
HOW IS MONEY LAUNDERED?

Money laundering consists of a three-stage process.  
Step 1: Placement or Removal - moving the currency from the scene to a place and into a form that is less suspicious and more convenient for the criminal
The first stage involves the placement of proceeds derived from illegal activities (the movement of proceeds, frequently currency) from the scene of the crime to a place, or into a form, less suspicious and more convenient for the criminal.  For example, a government official may take a bribe in the form of cash and place it in a safe deposit box or bank account opened under the name of another individual to hide its existence or conceal the ownership.  

Step 2: Legitimize, Hide, Obscure, Layer – separate money from its illegal source by placing it in a legitimate setting
Layering involves the separation of proceeds from the illegal source through the use of complex transactions designed to obscure the audit trail and hide the proceeds.  This phase of the laundering process can include the transfer of money from one bank account to another, from one bank to another, from one country to another, or any combination thereof.  Criminals layer transactions to increase the difficulty of tracing the proceeds back to its illegal source.  They frequently use shell corporations and offshore banks at this stage because of the difficulty in obtaining information to identify ownership interests and acquiring necessary account information from them.  

Step 3: Repatriate, Integrate, Spend it! - put the money into the legitimate economy
Integration represents the conversion of illegal proceeds into apparently legitimate business earnings through normal financial or commercial operations.  Integration creates the illusion of a legitimate source for criminally derived funds and involves techniques as numerous and creative as those used by legitimate businesses to increase profit and reduce tax liability.  Common techniques include producing false invoices for goods purportedly sold by a firm in one country to a firm in another country, using funds held in a foreign bank as security for a domestic loan, commingling money in a bank accounts of companies earnings legitimate income, and purchasing property to create the illusion of legal proceeds upon disposal.  

A successful money laundering venture closely approximates legal transactions employed routinely by legitimate businesses.  In the hands of a skillful launderer, the payment for goods that appeared to have been delivered by one company based on an invoice of sale prepared by another company covers the laundering of the purchase price when  the goods never existed, and the companies are owned by the same party; the sale of real estate for an amount far below market value, with an exchange of the difference in an under-the-table cash transaction, launders, what, on the surface, appears to be capital gain when the property is sold again; and a variety of lateral transfer schemes among three or more parties or companies covers the trail of monetary transactions between any two of them.
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