Politics is money. And the other way ‘round, too.

Inside Track is a monthly column complementing Word Is in rounding out USB’s business coverage; the idea

was to keep us in the game with broader publications and show where power meets power. The Money

goes to...Money? piece ran in the redesign launch issue and drew on a few tricks | learned from covering

South Carolina politics.
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After the Bombs, the Spoils

A chaotic situation across Iraq is set to be met by potentially chaotic action in Washington, as
billions in reconstruction money starts to flow toward competing interests. BY MICHAEL DUMIAK

ar and money have a long history
together, Asthesmokeclearsin Iraq,
the first controversy over recon-
struction contracts is already over.
More skirmishes will follow—one
person’s opportunity is another's
proof of conspiracy, and sometimes
it amounts to the same thing.
American finance will see its share of business in Iraq. Gov-
ernment contracts alone will be worth millions and sources say
theres plenty of dealmakingbeyond that. Just as shattered bridges

getengineers, Iraq'sfinancial system will be revamped by account-

ants, consultantsand bankers. As Tragand
the Middle East with it launches into
uncharted territory, financial firms will
start potentially explosive work at the
heart of it all:

The first steps, about $2 billion worth,
areunderway and more willbe taken soon.
They’re in seaport and airport adminis-
tration and primary and secondary edu-
cation, among other things, and the fiest
dustup was over whether a subsidiary of
Dick Cheney’s old firm, Halliburton,
would get worlk in reconstruetion. So far not, although it is fight-
ing the few oil well fives that broke out in souther Iraq.

But réconstruction estimiates range to $100 billion or more, so
thingsarejust getting started. U.S. Agencyfor International Devel-
opment spokeswoman Ellen Yount says her agency is working
with Treasury on letting out a bid for economic governance.
Sources expect it to be more in the line of consulting work, send-
ing advisers Lo stabilize the country’s currency, revising tax code—
always close to this Treasury department’s heart—and re-estab-
lishing eentral banking authority. Yount says that's all to be deter-
mined, as is the bidding method. USAID has caught flak for using
“expedited” bids allowing the agency to approach only a limited
number of potential winners. Still, expect the former bigs—as in,
the former KPMG arm, now BearingPoint, the former Pricewa-
terhouseCoopers consulting, now IBM—to be in on this. Bear-
ingPoint is already doing work in Afghanistan. In fact, a Bear-
ingPoint spokesman was not sure where the Iraq process was: “We
haven’t written a release, but I can say we'd be well-prepared...”

So maybe things are further along than is apparent. To be
fair, perhaps it was a busy day in the press office,
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While there will be tempests on this route, sources point out
that postwar Iraq will be absolutely unstable and it is vital that
reconstruction efforts—of the finance system top among them—
go well. “It’s important to get utilities and water. But until you
have regulatory requirements fixed up, you're not going to get the
kind of private-sector activity you need to invigorate the econo-
my, says Rex Brynen, a McGill University political science pro-
fessor and chair of the Middle East Studies program. *Aid is only
a very small part of getting people back on their feet.”

Those charged with reconstruction, he and others say, will have
to negotiate hard, twisted terrain. Brynen is also one of the few
early voices to say the madeap, joyous looting following the fall of
Basraand Baghdad mayhave doneasmuch
damage as a lot of the bombing. “How do
you run anything if you show to work and
- there’s nothing there? All the files are gone.
All the financial records are gone. The
wiring is gone,” he says. “Half your staff
aren't'sure they should show up for work.
You can’t do payroll because all the payroll
records havedisappeared. You can'tdopay-
roll, you can't get people to do their jobs.”

Look at this in light of the monumen-
tal job of refitting financial structure.
“Shock therapy” veteran Poland is still at it, and it wasn't bombed
for three weeks by a 22nd-century air brigade invisible to radar.
USAID and Treasury will handle volatile material: advice on how
to shape banking laws, rental transactions, property laws, secu-
rities exchanges, everything. Still, USAID spokesman Harry
Edwards says, the Afghan experience shows hope. Trillions in old
Afghani notes were suceesstully converted to new currency with
the help of a. U.8. firm, and not much was said about it.

But one doesn't have to go far in the Arab world to find skep-
tical eyes watching U.S. soldiers relax in Saddam’s bhroken
palaces. And now American financiers will be flying in. It will
take not much of a sour-geented deal to confirm skepticism and
do years of damage. Some Russians cling to their old pictures of
Stalin for just this reason. And as was made obvious in the U.S.
economy last year, sometimes it's correct to be suspicious. But
too much can go wrong here if dealmaking conspiracies in Iraq
prove true. “They'll have to do something about the currencyin
Iraq,’ Brynensays. "Some of the reports I've seen suggestswitch-
ing from the dinar to a dollar currency. Politically, the odds on
that are really’bad. An awful lot would be read into that”
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The Money Trail: Far Away, So Close

Federal officials are touting breakthroughs in the fight against terrorist funding, but rules governing
the anti-money laundermg campaign are unclear, creating frustration. BY MICHAEL DUMIAK

he FBI case alleges cash raised at Brooklyn
mosque Al-Faroog became part of a $20 mil-
lion revenue stream delivered to Osama bin
Laden. It’s touted as the latest breakthrough
in' cutiing off terror funding. Charged is
Yemeni clergyman Sheik Mohammed Ali
Hasan Al-Moayad, a man with ties to the
Brooklyn mosque nabbed in Germany.

Those arethe facts. The questions—some going to the heart of
the complex security regime under construction within the finan-
cial system—will take many more months to answer. Al-Moayad
and supportersin Yemen denyand denounce the charges; mosque
officials say Al-Farooq is a humble place of wor-
ship wrongly tainted. Donors say they thought
they were contributing to worthy causes. And
how did all that money get out of the country?

Federal officials point to this case and other,
less dramatic developments- as signs that they
are staunching the tlow of illicit money that is
lifeblood for violence. It’s the big clampdown on
money laundering. In the months after the Sept.
11 attacks, Congress passed a dizzying array of
measures aimed at shoring up security. “Anti-
money laundering rules have been tightening
for years,” Gartner analyst Rick DeLotto says.
“First it was crooked politicians. Then it was
organized crime, then it was drug dealers, and
now they're saying terrorists.”

From preliminary details in the Al-Farooq case, authorities
traced millions in suspicious bank transactions to Brooklyn and
Sheik Mouyad. In one four-month period a Mouyad associate
made cash depaosits in different banks under the federal report-
ing threshold, which all told added up to $300,000.

Which banks? Were any red flags raised on the front lines at
the time, or was this all reconstructed later from informants?
Can't tell. It'll come out in court—maybe. And anyway, these
transactions are a year and a half old. Will the new security
rules, which are starting to affect a much broader financial uni-
verse, produce better results, stopping the money before it gets
spent on plastic explosives?

Treasury's been busy over the past two months, proposing that
mutual funds join banks and securities firms in reporting suspi-
cious activities to its Financial Crimes Enforcement Network and
mulling anti-money laundering requirements for automobile
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dealers, travel agencies and metals dealers. The feds are also try-
ing to extend oversight of largely unregulated hedge funds, which
move massive amounts of money in a twilight, secretive world.
As those charged with acting in the financial sector know, it
all means change and confusion and fear. It's hard enough keep-
ing track of the letterheads of all the different departments now
responsible for anti-money laundering efforts. “There’s a lot of
bewilderment and frustration,” DeLotto says. “People want to be
in compliance, but don’t know what the rules are going to be.”
What's falling through the cracks? Wire-transfer agents, for
example, must register with the government and file suspicions
activity reports. It appears to be a serious deal—Western Union
just paid $11 millionto regulators over the issue.
But the problem with the underground econe-
my is that it's underground. A few phone calls
to Jersey City and one can find back-of-the-shop
money transfer agents that avoid commercial
networks altogether. “We have our own system,”
oneshop owner says. “Just to Pakistan.” Are they
registered with the feds? Impossible to tell—a
Treasury spekeswoman says the list is a secret
Treasury has frozen $130 million in assets
worldwide suspected to be linked to terror-
ism. State Department counterterrorism
adviser Celina Realuyo, a former Goldman
banker, just got back from the Phillipines,
advising the government on how to avoid
imminent sanctions over money laundering,
“Banks would have to do enhanced record-keeping; it could
mean anywhere from a day to three days’ delay for funds going
intothe Phillipines,” she says. “You have 7 million overseas work-
ers and $8 billion a year remitted formally through financial
institutions, It could be a huge delay in terms of capital flows.”
Faced with this, the Phillipines—a country plagued by the Abu
Sayaaf and other violent groups—cracked down. “It’s a matter of
getting their political will” Realuyo says. “It worked! The threat
of countermeasures actually works.” Still, one of Realuyo’s main
tasks is going to bankers overseas and advising them on the best
ways to fight money laundering. She asks a few red-flag questions:
does the firm ask for two forms of identification before opening a
new account? Ask for a pay slip?
Well, pick up the phone stateside. BofA? One ID. Green Point?
One ID. Wells Fargo? One. HSBC? It’s up to bank discretion.
There are 9,000 banks here.









