
Lessons from 1MDB: Can 
long-time customers be trusted?

F INANCIAL irregularities involving Malaysian 

state investment company, 1Malaysia Develop-

ment Bhd (1MDB), have cast the spotlight on 

the complex and transnational nature of money laun-

dering criminal activities. Numerous individuals and 

companies related to the troubled state fund are in 

the cross hairs of investigating authorities in at least 

10 countries, including Singapore.

The Monetary Authority of Singapore (MAS) 

shuttered the local entities of Swiss private banks 

BSI and Falcon, imposed financial penalties on these 

and six other banks for breaches of anti-money laun-

dering requirements and issued prohibition orders 

against former employees of individuals implicated 

in the transactions.

In its press release last year, the MAS noted that 

the errant individuals were convicted of:

■ Providing false information to authorities in an at-

tempt to cover up knowledge of the bank’s relation-

ship with Mr Low Taek Jho (Jho Low); 

■ Failure to report suspicious transactions and dis-

close suspicious outflows of funds;

■ Forging reference letters; and

■ Failure to exercise sufficient care, judgment and 

objectivity in the valuation of a company. Investigat-

ors claimed that inflated valuations were used to jus-

tify and obscure improper fund transfers.

Money laundering typically  occurs in three 

phases – placement (introducing illegal profits into 

the financial system), layering (obscuring the source 

of funds by converting them into investment instru-

ments or moving them through a series of bank ac-

counts across the globe, sometimes on the pretext of 

payments for goods and services) and integration 

(re-introducing the funds into the real economy by 

acquiring property and other assets). 

Investigations have revealed that financier Jho 

Low allegedly set up fraudulent shell companies to 

move funds from 1MDB through a complex web of 

opaque transactions and into personal accounts of 

corrupt officials and their associates. Some of these 

funds were used to acquire real estate, art pieces and 

a luxury yacht. Investigators also claimed the 2013 

film, The Wolf of Wall Street, was financed by funds 

misappropriated from 1MDB. 

A reputation for integrity is one of the most valu-

able assets for a financial centre. 

If illicit funds can be easily processed through a 

particular financial institution or centre – either be-

cause the institution or centre turns a blind eye to 

the illicit nature of such funds, or does not imple-

ment controls to detect and prevent such fund flows 

– the institution or centre could be drawn into active 

complicity with criminals and become part of the 

criminal network itself. 

Evidence of such complicity will have a ripple ef-

fect on the attitudes of other financial intermediar-

ies and of regulatory authorities, as well as ordinary 

customers. MAS has noted that like all major interna-

tional financial and business centres, Singapore 

faces an inherent risk of being used as a conduit for 

illicit financial flows. 

Financial institutions operating in Singapore are 

therefore expected to have rigorous systems and 

processes to thwart this risk, including high stand-

ards of vigilance in on-boarding clients and monitor-

ing transactions. These include requiring financial in-

stitutions and their staff to follow rules on customer 

identification, verification of the sources of funds, 

accounts monitoring and the reporting of any suspi-

cious transactions. 

Practise, practise, practise 

If a bank also has an associated investment group, it 

would not be unusual for a customer to open ac-

counts with both. And if it is a long-time customer, 

then it seems that customer would have an estab-

lished track record of legitimate transactions. In 

today’s case, an investment group CEO faces this 

type of situation. 

Read through the case, based on a Financial In-
dustry Regulatory Authority (FINRA) enforcement ac-
tion from June 2018, and test your ethical de-
cision-making capability. As a guide, the desired eth-
ical behaviour required is based on the CFA Institute 
Code of Ethics and Standards of Professional Con-
duct  (https://www.cfapubs.org/doi/p-
df/10.2469/ccb.v2014.n6.1). 

Case
Adrian Lee is president and CEO of JDE Investment 
Group (JIG), an investment adviser that is a wholly 
owned subsidiary of JDE Bank. JIG uses the 25 
branch offices of the bank for its business locations. 

One client of JIG, a long-time bank customer and 
personally known by Mr Lee and the board members 
of the bank, opened an investment account at JIG 
with the stated investment objective of income. 

Although the client did make a few investments 
over the course of a year, the client engaged in al-
most exclusively banking activity in the account that 
involved hundreds of transactions and consisted of 

S$90 million in deposits and S$84 million in with-
drawals.

The transactions included electronic transfers to 
and from individuals and entities located in bank 
secrecy havens or countries identified by the govern-
ment as presenting a money laundering risk. 

In addition, Mr Lee understood the client to be en-
gaged in a type of international business activity 
that presented an increased risk of transactions be-
ing tainted by corruption or bribery.

But because of the client’s long-standing relation-
ship with the bank, Mr Lee presumed that the trans-
actions had a legitimate business purpose. He accep-
ted vague descriptions of the transactions as “for ser-
vices provided”, “consulting fees”, or “commissions”, 
and he approved the daily anti-money laundering re-
ports (required by law when transactions trigger red 
flags of potentially suspicious activity) without fur-
ther investigation. 

Are Mr Lee’s actions:
A: appropriate because the non-securities activity in 
the client’s JIG account was consistent with the type 
of transactions he had engaged in at the bank for 
many years.
B: appropriate because Mr Lee is protecting the con-
fidentiality of client information.
C: appropriate because Mr Lee can rely on the clear-
ing firm to report suspicious activity for the account.
D: inappropriate.

Analysis
The facts presented in this case should have raised a 
number of questions for Mr Lee regarding the legit-
imacy of the client account at JIG. 

The high velocity of money movement and low 
volume of investment activity was inconsistent with 
maintaining a securities account for the purpose of 
generating income, as stated in the account docu-
ments.  The transactions  in  the  account  were  
high-risk transactions for money laundering activity 
and should have raised a greater level of scrutiny.

Rather than investigate as required by law, Mr Lee 
did not ask questions because of the client’s 
long-standing relationship with the bank.

Mr Lee cannot rely on the clearing firm to meet 
JIG’s independent obligation to review the transac-
tions for suspicious activity. Duty of loyalty to cli-
ents and preservation of confidentiality of client in-
formation cannot be used as a shield to allow clients 
to violate the law or otherwise damage the integrity 
or viability of global capital markets. 

Mr Lee’s actions violated the standard which 
states that CFA Institute members and candidates 
must understand and comply with all applicable 
laws, rules, and regulations covering they profes-
sional activities. Mr Lee’s failure to adequately com-
ply with the anti-money laundering requirements im-
posed by law violates this standard. The best choice 
is D.

✑ The writers are CFA charterholders 

who volunteer with the Singapore society 
on advocacy issues with a view towards 
promoting financial literacy among retail 
investors and improving overall standards 
and integrity in the industry.

This column has been adapted from 
content by CFA Institute and is printed 
here with permission from CFA Institute

The integrity of the financial market 
depends heavily on the perception that 
it functions within a framework of 
high ethical, professional and legal 
standards. A reputation for integrity is 
one of the most valuable assets for a 
financial centre.
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