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ABSTRACT 

Money laundering, the clandestine process of concealing the illicit origins of 
criminal wealth by integrating it into a respectable stream of finances. It is a 
serious crime of the modern era and can severely cripple the stability and 
integrity of global financial setup. This article gives an extensive insight into 
the history, need and importance of Prevention of Money Laundering Act 
(PMLA) of 2002, a revolutionary legislation framed and enforced by 
Government of India to counter this malevolent financial crime. 

The article begins by tracing the historical roots of money laundering, which 
emerged alongside the rise of organized crime and the need to obscure the 
illicit sources of funds. It then delves into the complex three-stage process 
used in money laundering, which is placement, layering, and integration and 
shedding light on the more complex and difficult-to-detect methods that 
criminals are using every day to carry out their activities. 

The study explores the negative role of money laundering in economic 
sectors and focuses on the multifaceted effects that include misalignment of 
monetary policies, undermining economic growth and eroding public trust 
while at the same time contributing to organized crime. In response to this 
global challenge, the article outlines the key international initiatives and the 
steps taken by the Government of India, including the enactment of the 
PMLA in 2002. 

India's Prevention of Money Laundering Act emerges as a crucial legal 
instrument combating financial crimes. It clearly defines money laundering 
offenses and stipulates severe penalties. Additionally, it empowers law e-
nforcement agencies with robust investigative powers. The Act has led to 
significant achievements, such as seizing substantial illegal proceeds and 
securing high-profile convictions. However, ongoing challenges persist, 
including the need to strengthen prosecution mechanisms and address conce-
rns about potential misuse. 
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In summary, PMLA's vital role in safeguarding India's financial integrity and 
upholding law is highlighted. Sustained efforts, international collaboration, 
and adaptability to new money laundering techniques are crucial to 
effectively combating this persistent threat to economic and societal stability. 
This in-depth analysis offers policymakers, law enforcement, and financial 
institutions valuable insights into the global fight against financial crimes. 

Keywords: Money Laundering, Prevention of Money Laundering, Financial 
Crime, Organized Crime, Financial System Integrity 

INTRODUCTION 

Money laundering, a clandestine process ingrained in the annals of trade and banking, 

embodies the intricate art of concealing the illicit origins of wealth accrued through criminal 

endeavours. Defined as the intentional concealing of large funds generated from criminal 

activities such as drug trafficking or terrorist activities, money laundering not only strengthens 

the criminal enterprises but also threatens the stability of the social system. 

The insidiousness of money laundering lies in its ability to confer legitimacy on illicitly 

acquired funds which, in turn, helps them to evade legal scrutiny and hence to foster a myriad 

of other criminal activities. From funding terrorism to the facilitation of corruption, the effects 

of money laundering ripple far and beyond the world of financial transactions, tainting the 

cornerstones of governance, deforming economic environments, and maintaining social ills. 

Spanning many centuries of clandestine financial operations, money laundering represents a 

classic battle between the criminals' cunning and the state's vigilance. Evolving alongside the 

advancements in the financial systems, its modus operandi encompasses a tripartite process: 

placement, layering, and integration, orchestrating a sophisticated dance of deception within 

the legitimate financial realm.1 This nefarious dance necessitates a multifaceted approach from 

legislators and regulatory bodies to staunch its flow and safeguard the integrity of global 

financial systems. 

Internationally, the delineation of money laundering varies, reflecting diverse legal frameworks 

and jurisdictional nuances. Whilst the United States Treasury Department concentrates on the 

fact that the “dirty money” is transformed into seemingly “clean” assets,2 the UK criminal law 

 
1 Money Laundering, United Nations Office on Drugs and Crime, Money laundering (unodc.org) 
2 Money Laundering, US Department of Treasury, Money Laundering | U.S. Department of the Treasury 
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system takes a wider approach to include any action aimed at concealing the origin of 

illegality.3 Regardless of jurisdictional disparities, the essence remains unchanged: money-

laundering presents a threat to both financial institutions and to the long-term stability of the 

social financial structure. 

Against this background, the Money Laundering Act of 2002 appears as a bright star of 

legislative determination, as evidenced by its tough anti-money laundering provisions designed 

to eliminate the spread of illicit financial behaviour. Integrating a full mechanism to detect, 

deter, and prosecute all types of money laundering activities, this fundamental law represents 

the shared commitment of every government worldwide to fight financial crimes and protect 

the integrity of international financial systems.  

As such, this research article takes a deep-dive into the history, importance, and relevance of 

the Prevention of Money Laundering Act of 2002, casting light on its central role in the current 

fight against financial crimes and in the protection of the integrity of the financial systems. 

HISTORICAL CONTEXT AND THE RISE OF MONEY LAUNDERING CONCERNS 

The history of money laundering can be traced back to the age of Prohibition and American 

gangsters in the 1920s. Criminal organisations, like the one led by Al Capone, that made huge 

sums of money through bootlegging, racketeering and drug trade had to keep the source of the 

funds a secret to avoid being traced; this was the motive behind money laundering.  

Interestingly, legal gambling emerged as one of the tactics used by gangsters to obscure the 

origins of their money. However, one of the major problems they encountered was the handling 

of large amounts of cash which were often in small denominations thus arousing suspicion if 

deposited directly into banks. Putting a large volume of money in low-value coins was a 

headache in terms of logistics. To circumvent this issue, they established various businesses, 

such as slot machines and laundries. Thus, the term "money laundering" was coined. The 

Mafia’s technique of obscuring the origins of criminally derived cash in this way became a 

hallmark of organized criminal operations, not only in America but worldwide. 

In the 1980s as the world became increasingly aware of the large sums of money generated by 

 
3 Money Laundering Offences, Legal Guidance, Proceeds of Crime, 11 June 2021, Money Laundering Offences 
| The Crown Prosecution Service (cps.gov.uk) 
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drug trafficking, the fight against money laundering grew in prominence. This led to a series 

of preventive measures by the governments of developed countries, spearheaded by the U.S., 

such as the institution of special legislations, and an international intergovernmental body 

called Financial Action Task Force (FATF),4 aimed at improving the existing global anti-money 

laundering framework. 

In the Indian scenario, the need for a comprehensive anti-money laundering legislative 

framework became apparent as a result of a wide range of financial scandals, like the stock 

market scam of the early 1990s and the country’s deep integration into the world economy. As 

the shortcomings of the old legislations, especially FERA5 and the Income Tax Act6 became 

too evident as they could not match the ulterior demands of the emerging problems, the need 

to effectively address this evolving challenge became increasingly apparent. 

PROCESS OF MONEY LAUNDERING  

To understand the global trend of money laundering, one must recognize money as a 

commodity. In this context, professional money launderers and corporate money managers are 

related. In a continuous effort to raise the manager's average stance at the time of payment, a 

corporate money manager engages in the money markets of multiple nations where the 

company will require national currencies during the course of the coming year. Similar to this, 

money launderers buy and sell narcotics earnings, especially in US dollars, via a bidding 

mechanism. Money brokers diversify their holdings, just as a robust investment portfolio 

consists of stocks, bonds, and other financial instruments.  

The three stages of the operational framework of money laundering are as follows: first, the 

cash must be eliminated from any direct link to criminal activity; Secondly, hiding the trail in 

order to avoid detection; and thirdly, delivering the money to criminals while upholding the 

source's identity. Tracing the "dirty money's" initial source becomes more challenging once it 

gets embedded in the global banking system. Financial crooks employ legal strategies like 

"walking accounts," whereby bank employees are regularly trained to transfer accounts to 

another jurisdiction at the first suspicion of a law enforcement investigation. 

 
4 Home (fatf-gafi.org) 
5 The Foreign Exchange Regulation Act, Union of India, Act 46 of 1973, The Foreign Exchange Regulation Act, 
1973 (indiankanoon.org) 
6 The Income Tax Act, Union of India, Act 43 of 1961, The Income Tax Act, 1961 (indiankanoon.org) 
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Regarding the wide range of techniques employed by money launderers in their attempts to 

conceal their unlawful gains, there are also recurring features. In laundering activities, three 

common factors are identified as follows: 

• It is essential to keep control over the proceeds; 

• The necessity to disguise the source and genuine owner of the proceeds; 

• The requirement to alter the proceeds' form in order to reduce the enormous sums of 

money made by the original illegal activity.  

Every action or event needs a procedure to be followed in order to be carried out. Placement, 

Layering, and Integrating are the three distinct procedures involved in money laundering in 

this case. The influx of illegitimate money into the financial system is known as placement. By 

directing the revenues through a number of financial transactions, a process known as 

"layering," the proceeds are kept apart from their illegal source. Integrating creates a reliable 

defense for their income sources, allowing them to be saved, invested, or used to purchase 

goods or assets. 

1. Placement 

The first step in money laundering is the physical disposal of cash, following which the 

criminal gains entry into the financial system. Cash is deposited in domestic banks or 

other official or unofficial financial institutions to complete this placement. In order to 

accomplish this, anyone can either purchase a range of financial instruments (cheques, 

money orders, etc.) or split large sums of money into smaller, less noticeable amounts 

and deposit them directly into a bank account. Most of the time, the funds are 

transferred across borders worldwide and placed in foreign financial institutions, or 

they are used to buy pricey goods like artwork, cars, and precious metals and stones 

that may be sold for cash.  

2. Layering 

The second step to proceed for money laundering is called layering. To remove the 

money from its source, the launderer moves or changes it in a series of ways. The funds 

may be wired through a network of accounts at various banks throughout the world, 
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especially to countries that do not cooperate in anti-money laundering investigations, 

or they may be transferred through the buying and selling of investment instruments 

like bonds, stocks, and traveller’s checks. Alternatively, the money launderer can claim 

the transfer as remuneration. 

Banks offer various ways to hide illegal money, using complex financial transactions 

to hide where the money came from and trick investigators. Shell companies, also 

known as paper or bogus companies, are used as fake businesses and are registered in 

places with relaxed regulations. These companies are commonly used to help hide 

money during the laundering process. Expensive items and financial products are sold 

again, and the money made is put into property and legitimate businesses, especially in 

the entertainment and tourism sectors. 

3. Integration 

After reaching this stage, the money is returned to the legitimate economy to be 

withdrawn at a later time. This could involve buying a company, property, luxury goods, 

and so on. The process is completed here. The money is "cleaned" and assimilated into 

the economy in a way that makes it seem like it was obtained legally. It becomes 

challenging to distinguish between legal and illegal funds at this stage. The goal is to 

make illegally acquired money appear to be legitimate. 

Money laundering has become increasingly sophisticated, with cash being stored in bulk or 

funnelled into the financial system through exchange houses and other non-bank institutions. 

In addition to wire transfers, a wide range of legitimate and illicit financial instruments are 

being used, such as letters of credit, bonds, securities, and prime bank notes. However, the 

global financial system has not kept pace with these developments, making it difficult to verify 

the authenticity of beneficiaries and instruments. 

METHODS OF MONEY LAUNDERING  

The following are the methods used by money launderers: 

1. Hawala: 

Hawala is an informal value transfer system popular in many parts of the world, 
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particularly in South Asia, the Middle East, and North Africa. It enables the circulation 

of money without having to carry it physically or making normal bank transfers. In 

Hawala, an individual passes on money to a Hawala broker in a particular location. The 

broker then contacts another associate of the network in another location to pay the 

intended recipient. The process operates on a large network of brokers and based on 

trust, making it very difficult to trace the source of the money. 

2. Bulk Cash Smuggling: 

Bulk Cash smuggling involves physically transporting large amounts of cash across 

international borders to integrate the illicit funds into the financial system of another 

country. This type of smuggling is particularly useful in that it lets criminals move funds 

without leaving a paper trail, and one based on the fact that there are real challenges in 

monitoring and stopping cross-border flows of cash. 

3. Fictional Loans: 

Criminals may obtain loans using false or forged documents such as fake employment 

records, income statements, or collateral, to create the illusion that the businesses are 

genuine and sources of the money are legitimate. The repayment of the loan can also 

be used for the purpose of integrating the illicit proceeds into the financial system. 

4. Cash-Intensive Businesses: 

Money launderers often integrate illicit funds into the revenue streams of businesses 

that regularly handle large amounts of cash, like restaurants, casinos, and grocery 

stores. This makes it possible for them to combine the illegal profits with the income of 

a legitimate business, which makes it difficult to define the source of the funds. 

5. Round-Tripping: 

Round-tripping involves transferring money outside the country and then bringing it 

back as reported "foreign investment". It creates a false image of legality and can be 

used to evade taxes or other regulatory requirements. 

6. Trade-Based Laundering: 
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This method involves misrepresenting the price, quantity, or quality of imports or 

exports to disguise the origin of funds. For instance, an exporter may invoice goods at 

a high price, which allows the importer to furnish the remainder to the exporter who in 

turn can integrate the surplus funds into the financial system. 

7. Shell Companies and Trusts: 

The criminals often create highly structured corporate entities like shell companies and 

trusts in order to shroud the true ownership and origin of assets. These legal entities are 

used for the transfer and concealment of illicit money, which makes it difficult for 

authorities to trace the money and find its criminal origin. 

8. Real Estate: 

Buying and re-selling of properties is a very common way to launder money as 

criminals use it to convert their cash into assets that look very legitimate. For example, 

the money launderer may overpay for a property, with the difference between the 

purchase price and the actual value being the "cleaned" funds. 

9. Gambling: 

Casinos and other gambling establishments can be used to launder money through 

transactions such as purchasing and cashing out large amounts of chips. The criminals 

can then claim the winnings as legitimate income. 

10. Fake Invoicing: 

This technique involves inflating the value of invoices for goods or services to justify 

the movement of illicit funds. The difference between the actual value and the inflated 

invoice amount can then be integrated into the financial system as legitimate business 

revenue. 

11. Structuring (Smurfing): 

Structuring, also known as "smurfing," is arguably the most popular money laundering 

technique. It involves dividing large sums of cash into smaller amounts, often below 

the reporting threshold, and then depositing them into multiple bank accounts or 
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purchasing small-denomination monetary instruments, such as bank drafts, to avoid 

triggering anti-money laundering (AML) reporting requirements. 

12. Bank Complicity: 

In some instances, bank employees may knowingly help to run money laundering 

operations, either by giving advice or directly participating in the process. Such a 

"bank-complicity" severely undermines the efficacy of AML efforts and makes it easier 

for illicit money to be integrated into the financial system. 

13. Money Services and Currency Exchanges: 

Money services businesses including money transfer operators and currency 

exchangers stands as a way for money launderers to integrate and launder their illegal 

funds. These services often provide a legitimate avenue for the exchange of foreign 

currency, which can be used to obscure the origin of the funds. 

14. Refining: 

This money laundering scheme involves exchanging small denominations of cash for 

larger ones to reduce the physical volume of money and make it easier to transport. The 

launderer may exchange the currency at multiple banks in order to avoid raising 

suspicion. 

15. Value Tampering: 

Money launderers may search for property owners who agree to sell their property at a 

price below its true value. The launderer then pays the lower, "on-paper" price, while 

secretly giving the seller the difference "under the table." After holding the property for 

a period, the launderer can resell it at the genuine market value, effectively integrating 

the illicit funds. 

16. Loan Back: 

In this technique, a criminal provides an accomplice with a sum of illicit cash, and the 

accomplice then prepares the necessary documentation for a loan or mortgage back to 

the criminal for the same amount. This, in turn, gives the impression that the criminal 
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is engaging in legitimate financial transactions as the loan repayments and the 

availability of alternative money transfer methods are used to substantiate the 

arrangement's credibility. 

The abovementioned methods of money laundering involving different means testify to the 

intelligence and adaptability of the criminals as they overcome anti-money laundering courses 

of action. This threat requires a proactive, multilayered approach by governments, financial 

institutions, and the international community to break down and disable these intricate criminal 

structures. 

THE DETRIMENTAL IMPACT OF MONEY LAUNDERING ON ECONOMIES 

Money laundering is a pervasive and destructive criminal activity that seriously threatens the 

economic and social well-being of countries, particularly developing nations with a fragile 

financial system. The negative effects of money laundering are far-reaching and can have 

severe consequences for various aspects of an economy. 

1. Impact on Money Demand and Monetary Policy 

Money laundering can create unpredictable changes in money demand, causing 

significant fluctuations in key economic variables such as exchange rates and 

international capital flows. In countries with minimal anti-money laundering 

regulations and strict banking secrecy, the informal economy ratio tends to be high, 

making it easy for launderers to move illicit funds in and out of the country. 

These abrupt and uncontrolled influx of "black money" can lead to increases in 

consumption, especially luxury consumption, as well as significant changes in exports, 

imports, inflation, interest rates, and unemployment. The variation in the demand for 

money which comes about as a result of these illicit flows can negatively impact the 

effective application of monetary policy, as central banks may struggle to implement 

mitigation measures, for example budget deficit and high inflation. 

Moreover, the global nature of money laundering can affect market stability, with 

financial crises in one country potentially spilling over to others.  
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2. Impact on Economic Growth and Investment 

Money laundering can affect economic growth adversely as it leads to distorted 

investments, low productivity of the real economy, and discouraging foreign 

investment.  

As foreign investment is becoming more and more vital for a sustainable economic 

growth, an increase in price instability and poor credibility in the countries believed to 

be epicentres of money laundering could discourage the rational entrepreneurs from 

investing causing a long term drop in sustainable growth. The countries that have a 

large share of illicit income are usually considered as risky areas for investors. Thus, it 

hinders the national economy as a whole and its ability to compete globally. 

On the other hand, effective and well implemented anti-money laundering measures 

would convey a positive signal to the investors, increasing their confidence potentially 

boosting investment and economic growth.  

3. Impact on Income Distribution and Tax Revenues 

Money laundering is closely linked to corruption as it provides a means for public 

officials and individuals to conceal and legitimize ill-gotten gains. It can exacerbate 

income inequality, as the increasing enrichment of specific individuals and groups 

through illicit means can have a degenerative impact on society. The negative effect on 

income distribution is difficult to measure, but it can increase the tendency towards 

criminal behavior and make money laundering more attractive as a means of gaining 

wealth. 

Additionally, the adverse impact of money laundering on competition, with those 

operating in the informal economy often evading taxes, can increase the tax burden on 

the registered sector, further distorting income distribution. The depletion in the tax 

revenue because of undisclosed black money may lead to budget deficits, which may 

ultimately require governments to resort to borrowing or increase money supply as 

means for overcoming this shortfall. These, in turn, have negative effects on the 

economy. 
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4. Impact on Financial Institutions 

Money laundering poses a severe danger to the stability and credibility of financial 

organizations, especially banks. It undermines the integrity of financial institutions 

since it provides criminals a way to get into authentic financial systems and distort 

economic decision.  

These unpredictable shifts in bank assets and liabilities as a result of their inadvertent 

involvement in money laundering may potentially bring some operational, regulatory, 

and reputational concerns that may erode the trust of customers and, therefore, the 

progression of financial sector. 

The effect that money laundering has on the financial sector can be destructive and 

hinder a nation's improvement which is much associated with healthy financial 

institutions. The trust of the public in the financial system would also be affected 

negatively, and this would develop into the institutional failure of the private and public 

sector banking as well as the other elements of the financial sector. The loss of 

consumers' confidence in the financial system can make it difficult for these 

organizations to raise domestic and foreign capital for productive investment and 

economic growth. 

5. Impact on Society  

The social impact of money laundering is no less dangerous because it creates a fertile 

ground for the growth of criminal activities, thereby affecting the social system of the 

country. 

i) Increased crime and corruption: The presence of money laundering attracts 

criminals and corrupts key institutions, such as financial institutions, law 

enforcement, and government agencies. 

ii) Weakening of government institutions: In extreme cases, money laundering can 

lead to the virtual takeover of a legitimate government by criminal elements, 

compromising the rule of law and undermining democratic processes. 

iii) Erosion of public trust: Money laundering erodes public trust in government, 
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financial institutions, and the overall economic system, contributing to social 

instability and unrest. 

iv) Negative impact on vulnerable populations: The economic and social costs of 

money laundering often fall disproportionately on the most vulnerable members of 

society, exacerbating inequality and social stratification. 

v) Facilitating Organized Crime: The proceeds of various criminal activities, such as 

drug trafficking, terrorism, and corruption, are often channelled through money 

laundering, enabling the financing of further illicit operations. This reinforces the 

criminal networks’ power and influence thereby undermining the rule of law and 

social stability. 

Addressing the Threat of Money Laundering 

The war against money laundering requires well-thought and coordinated actions that include 

a strong legal and regulatory framework, effective enforcement mechanisms and international 

collaboration. The complex cross-border character of money laundering is a serious challenge 

for the law enforcement officials as it requires specialized expertise, coordination and 

investigative tools to efficiently trace the movement of illicit funds. Policymakers must remain 

vigilant and adjust to the changing methods that criminals use to launder money because the 

failure can be too costly, not only for individual countries but also for the whole global 

economy. 

GLOBAL EFFORTS TO COMBAT MONEY LAUNDERING 

1) The Vienna Convention 

The Vienna Convention7 obligates signatory states to criminalize laundering of money 

related to drug trafficking with the aim to undermine the financial foundations of drug-

related crime. 

 
7 United Nations Against Convention against Illicit Traffic in Narcotic Drugs and Psychotropic Substances, 
1988, Article 3.1, UNITED NATIONS CONVENTION AGAINST ILLICIT TRAFFIC IN NARCOTIC 
DRUGS AND PSYCHOTROPIC SUBSTANCES, 1988 (unodc.org) 
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2) The 1990 Council of Europe Convention8 

Establishing a unified criminal policy on money laundering, this convention sets out 

measures for member states to combat financial crimes across borders. 

3) G-10's Basel Committee Statement of Principles 

The Basel Committee issued a set of principles9 to guide international banks in member 

states with the aim to foster compliance with anti-money laundering measures and enhance 

global financial integrity. 

4) International Organization of Securities Commissions (IOSCO)10 

Encourages its members to implement measures to combat money laundering within 

securities and futures markets, contributing to the safeguarding of financial systems against 

illicit activities. 

5) Financial Action Task Force (FATF)11 

Initiated by G-7 governments, FATF monitors member countries' progress in implementing 

anti-money laundering measures and provides guidelines such as the Forty 

Recommendations to strengthen global efforts against financial crime. 

6) IMF12 

It urges its member countries to comply with the international standards against terrorist 

financing, and enhances such cooperation at the global level to prevent illegal financial 

flows. 

 
8 Council of Europe, Council of Europe Convention on Laundering, Search, Seizure and Confiscation of the 
Proceeds from Crime and on the Financing of Terrorism (CETS No. 198), Council of Europe – Council of 
Europe Convention on Laundering, Search, Seizure and Confiscation of the Proceeds from Crime and on the 
Financing of Terrorism (CETS No. 198) – Translations - Treaty Office (coe.int) 
9 Prevention of criminal use of the banking system for the purpose of money-laundering (December 1988) 
(bis.org) 
10 Initiatives by the BCBS, IAIS and IOSCO to Combat Money Laundering and the Financing of Terrorism - 
Update 
11 The Financial Action Task Force (FATF), What we do (fatf-gafi.org) 
12 The IMF And The Fight Against Money Laundering And Terrorism Financing, February 2023,  
The Fight Against Money Laundering and Terrorism Financing (imf.org) 
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7) United Nations Office on Drugs and Crime13 

Actively engages in identifying and halting instances of money laundering, contributing to 

global efforts to combat transnational crime and preserve financial integrity. 

STEPS TAKEN BY THE GOVERNMENT OF INDIA TO PREVENT MONEY LAUNDERING 

1) Criminal Law Amendment Ordinance (XXXVIII of 1944)14 

Encompasses proceeds of specific crimes like corruption, breach of trust, and cheating, 

addressing certain financial crimes under the Indian Penal Code. 

2) The Smugglers and Foreign Exchange Manipulators (Forfeiture of Property) Act, 

197615 

Imposes penalties on illegally acquired properties of smugglers and foreign exchange 

manipulators, aiming to deter illicit financial activities. 

3) Narcotic Drugs and Psychotropic Substances Act, 198516 

Provides for penalties related to properties derived from or used in illegal narcotic drug 

trafficking, aiming to disrupt the financial networks supporting drug-related crimes. 

4) Prevention of Money Laundering Act, 2002 (PMLA)17 

Forms the cornerstone of India's legal framework against money laundering, applicable to 

various financial institutions and intermediaries, with provisions for attachment and 

confiscation of illicitly obtained property. 

 

 
13 United Nations Office on Drugs and Crime, United Nations Office on Drugs and Crime (unodc.org) 
14 The Criminal Law (Amendment) Ordinance, Union of India, (38 of 1944), Criminal Law (Amendment) 
Ordinance, 1944 (bareactslive.com) 
15 The Smugglers and Foreign Exchange Manipulators (Forfeiture of Property) act, 1976, 
smugglers_and_foreign_exchange_manipulators.pdf (indiacode.nic.in) 
16 ndpsact1985.pdf (cbn.nic.in) 
17 The Prevention of Money-Laundering Act, 2002, THE PREVENTION OF MONEY LAUNDERING ACT, 
2002.pdf (enforcementdirectorate.gov.in) 
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5) Financial Intelligence Unit-INDIA18 

An autonomous body reporting directly to the Economic Intelligence Council, tasked with 

analyzing financial information to combat money laundering and related crimes. 

6) Enforcement Directorate (ED)19 

A law enforcement and economic intelligence agency responsible for investigating and 

prosecuting offenses related to money laundering under the Prevention of Money 

Laundering Act, 2002, including confiscation of proceeds of crime. 

7) Membership in FATF 

India is a full-fledged member of FATF,20 aligning its anti-money laundering efforts with 

international standards and guidelines to enhance global financial security. 

The Enactment of the Prevention of Money Laundering Act, 2002 

Recognizing the urgent need to address the menace of money laundering, the Government of 

India enacted the Prevention of Money Laundering Act (PMLA) in 2002. This landmark 

legislation was a significant step in strengthening India's legal arsenal against financial crimes 

and aligning the country's anti-money laundering (AML) efforts with international standards. 

The PMLA defined the offense of money laundering and established a comprehensive 

framework for its prevention, investigation, and prosecution. Key provisions of the Act include: 

1. Definition of Money Laundering 

According to Section 3 of the PMLA, engaging in any process or activity related to the 

proceeds of crime, including their concealment, possession, acquisition, or use, while 

representing them as untainted property, constitutes the offense of money laundering. 

The PMLA Amendment Act of 2012 removed the previous cap of Rs. 5 lacs on fines 

and broadened the scope of criminal acts covered under the purview of money 

 
18 Financial Intelligence Unit, Ministry of Finance, India, Home | Financial Intelligence Unit | Ministry Of 
Finance | GoI (fiuindia.gov.in) 
19 DIRECTORATE OF ENFORCEMENT, Department of Revenue, Ministry of Finance, 
Government of India, Home | Directorate of Enforcement (enforcementdirectorate.gov.in) 
20 Department of Economic Affairs, Ministry of Finance, Government of India, India (fatf-gafi.org) 
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laundering to explicitly include the criminal acts of concealment, acquisition, 

possession, and use of the proceeds of crime. 

2. Offense and Punishment 

According to Section 4 of PMLA, persons found guilty of money laundering must serve 

an imprisonment of at least three years which may be extend to seven years along with 

a fine. Furthermore, if the proceeds of crime involved in money laundering are linked 

with offenses under the Narcotic Drugs and Psychotropic Substances Act, 1985, the 

term can extend up to ten years of rigorous imprisonment. The severe manner of 

punishment certainly points out the seriousness with which the law deals with financial 

crime and the need for powerful prevention means. 

3. Power of Survey, Searches, and Seizures 

The PMLA provisions bestow law enforcement agency sufficient powers to probe into 

suspected instances of money laundering. Section 16 allows authorized personnel to 

access any premises where money laundering activities are suspected to have taken 

place. They are empowered to conduct searches, seize relevant documents or property, 

and take statements from individuals pertinent to the investigation.  

Section 17 further empowers the Director, Joint Director, or Deputy Director to 

authorize officers to conduct more extensive searches and seizures. These include the 

power to search any structure, location, vehicle, or aircraft where they have reason to 

believe that proceeds of crime are held, break open locks to access any document or 

property, seize records or property, place identification marks, and create inventories. 

The authorities can also examine under oath any person in possession or control of any 

relevant property or document, enhancing the law enforcement's ability to uncover 

illicit financial activities. 

4. Procedural Safeguards 

Searches and seizures under the PMLA can only be initiated upon a complaint by a 

qualified investigator of a scheduled offense or upon the submission of a report to a 

magistrate. In cases where immediate action is necessary, authorities may issue orders 

to freeze assets. Furthermore, all documents gathered during investigations must be 
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submitted to the judicial authority in a sealed envelope through a designated channel. 

These institutional mechanisms along with procedural safeguards guarantee that the 

investigation process complies with the legal principles as well as safeguard the rights 

of individuals involved. 

5. International Cooperation 

The PMLA offers a platform for international cooperation in investigations and 

information sharing on money laundering, aligning India with the FATF principles 

established to promote uniformity across jurisdictions. 

In a nutshell, the Prevention of Money Laundering Act, 2002, being equipped with 

comprehensive legal provisions and efficient enforcement mechanisms, is the key instrument 

performing the anti-financial-crime role in India and designed ultimately to preserve the 

integrity of the financial systems and uphold the rule of law. It tackles the tough aspect of the 

money laundering practices and increases the capacities of these agencies in the fight against 

illicit money flows while paying attention to procedural fairness and observing legal principles. 

THE IMPACT OF THE PMLA: ACHIEVEMENTS AND CHALLENGES 

Since its implementation in 2005, the PMLA has played a significant role in India's fight against 

money laundering. Some of the key achievements and challenges in its implementation are as 

follows: 

I. Achievements: 

i) The Enforcement Directorate (ED) has registered a total of 5,422 cases under the 

PMLA until March 2022, with attachments of proceeds of crime amounting to 

approximately ₹104,702 crores. 

ii) The ED has filed prosecution complaints (charge sheets) in 992 cases, leading to 

the confiscation of around ₹869.31 crores and the conviction of 23 accused persons. 

iii) Between 2012-13 and 2021-22, the ED filed 3,985 criminal charges under PMLA 

and 24,893 charges under FEMA. Notably, the number of complaints under both 

legislations peaked in the fiscal year 2021-22, indicating an increasing focus on 
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combating money laundering and foreign exchange violations. 

iv) The PMLA has enabled the government to crack down on high-profile corruption 

cases, such as the 2G spectrum scam, the coal block allocation scandal, and the 

AgustaWestland helicopter deal. These successful prosecutions have sent a strong 

message about the government's commitment to combating financial crimes. 

v) The Act has facilitated increased international cooperation and information-sharing, 

strengthening India's ability to track and trace the movement of illicit funds across 

borders. This has been particularly crucial in addressing the transnational nature of 

money laundering. 

vi) The PMLA has contributed to the disruption of organized crime networks by 

depriving them of their financial resources and undermining their ability to finance 

further illegal activities. 

II. Challenges: 

i) The relatively low conviction rate under the PMLA, with only 23 convictions21 out 

of 5,422 cases registered, highlights the need for strengthening the prosecution and 

adjudication mechanisms. This may be due to various factors, including the 

complexity of money laundering cases, the challenges in gathering admissible 

evidence, and the need for specialized expertise within the judiciary. 

ii) The Supreme Court's judgment in the Vijay Madanlal Choudary & Ors v. Union of 

India22 case in 2022 addressed concerns regarding the arbitrary application of 

PMLA provisions, specifically focusing on Section 8(4). This section allows the ED 

to seize property before a trial under extreme circumstances. The court 

acknowledged the need for clarification on the scope and application of this 

provision, emphasizing that it should be considered an exception rather than the 

rule. This emphasized the importance of interpreting Section 8(4) in exceptional 

 
21 Only 23 convicted in 5,422 cases under PMLA till date: Govt to Lok Sabha, HT Correspondent, Hindustan 
Times, Jul 26, 2022, 12:19 AM IST, Only 23 convicted in 5,422 cases under PMLA till date: Govt to Lok Sabha 
| Latest News India - Hindustan Times 
22 Special leave Petition (Criminal) No. 4634 of 2014   
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circumstances. The bench highlighted the need for further clarification in relevant 

cases to prevent arbitrary interpretation and ensure fair application of the law.23 

iii) Concerns have been raised about the PMLA's provisions being used to target 

political opponents, underscoring the need for robust checks and balances in its 

implementation. It is crucial to ensure that the Act is applied in a fair and non-

discriminatory manner, with adequate safeguards against potential abuse. 

iv) The evolving nature of money laundering techniques, such as the rise of 

cryptocurrency-based transactions, poses ongoing challenges in the effective 

enforcement of the PMLA. Staying abreast of these emerging threats and adapting 

the legal framework accordingly will be a continuous process. 

CONCLUSION 

The Prevention of Money Laundering Act (PMLA) stands as a tool, in India's fight against 

crimes and the flow of illegal funds. Since its introduction in 2002, this law has given 

enforcement agencies the authority to probe, seize, and confiscate proceeds resulting in 

progress in tackling corruption cases and disrupting organized crime networks.  

While the PMLA has seen success, its low conviction rates indicate the need for prosecution 

and adjudication processes to enhance its effectiveness. The Supreme Court's concern about 

misuse of the Act emphasizes the importance of maintaining oversight to prevent abuse and 

uphold principles of fairness and due process. With money laundering tactics evolving 

alongside technologies, it is essential for the PMLA and its enforcement mechanisms to evolve 

as well. Strengthening capacity of the judiciary, fostering international collaboration and 

staying alert to emerging threats are crucial steps in combating this widespread criminal activity 

effectively.  

In the end the effectiveness of the PMLA won't just be judged based on the quantity of cases 

filed and assets confiscated, but on how well it can truly hinder the movement of illegal funds, 

safeguard India’s financial system’s integrity and support sustainable economic progress. 

Sustained dedication, creative thinking and a rounded strategy in execution are key to realizing 

 
23 PMLA Judgment Leaves Scope for Arbitrary Application: Supreme Court (thewire.in) 
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the full potential of this landmark legislation in safeguarding India’s financial and societal 

structure. 
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