I b , 

In tin th iti th t up rt th IJ m 



place across the institution. It 1s critical that procedures be comprehensive and be 

sustainable. 

Policies and proccdur d rh 1.: II m 1 ''<llli7ati n culture, represent the core values of the 

organization und tcquit · 1 fc.)tllltll tram, ork, ·upported by senior management to help 

ensure !liCit cl'lki ·ut impl m lllati nand acceptance (KPMG Survey, 2004). The policies 

set lh · t llll: f"ot th · in ·tituti n' approach to anti-money laundering compliance, while 

prol'l:dun:s d 'LUll nt the detail of the systems and controls on which the institutions rely. 

2.2.3. Due Diligence and Cu tomer Identification 

Financial in titutions are required to perform due diligence and have a customer 

Identification program or Know Your Customer (KYC) in place. An effective anti-money 

laundering compliance program includes due diligence a round the account opening 

process that meets requirements identified in the Know Your Customer process 

(EYerhardt, 2003). 

Customer files should include documentation that clearly indicates the steps taken to 

know the true identity of the customer and include the beneficial owner, if different from 

the account holder (Everhardt, 2003). The nature and purpose of the relationship should 

be determined and should include expected activity, frequency of cash deposits and 

"ithdra\\ al . funds transfer activity and international acti ity for example. 

In nee. a customer account profile should be e tablishcd for anticipated account 

ti\ ity. 'I hi profile hould make en e when compared to the u tamer' bu in and 

th ge gr 1 hi m rk t ''here the customer tran act bu inc he ccount pcning 

pro houll be cu tomizcd to fit indi\ idual lin of bu in nnd rdlcctt:d in th tail ' 

houll b I ar n I unum i uou to tal on ho\\ t 
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2.2.4. Assessment of Risk 

A sound compliance program hould in lud a procc s to evaluate the risk associated 

with money laundering ( v rhnr it. 00. ). Risks an; divided into three main categories; 

customer, product and li ·1nsa ·!i na I 11 ks. us to mer risk tells us characteristics about 

each individual (who 1h 'tlsltllll 1 i · and who the customer tells us that he is or she is), 

which i~ lhl:JI ' ·dli ·I b\ th financ1al in titution as part of its due diligence process. 

Product m;k. n:li.:1 · t 1 duct and services that the customer purchases, whi le 

transactional ri ·k r 1 n: ·ent the daily transaction activity that takes place on the various 

product · and ·en ice·. 

n eifectiY a sessment and evaluation of these risks reqLilre the deployment of an 

intelligent s stem as it monitors information across these three risks. The system should 

b capable of constantly monitoring daily transaction activity to establish what the 

customer is actually doing while taking into consideration customer characteristics and 

the products that the customer uses. 

2.2.5. Transaction Monitoring for Suspicious Activity and Reporting 

Given the sheer volume and increased complexity of transactions, suspicious activity 

monitoring requires an automated technology-driven approach (Everhardt. 2003). The 

need to profile and monitor the behaviour of every customer and every transaction is 

a neces ary compliance requirement. 

'e'' anti-money laundering regulations reqUire more effective sy tem with true 

nalytic apabilitic to find unu ual tran actions and d t m1inc organi1ational ri k. 

Th m lu lc oflwarc that incorporate ophi ticat d Pattcm ct ction and Adaptive 

Pr filin • tc hn logy\\ hich nablc financial in titution to detect an · b haviour '' ithin 

th ti n that i unu u I and an lyzc it for ri k. A tapti\ \ide 

nd llo\\ finan iul in tituti 

mJI t 

th ilit t I m h in i ·du I 
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Everhardt also adds that an efficient workflow and case management is critical in 

achieving a total compliance oluti n. hi pro c must be flexible, auditable and have 

the abi lity to maintain, retrie\ ant r ~ rt as management activities. The presentation 

of' unusual or suspictous actt\ ll\ m .111 r'ani;;cd and easy-to-usc format is crucial. There 

is a strong n<.:<.:d to nt'lltll tin · 'tlttuli? d mlormation, yet have the abi lity to have open and 

l'n.:<.: routing rttp(lbtliti s 1 1 financtal operati ng units and unilateral business lines. 

Finally, th~: I' I I 'un '. 2 04 has also added that improved training for staff and 

inv~:stmcnt 111 d ·ctr nic monitoring and reporting systems as wel l as staff awareness can 

lead to im~ r \ cd reporting and hence increased compliance. 

2.2.6. Monitoring of Anti-Money Laundering Systems and Controls 

Bank hould be able to assess the effectiveness of their systems and controls. Regulators 

expect that new or existing procedures are tested for adequacy and appropriateness on 

regular basis and doing so is good corporate governance and business practice (KPMG 

UIYey, 2004). Monitoring can be performed by both internal and external auditors. The 

key is to help ensure that the monitoring process is independent of the areas of the 

business responsible for operation of the procedures, and so help ensure that there is 

a channel of communication to report any deficiencies to senior management. 

2.2.7. Anti-:\loney Laundering Training 

ccording to Everhardt, a successful anti-money laundering staff-training program is 

a key component that must be in place to ensure compliance. Training should cover all of 

the complianc policies and procedure , account opening due diligence, the ri k 

a m nt pro and su picious activity monitoring and reporting. 

HO\\ ' r, ffc ti\'c training should be tailored to th particular n d of th in tituti n 

nd r fl t the iti ri k it run pat1icularl_ fl r tho c taff that \\Ork clo ely with 

h nt r mi •ht b in th b t p ition to i I nti y a ll1 I mon y I un l rin •. 

ul tr inin' progr m ha m ti n I n nti-
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2.3. Central Bank of Kenya: Regulation of Money Laundering 

(CBK.RG/12) 

The regulation of mon hun I ·rinn i" a ompn.:lwnsivc document that spells out specific 

measures that b:u1k llltl I im1l 111 nt 111 meeting the regulatory requirements. These 

1\:gulutiOIIS l(dltiiH.I 'I lh' r II \\in t ·pccific categories: 

2.3.1. , prcitic lea ure · 

Bunk· ·hould tak.e pecific measures to obtain and maintain proper identification of 

cu tomer \\ i lung to open accounts or make transactions whether directly or through 

proxy. Bank hould also obtain and maintain adequate records regarding the sources of 

lund and details of transactions in order to enable the identification of unusual or 

uspicious transactions and reconstruct individual transactions. Additionally, banks 

should submit to the Central bank, a report of any suspicious transactions or activities, 

which may indicate money laundering or other attempts to conceal the true identity of 

customers or ownership of assets. 

2.3.2. Cu tomer Identification 

Cnder this requirement, the regulation spells out what is to be considered the minimum 

acceptable for determining the true identity of customers wishing to open accounts or 

make tran actions whether directly or through a proxy. 

The c r quircments are for personal accounts or transactions, for orpor·ate, Partnership 

or ol trad r · accounts or tran actions, and as well as for minor ' account . 

~.3.3. I 

Thi 

'itimacv f Fund and 1 ran acti n 
.... . 
ti n O\ cr information that \\ill be on id n.:d the minimum cptabl or 

itim y of und nd tran a tion . I h mo t common m tar or 

it I rg • r qu nt or unu u 

und . 

Ill 

n n. 



2.3.4. Suspicious Activitie 

Ulltler this secUtm the tcg ulutiuu f I tiv itiog Or tronsnctions that may 

i t1Lliealt: pusstblt: llturw luurrd ·rr11•• .1 • fi\ iri s Ult I r· quil'cs inst itutions to be vigilant and 

rut in place ndtqunt lliOililllill ({ {I 10 rdenlify them. 

2.3. 5. Reporting of u'pici u A ti ities or Transactions 

Thi~ ,'L'diOII n:quir · m titutions that becomes aware of susp1c1ous activities or 

lran 'tH.:lions that ma) mdicate possible money laundering activities to ensure that it is 

n.:porh:d to the entral bank of Kenya immediately. The report should provide sufficient 

detail' u · pre rib d regarding the activities or transactions so that regulatory authorities 

can properly investigate and take any necessary action. 

2.3.6. Confidentiality of Information 

Banking institutions that obtain or become aware of information that is suspicious or 

indicates possible money laundering activities shall not disclose such information except 

to report it to the Central bank as required. 

The abO\ e constitut the m.Immum requirements under the Central Bank of Kenya 

regulation . However, branches of foreign multinational banks may find thcmscl cs 

·ubjected to more elaborate compliance requirements in line with parent organization' s 

international d mand . In tillS regard, a Draft Proceeds of rime and Mon y laundering 

Pre ention) Bill, 2004 has been enacted by Kenyan Parliament that will deal with the 

\\ idl.:r i Ul.: of lone · laundering and the connected purpo s. 

2.4. i\lon ·y Laund rin(J Pr and ~nti- I n . · Laund •rin., Lff ct 

~ .. I. ton ' I. und rin r: D ftnition 

iti n 11 m n ' I un 

u h 



terrorist activities which are sometime fund d from proceeds of illegal activities, and 

perpetrators must find ways to laund r the fund in rdcr to usc them without drawing the 

attention of authoritic . 011i f the mptrollcr or urrency (the Banker's Guide to 

avoiding problems, 200 ). d lint: tlhm laundering as the criminal practice of filtering 

ill gotten gains 01 dirt . llllll. lhr ll'h a ·cries or transactions, so that the funds are 

cleaned to loo~ lik · pHl · I In m legal activities and conceal the true source, ownership, 

or tiSL' or thL' lund . \\ hd . the cpartmcnt of the Treasury (Jntemal Revenue Service, 

OOJ) rd' '!' to m n ) laundering as the activities and financial transactions that are 

undL'rtuk.L'n pe 'tli ally to hide the true source of the income. 

2.4.2 !\Ioney Laundering Process 

The ftice of the Comptroller of currency (2002) identifies three independent steps that 

money laundering may take place and these may occur simultaneously. These are; 

placement, layering and integration. Placement involves placing, through deposits or 

other means unlawful proceeds into the financial system. Layering is the second step and 

involves separating proceeds of criminal activity from their origin through the use of 

layers of complex financial transactions. The final step, integration, involves using 

additional transactions to create the appearance of legality through the purchase of assets. 

2.4.3. lone~ Laundering Effects 

The tonograph (200 1 ). notes that money-laundering activities have assumed signi fie ant 

proportion in recent times. According to one estimate the annual world" id valu or 

laundt:rcd fund in 1997 was in the range of 300 to 500billion. The cnatc 

For ign Rei ti n ommitt 's ub ommitte on 1 arcotic and ·1 errori m ( 19l)O) 

timat d that 300 billion generated ammall. through int rnationa\ dru, 

th nit I King om P rli ment r Home Atfai1 mmill~.:t: 
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macroeconorruc consequences, such as, unpredictable changes in money demand, 

prudential risks to the soundne of finan ial institutions and financial systems and 

a contamination effect on int mali nul capital flows and exchange rates due to 

unanticipated cross-bord r tr1n r r~. huth~.;rmorc, money laundering can have 

a dampening ciTe t on for 'llll\ Itt t in ~.; tmcnt if a country's commercial and financial 

sectors urc pt;r ·eiv ·d t I undl.!r the control and influence of organized crime. 

The nc\!,utive e1Tcct of mone laundering have also been felt in the Kenyan environment. 

Jackson r itili (-00 ) notes that Kenya has had first hand terrorism experience, having 

'utTered the bomb blast on gth August, 1998 during which two hundred and fifty four 

lives were lost and thousands were seriously injured or maimed. Further, on 28111 

0\'ember 2002, Kenya was once again an unfortunate target of yet another terrorist 

attack in Mombasa. Currently, a travel ban has been issued against Kenya by jurisdictions 

on which Kenya relies greatly on to support two of her major sectors - Tourism and 

Agriculture. The said negative advisories are a direct result of the threat of tenorism, 

which can be funded by money laundering and have resulted in severe socio-economic 

ramifications to the country. Thus, combating the twin problems of money laundering 

and terrorist financing is therefore a natural reaction for Kenya. If the control over access 

to the financial system is weak, it will make the system more attractive to the money 

launderers. 

The integrity of institutions in the financial system is dependent upon among others, the 

perception that they function within a framework of high legal, professional and ethical 

standards. Involvement of such institutions with money laundering acti ities \ ill damage 

the attitud of other in titutions, regulatory authorities and cu tom rs tO\\ ard 

in titution . The involvement of banks in criminal acti ities erodes public con lid nee and 

un I tmine the tability of the banking system. Thus one answer to the question as to 

"h mon y I~.IUndcring should be combated i therefore that it scf\ es to prote t cict · 

nd in p rti ul r, th comm r ial and financi I ph rc and the in tttutton that function 

ithin th 
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HAPT R THREE 

RF F.. R 11 METHODOLOGY 

This purl lksnib ·s til· r ar h methodology that was adopted so that the objectives of 

the stud un: m l. Th tud was cross-sectional and descriptive in nature and it 

hi ghlights u ·pect of the population of interest, the data collection methods and 

instrument · of the data collection and data analysis techniques. This was a census survey. 

3.1 Population of Interest 

The population of interest consisted of all Commercial banks that were licensed under the 

banking act and which were participating in the Clearing House as at October 2004 (see 

Appendix I). There were 42 such banks registered and fully operational in Kenya at the 

commencement of the study. This number was composed of five foreign owned and not 

locally incorporated, seven foreign owned but locally incorporated, five banks with 

government participation and twenty-five banks which were locally owned. 

The target population was all the 42 commercial banks registered under the banking Act 

and which participated in the Clearing House in Kenya. This number was considered 

manageable for a census survey. 

3.2 Data ollection 

Primary data was collected by us of a semi- tructured, self-administered qu tionnaire 

II . ·r he que tionnain: wa divided into the following ction : Part 

1 mogr phic data. Part B tratcgi appli d in th anti-m n : hnm !~.:ring 

\ •hit P rt over d th ot th unti-monc; 

un nn mpli n pr •r m . 
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The questi01maire was administered b "drop and pick later" method and targeted 

Managing Directors, Finance Directors and wh rc applicable, Compliance Officers of the 

Commercial banks as the main r pond nts. 

3.3 Data Aualysi. 

Completed que ·tt nn;.ure were edited for completeness and accuracy before processing. 

live-point mea urement scale was used to collect data from respondents to determine 

the extent the 'arious strategies are applied in the Anti Money Laundering Compliance 

Progrnms as "ell as the extent to which the Compliance programs were effective. 

The data collected was then coded to facilitate statistical analysis using MS Excel 

Worksheet. The results were summarized further using frequency tables from which 

a final sunm1ary of the Mean and Standard deviation scores for the results were tabulated. 

8 



CHAPTER FOUR 

RE R H FINDINGS 

The data was collected b ' th t.: t t C a que tionnairc. The data was then analyzed and 

summari1 d und pr~s ' Ill ·d ll sill•1 <111 core and Standard deviation tables. The Mean 

und Stundurd th.: vl nion · r · n.:prcscntcd the extent to which the subject strategies were 

upplicd in lite ntr lone Laundering compliance programs as well as the extent to 

which the program , '' ere effecti e. 

-t.l. RE PO E BY CATEGORY OF BANKS 

Questionnaires were sent out to all 42 banks registered in the Clearing house as at 

October 2004, and 30 of these banks responded. Questionnaires were administered in 

March 2004 and responses received between March 2005 and June 2005. All the 

questions received back from the 30 banks were usable. Table 1, which is shown below 

shows the distribution of these respondents as well as the percentage of response per 

category. 

Table 1: Respondents by Category of Banks 

Number of Number Percentage 

Category of Bank Responses Registered Respon e by 
ate ory 

Foreit,rn Owned and not 

Locally Incorporated 3 5 60°/o 

7 7 100% 

3 4 7-o, 
1 0 

17 

II 2G 6-.4% 

0 4 .. 7 1.4 1~, 

19 



4.2. STRATEGIES APPLIED IN ANTI- MONEY LAUNDERING 

COMPLIANCE PROGRAM 

The study sought to establi h th trntcgi that ar applied by banks in the Anti Money 

Laundering compliance program . R 'P ndcnt were asked to indicate from a list of 

strategies the c t nt 10 "hi h th . strategies arc applied measured on a scale ranging 

/'rom not upplied ut til (I) l \1 plied to a great extent (5). The results of the survey for all 

the strull:gies url' ,' ummarizcd in Table 2, depicting Mean score and Standard deviation of 

ouch ' lratcg ' 

1 able 2: l\Iean and Standard Deviation Scores on the Application of 

trategies in Anti - Money Laundering Compliance Programs 

Standard 

Type of Strategy Mean Score deviation 

1 Documented Anti Money Laundering 3.90 1.25 

Corporate Policy & Procedures. 

2 Designated Anti Money Laundering 3.63 1.49 

Compliance Officer 

3 Centralized Customer Account Opening 2.40 1.70 

Centre 

4 Know Your Customer Screening 4.20 0.98 

Proqram 

5 Decentralized Customer Account 3.60 1.70 

Opening Centres 

6 Documented Anti Money Laundering 3.60 1.28 

. Cor12orate Culture . 

~ Application of Technology Systems rn 2.90 1.45 

Suspicious Activity Monitoring. 

B ·Application of Technology Systems in 2.77 1.38 F Sus icious Activity ReportinQ 

Application of Technology Systems in 

evaluating: 
2.97 1.45 

- Customer Risks 3.07 1.26 

- Product Risks 3.37 1.30 

- Transactional Risks 

1o lndeoendent Audit Review Function 4.40 0.66 

~ 1 Emolovee Trainino Proorams 3.50 1.18 

12 lnt rnaiManag ment Inform lion 3.50 1.50 

L_ 
Reoortino System 
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The results in Table 2 show that Tnd p nd nt Audit function and Know Your Customer 

Screening arc the two strategi 1 pli" l to a higher extent than others with mean scores 

of 4.40 and 4.20 r p tn dv. 'I ht tnndard deviation scores of 0.66 and 0.98 for the 

Independent udit hut ·tttm un I I our ustomer Screening respectively are also 

lower than those t'l' ·ord ·I n thcr ttatcgics. 

Documented nti lone • Laundering Corporate Policy and Designated Anti - Money 

Laundering ompliance Officer come next in the extent of application. Corporate policy 

on nti lone Laundering has 3.90 Mean score while Compliance Officer has 3.63 

lean score indicating that a good number of the respondents have documented their 

policies and also utilize the services of a compliance officer in managing their 

Compliance programs. 

At the lower end, Centralized Account Opening Centre has the lowest mean score of 

2.40, indicating that most banks do not utilize this as common strategy to manage the 

compliance programs. Strategies requiring the application of Technology systems also 

scored lower means than average. Suspicious Activity reporting and suspicious Activity 

monitoring have 2. 77 and 2.90 Mean Scores respectively. 

trategies in the middle of the upper and lower scales include Decentraliz d Account 

opening (3.60). Anti Money Laundering Corporate Culture (3.60), Internal Management 

Inlonnation Reporting systems (3.50) and Employee Traintng (3.50) Ilo\\ e' cr although 

Decentralized account opening and Internal Management infonnation rcportmg y tcm 

h \ Ill li\1111 m nn core . the al 0 have higher tandard deviation of 1.70 and t.:o 

,, th ,. luntion u tom~:t , I r Ju t un I lmn a ti nal 

fall in them dium rang 



4.3. EFFECTIVENESS OF THE ANTI 1\[0NEY LAUNDERING COMPLIANCE 

PROGRAMS 

The second objective of th tud "as t d term inc the extent to which the Anti Money 

Laundering 'ompliancc pn) '!;!IllS \\ ' I' rrl:ctivo 

Respondt,;nls wcrl' us!.. ·J t indicate the extent to which their programs were effective in 

meeting ·oml' ·pecili bjcctive and also indicate the extent to which they consider their 

programs dT~ctive overall. The effectiveness was measured on a scale ranging from not 

at all eiTectiYe ( l) to very high degree of effectiveness (5). The results of the survey were 

analyzed and presented in terms of mean and standard deviation scores as shown in Table 

3. belo\\'. 

Table 3: Effectiveness of Anti Money Laundering Compliance Programs 

Compliance of Objective Mean Score 

I Canying out Customer Due Diligence. 3.83 

2 Identifying Transactional Risks 3.83 

3 Suspicious Activity Monitoring 3.77 

4 Identifr~ng Product Risks 3.50 

I 5 
uspicious Activity Reporting 3.73 

I 
6 ! Illt:nt ifvinc Customer Risks 3.63 

Ov rail Eff ctivene of the Anti - 3.7 

Ioney Laund rin~ Complianc 

Prouram\ 

1 r uh th 1 th ompli n 1 ro r m h ' 

rr ... m • ul u 1 rn r du 

Standard 
Deviation 

0.90 

0.97 

1.09 

1.12 

1.06 

1.05 

0. 6 

li n I ri 

-

-

ll 

ith m n 



scores of 3.83 each. However, with a Standard deviation of 0.90, the programs are more 

effective in meeting customer du dilig n than in identifying transactional risks which 

has 0.97 Standard deviation. 

The lowest Mean and .'t tnd,u I I· iation scores arc on Suspicious Activity reporting, 

with J.50 und 1.1 s ·ot ·sun 111 ·an and standard deviation respec tively. 

In terms ofthl' 0\t!rull a· e ment ofthe ompliance Programs, the results indicate 

a Mean core of 3. 70 and a standard deviation of 0.86. The measure for the mean 

indicate an as es ment of between moderately effective and largely effective. The rest of 

the scores are as shown in Table 3 above. 
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CHAPTER FIVE 

SUMl\1 RY D ONCLUSION 

5.1. Introduction 

The study's Jirst obJ · ·ti\' · '' u t find out the strategies applied by Kenyan banks in the 

Anti-Money I uund ·rinc mpliance programs while the second was to determine the 

c::·dcnt to which the nt1- 1oney Laundering Compliance Programs in the Kenyan 

bunking indu try are effecti\ e. 

The tucl co\ ered banks registered at the clearing house of Central Bank of Kenya and 

on r gister as at OYember 2004. Data from the respondent banks was collected between 

March 2005 and June 2005. The results of the study are tabulated in Table 1 to Table 3 in 

the data analysis section of this report 

5.2. Summary, Discussions and Conclusion 

Regarding the application of strategies, the results of the study indicate that banks apply 

the various strategies with different levels of extent. The application of independent 

Audit function in re iewing compliance programs, Know Your Customer creening and 

Documented Anti-Money laundering Corporate policy and procedures ranked as the most 

commonly applied strategies with mean scores of 4.40, 4.20, and 3.90 respectively. The 

three tratcgies are important if effective compliance pro&rrams arc to be put in place and 

the ·c findings mdicatc that banks are focusmg on the right tratcgie but n.:quin; further 

effort to imprm c the core. 

0 ign t d nti- ton y Laun ring compli nc o1 tic r lnt rn.l tnnu 'Cm nt 

In rrn ti n r rting nl D urn nt nti- un I rin 

11 
rt n th p n of n to int muliz th 
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At the lower end, Centralized Account op ning Centre rat1ked last with a mean of 2.40 

indicating that banks do not consider thi to b a key strategy. Further strategies requiring 

the application of technology in u pi i u A tivity Reporting and Monitoring are not 

commonly used with th ir m un s r s b 'ing 2.77 and 2.90 respectively. These results 

may be attributed to th' I \\ ttl\ tmcnt in technology as well as the lower level of 

development in te ·hn )lo 1 \'. 

The scon.:s ror pplicutt n of Technology in Customer, Product and Transactional risks 

evaluation wrr~ ul· generally medium, an indication oflow investment in technology by 

the bank . 

On the effectiYeness of Anti Money Laundering programs, the results indicated that the 

programs were more effective in carrying out Customer due diligence than in the other 

areas ' ith a mean score of 3.83 and a standard deviation of 0.90. This was followed by 

identifying transactional risks with a mean score of 3.83 and a standard deviation of 0.97 

The results for the other compliance objectives indicate a slightly higher than moderate 

scores. Howe er, these results still leave a significant portion of the scores that are not 

effective. This is a situation than requires attention especially considering that Money 

laundering is a potential global issue that requires urgent addressing by all banks. 

In overall tem1s, the respondents recorded a mean score of 3.70 and a standard deviation 

of 0.86 on effectiveness of the programs. This leaves a mean score gap of 1.30 that 

requires bridging through additional efforts on the part of banks to ensure improvement in 

effectiveness of the programs. 

5.3. Limitation of the tudy 

11 tir t limitation of the tudy involves the high percentage of non response. Re ponse 

\\ r n t r tv l rom 12 bank or 29.6% of the population. Thi is a igni li ant number 

could potentially change the findings or the study. 

or th hart and it w not 1 ihl to un , 

n ur I I ult 
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The third limitation is that it may not be p ibl to conclude that the respondents have 

provided honest disclosure of th trnt d,i s a well as the level of effectiveness of the 

programs on suspicion that th mr nnntion uld be made available to competitors or the 

regulator. 

SA. Recommendation · for further Research 

This stud covered strategies applied by banks in Kenya in Anti-Money Laundering 

Compliance Programs and also the extent to which the programs are effective. The study 

did not cover the relationship between the specific strategies and the level of 

eiTectiveness. It is therefore recommended that future studies are carried out to determine 

the extent to which the specific strategies influence the level of effectiveness of the 

compliance programs. 

Secondly, the study did not seek to determine the level of incidences recorded if any, of 

Money Laundering in the banking industry in Kenya. Future research should therefore 

seek to determine the level of money laundering in the banking industry in Kenya for 

which purpose the compliance programs are designed. 

5.5. Recommendations for Policy Implementation 

Although the study did not cover the extent to which current legislation and supervision 

by cntral bank of Kenya contributes to the results recorded, respondents pointed out the 

failure to impl ment an effectiYe Anti Money laundering legislation as contributing to 

lower h:\ I of ompliancc. It is recommended that the proposed legislation on \1on y 

1. und ring curn.:ntly in Draft form) be hastened and that more tnct supc..:rvision b 

nl 1 b nk b 1 ut in pi c to in rea c the level o compli:m 
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APPEND! ES 

Appendix I : List of ommerci!ll B!lnk Rcgi tcred in l(euya 

(October 2004) 

Foreign Owm·d not I . ·all~ In orporated 

I. itibank. 

2. red it gncole Indosuez 

3. Habib Bank A.G. Zurich 

4. Bank of India 

5. Habib Bank 

Foreign Owned but Locally Incorporated (partly owned by Locals) 

6. Bm·clays Bank of Kenya Ltd 

7. Standard Chartered Bank Ltd. 

8. Development bank of Kenya Ltd. 

9. Stanbic Bank Ltd. 

10. Bank of Baroda Ltd. 

11. Diamond Trust Bank of Kenya Ltd. 

12. K-Rep Bank Ltd. 

In titution "ith overnment Participation 

I '. Kenya ommcrcia1 bank Ltd. 

lndu trial D~::vclopmcnt Bank Ltd. 

ti nal B nk o Ken) Ltd. 

n lid t d bank o Kenya t . 
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Institutions Locally Owned 

17. CFC Bank Ltd. 

18. Commercial bunk or Iii a Ltd. 

19. Trun nuti )11'11 bnk td. 

20. Credit Bonk td. 

21. uurdim1 Bank Ltd. 

22. First American Bank Ltd. 

23. Investments and Mortgages Bank Ltd. 

24. Middle East Bank Ltd. 

25. Akiba Bank Ltd. 

26. FINA Bank Ltd. 

27. Imperial Bank Ltd. 

28 . Victoria Commercial Bank Ltd. 

29. Prime Bank Ltd. 

30. Equatorial Commercial Bank Ltd 

31. Giro Commercial Bank Ltd. 

32. Biashara Bank Ltd. 

33. African Banking Corporation Ltd. 

34. Chase Bank Ltd. 

35. City Finance Bank Ltd. 

36. CharterHouse Bank Ltd. 

37. Paramount niversal Bank Ltd. 

3 . outhem redit Banking Corporation Ltd. 

9. Fidclit Commercial Bank Ltd. 

40. 0 lphts Bank Ltd 

41 . oop rati\'c Bank Ltd. 

4_ . ational In u tri I rcdit Bank Ltd. 
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Appendix II: Research Questionnaire 

QUEST I 0 NN A IRE N 0-------------------------------

Pl':RSONAL DET ILS OF R ' 1'0. 'D '· T 

I . N u me (or lional) ------------------------------------------------------------------------------

2. Position in the organization-------------------------------------------------------------------

COMPANY INFORl\lA TION. 

3. Name of the Organization --------------------------------------------------------------------

4. Year of incorporation --------------------------------------------------------------------------

5. Please tick the Category that best describes your organization. 

Foreit,rn owned and not locally incorporated [ ] 

Foreign owned but locally incorporated [ ] 

Wi th ovcmmcnt participation [ ] 

\\ h lly lo ally owned [ ] 

t t th curr nt numb r o employee in your organization---------------

of ur or ni ti n---------------

33 



PART B: STRATEGIES 

For each of the questions numbered to 19, plea indi ate the extent to which the 

following strategies are applied in th anti-m n Laund~..:ri ng compliance program in 

your institution. 

·ul • u r 110\: s: Usc a live-point nu.:asur rm•n( 

Not uppli~:d ul ull. 

4 - Lurgd uppli~d. 

I ca t applied, 3 Moderately applied 

pplied to a great extent. 

documented anti-mone laundering corporate policy and procedures outlining 

compliance p1inciples. 

1 2 3 4 5 

[] [] [] [] [] 

9. A designated anti-money laundering compliance officer responsible for compliance 

issuestmatters. 

1 2 3 4 5 

[] [] [] [] [] 

10. centralized customer account opening centre 

1 2 3 4 5 

[] [] [] [] [] 

II . Know Your ustomer (KY ) or ustomer Identification creening program. 

1 2 3 4 5 

[][](](][] 

1 . D ntr liz d u tom r ac ount op ning ccnlle . 

2 4 

[)[][][][] 



13. A documented anti-money laundering corporat culture spelling out required 

bahaviour from all staff in support of an ti-m n laund ring initiatives. 

2 3 4 5 

[] [] [] [] [] 

14. Application ol'techn )I~)') hiY n · tem ·in uspicious Activity Monitoring. 

2 3 4 5 

[] [] [] [] [] 

15. Application of technolog)-dri en systems in Suspicious Activity Reporting. 

1 2 3 4 5 

[] [] [] [] [] 

16. Application of technology systems that evaluate the following: 

1 2 3 4 5 

I. Customer risks [ ] [ ] [ ] [ ] [ ] 

11. Product risks [ ] [ ] [ ] [ ] [ ] 

Ill. Transactional risks. [ ] [ ] [ ] [ ] [ ] 

17. Having an independent audit function that carries out testing and review of the 

compliance programs. 

2 3 4 5 

[] [] [] [] [] 

. !Ia\ ing an mploycc training program CO\ering the anti-money laundering 

compl i:mc programs. 

2 3 4 

[)[)[][)[] 

m nt in onnati n r p rting y l m that 1 r vide m n y 

1 und nn , in rm ti n t m n m nt. 

(][](][](] 
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PART C: EFFECTIVENESS OF ANTI-l\10 EY LAUNDERING COMPLIANCE 

PROGRAMS 

20. To what extent do you con idcrtht.: anti m n luundcring compliance program in 

your organization ciT·cttvc tn tlSJ ·t c fth following: 

Usc the live pointmcu:urcmcnt -cale v here 1 -= Not at all effective, 2 = low degree 

or c!Tectiv~:ness, 3 1 derate degree of effectiveness, 4 = High degree of 

c!Tcctivenc" and _- \ 'er: high degree of effectiveness. 

1 2 3 4 5 

a) CarTying out a Customer due diligence [ ] [ ] [ ] [ ] [ ] 

b) Identifying transactional risks [ ] [ ] [ ] [ ] [ ] 

c) Suspicious Activity Monitoring [ ] [ ] [ ] [ ] [ ] 
d) Identifying Product risks [ ] [ ] [ ] [ ] [ ] 
e) Suspicious Activity Reporting. [ ] [ ] [ ] [ ] [ ] 

f) Identifying Customer risks [ ] [ ] [ ] [ ] [ ] 

21. What would you consider to be your overall assessment of your organization's anti­

money laundering compliance program in tackling the money laundering issues in the 

K~n_ an banking industry?. 

ot at all t e tivc 

'' I gr of cf.fi ctivene 

l hi 
" 

0 

3 

[ ] 

[ ] 

[ ] 

[ ] 
[ ] 



22. What additional views would you like to gi\ that may contribute to the 

improvement in the fight against mon ) laund rinQ. in the banking Sector in Kenya. 

23 Pleas~..: give an other comments that you deem useful for this exercise 

l\. ---------------------------------------------------------------------------------------------------

I3. ---------------------------------------------------------------------------------------------------

---------------------------------------------------------------------------------------------------

I thank~ ou Hry mu h for your co-operation and tim par d to ompl t thi 

u '!\tionnaire. 
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