MIDWEST HOLDING INC. & AFFILIATES
ANTI-MONEY LAUNDERING COMPLIANCE PROGRAM (USA PATRIOT ACT).

A.

General. The Midwest Holding Inc. & Affiliates Policy Statement against Money

Laundering (“Policy Statement”) is annexed hereto as Exhibit A. All Associated Persons of the
Company are responsible for having an understanding of money laundering and are required
immediately to report suspected money laundering activities to the CEO. The CEO, or designee,
is responsible for ensuring that this Policy Statement is made available to all Associated Persons
on a continual basis. The Policy Statement will be available in either hard copy or on the
Midwest Holding Inc. & Affiliates internal website.
It is Midwest Holding Inc. & Affiliates’ policy to prohibit and actively prevent moneylaundering and activities that facilitate money laundering or the funding of terrorist or criminal
activities. These procedures have been designed to comply with the Policy Statement in
conjunction with the requirements of the Uniting and Strengthening America by Providing
Appropriate Tools Required to Intercept and Obstruct Terrorism Act of 2001 (the “PATRIOT
Act”), the Bank Secrecy Act (“BSA”) and the implementing regulations to be promulgated
thereunder by the U.S. Treasury Department.
B.

The PATRIOT Act. The PATRIOT Act is designed to deter and punish terrorists

in the United States and abroad, to enhance law enforcement investigating tools by prescribing,
among other things, new surveillance procedures, new immigration laws, and for the Midwest
Holding Inc. & Affiliates purposes, new and more stringent anti-money laundering laws. Title
III of the PATRIOT Act, referred to as the International Money Laundering Abatement and AntiTerrorist Financing Act of 2001, or the “IMLA,” imposes certain obligations on broker-dealers
through new anti-money laundering provisions and amendments to the BSA, as set forth below.
C.

Designation of Compliance Officer.

The CEO has approved these written

procedures and is responsible for implementing and monitoring the day-to-day operations and
internal controls of the Company, as set forth herein. The CEO, or designee, will ensure that
copies of these procedures are made available to all current Associated Persons of the Company,
as well as newly hired Associated Persons of the Company either in hard copy or on the Midwest
Holding Inc. & Affiliates internal website.
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D.

Knowing Your Clients. The Company has separate procedures that are followed

for acceptance of new clients. Below are factors to be considered in carrying out the “Know Your
Client” duty. The New Business and Agency supervisors will be responsible for reviewing all
new applicants to consider the following factors:
1.

whether the client is an individual, an intermediary, public, private or

domestic corporation, a financial or non-financial institution, or regulated person or entity;
2.

whether the client has been an existing client for a significant period;

3.

whether the business of the client, or the particular type of account, is the

type more susceptible to be utilized for illicit activity (e.g., cash intensive businesses);
4.

whether the client is operating through an offshore account or offshore

trust (does the Agent know the actual principal owners of the account or trust?); and
E.

Risk Indicators. The following are potential risk indicators for money laundering

activities and must be immediately brought to the attention of the CEO:
1.

the client exhibits unusual concern for secrecy, particularly with respect to

its identity, type of business, assets, or dealings with Companies;
2.

upon request, the client refuses to identify or fails to indicate a legitimate

source of the investment funds and other assets;
3.

the client lacks concern regarding risks, penalties, or other transaction

4.

the client appears to act as agent for an undisclosed principal and is

costs;

reluctant to provide information about the principal;
5.

the client or an agent of the client has difficulty describing the nature of

his company’s business;
6.

the client lacks general knowledge of his company’s industry;

7.

for no apparent reason, the client has multiple accounts under a single or

multiple names with a large number of inter-account or third party transfers;
8.

the client, or a person publicly associated with the client, has a

questionable background including prior criminal convictions;
9.

a pattern of receipt of funds (particularly from foreign sources) followed

by an immediate request for wire transfer, withdrawal or other disbursement;
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10.

numerous currency or cashiers check transactions aggregating to

significant sums;
11.

receipt of disbursement of funds inconsistent with the client’s known

business activities and financial situation (i.e., large deposits, receipts or disbursements of funds
from or to entities with no logical relation to the client’s business);
12.

requests for disbursements of large sums or attempts to deposit large sums

of cash, money orders, or traveler checks;
13.

repeated requests for exceptions to cash or travelers checks and money

order deposit policies;
14.

deposits of several cashier checks, all in amounts under $10,000.

All Midwest Holding Inc., personnel must have an awareness of the above red flags to
help ensure that such personnel can identify, on an ongoing basis, the foregoing risk indicators
with respect to the Midwest Holding Inc. & Affiliates client account activity. In the event any of
the activities identified in subsection E. occur, the CEO must be immediately notified. The CEO
will then review the client’s file and interview the Agent responsible for such client. He or she
will evidence this review by preparing a memorandum to the file setting forth the circumstances
surrounding the activity. If the CEO is not satisfied with the information received, he will
contact the client. A memorandum to the file will be recorded accordingly and the CEO will file
a Suspicious Activity Report (“SAR”) as described below, if he deems necessary.
F.

BSA Reporting Requirements. It is the Midwest Holding Inc. & Affiliates policy

not to accept currency, or drafts (domestic or foreign) from any client.

The following

summarizes the reporting requirements under the BSA.
1.

Transactions Involving Currency over $10,000. In the event the Company

accepts cash, or a cash equivalent, exceeding $10,000, the CEO or his designee in conjunction
with the CFO and COO is required to file a Currency Transaction Report (“CTR”) within 15
calendar days of the transaction(s), with the IRS. Multiple transactions by the same person
equaling over $10,000 in any one day must also be reported. If a transaction in currency of more
than such amount has occurred, it does not matter if the transaction was conducted by one person
with one account, several persons with the same account, or one person with several accounts.
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2.

Transactions Involving Currency or Bearer Instruments over $10,000

Transferred Into or Outside the U.S. The CEO in conjunction with the CFO and COO will file
with the Commissioner of Customs a Financial Crimes Enforcement Network (“FinCEN”) Form
105 with respect to report client transactions in currency and/or bearer instruments which alone
or in combination exceed $10,000 and which are shipped or transported into or outside the U.S.
This filing is not required for currency or other monetary instruments mailed or shipped through
the postal service or by common carrier.
G.

Foreign Financial Accounts.

If the Company has a financial interest in or

signature or other authority over any foreign financial accounts, including bank, securities, or
other types of financial accounts, in a foreign country and the aggregate balance of such
account(s) exceeds $10,000 at any time during the calendar year, it is required to file Department
of Treasury Form 90-22.1 with the IRS on or before June 30th of each calendar year for accounts
maintained during the previous calendar year. The CEO, CFO or COO is responsible for making
such filings. The CEO will maintain such forms in a file labeled “Form 90-22.1” and will review
the Midwest Holding Inc. & Affiliates own accounts on an annual basis to ensure that all
accounts being maintained that fall within the foregoing requirements have been properly
reported.
H.

Requests from Federal Banking Agencies (120 Hour Rule). Under the BSA,

financial institutions are required to respond to federal banking agency requests for information
relating to anti-money laundering compliance. The 120 Hour Rule requires the provision of
information and account documentation for any account opened, maintained, administered, or
managed in the U.S.
Any requests should be directed immediately to the CEO. The CEO will be responsible
for ensuring that the requested information is provided within 120 hours (5 days) of receiving the
request or will make such information available for inspection by the requesting agency. A
record of the response provided, and the date it was provided, will be maintained by the CEO,
CFO or COO in a file labeled “Federal Banking Agency Requests for Information.”
I.

Executive Order 13224, OFAC List, and Blocked Property. The Company is

obligated to comply with the requirements to block the property of sanctioned persons or entities
and prevent the transfer of assets to such persons or entities in order to disrupt the support
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network for terrorists. In addition, the Company must block securities issued by sanctioned
countries and other sanctioned issuers. OFAC (the Office of Foreign Assets Control of the U.S.
Treasury Department) is responsible for enforcing the sanctions and publishes on its website,
http://www.treasury.gov/resource-center/sanctions/SDN-List/Pages/default.aspx,

information

about such sanctions.
1.

OFAC Sanction Information. The information is divided into several

categories including:
a.

Persons and entities subject to sanctions, Specially Designated

Nationals and Blocked Persons (SDN list). The following entities, as an example, are, or have
been, on the SDN list: American Air Ways Charters, Inc., Hialeah, Florida; Associated
Engineers, England; Bay Industries, Inc., Santa Monica, California; Etco International Company,
Limited, Tokyo, Japan.
b.

Persons and entities engaged in drug trafficking, Specially

Designated Narcotics Traffickers (SDNTKs);
c.

Terrorists and terrorist organizations, Specially Designated

d.

Countries, governments, and other entities subject to sanctions.

Terrorists (SDTs);

OFAC requirements apply to all persons and entities under U.S. jurisdiction, including foreign
branches of U.S. institutions. This also includes foreign institutions operating in the U.S.
The Company will prevent prohibited transactions with sanctioned parties, as described
below, and will file reports with OFAC if a sanctioned party ever attempts to transact business
through the Company. The CEO will be responsible for filing such reports when necessary.
J.

Prohibited Accounts and Transactions. Prior to issuing a policy, the underwriter,

or designee must ensure that the client, or the person on whose behalf the client is acting, is not
on the OFAC list. The Company utilizes OFAC for screening. The CEO will ensure that the
Company does not effect transactions in OFAC listed securities or otherwise deal with entities
owned or controlled by commercial or government entities or individuals listed by OFAC and
will evidence his comparison and review of any accounts or transactions considered suspicious
by copying, initialing and dating all documentation reviewed to ensure that the account holder or
the agent is not subject to an OFAC sanction.
In the event it is determined that the policy will not be approved, then no funds of the
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client may be released. Funds may be deposited to a blocked account, but no funds will be
released until the account is no longer subject to OFAC sanction. The CEO or designee is
responsible for ensuring that the obligations and responsibilities of this section are implemented.
K.

Blocking Requirements. The Company will block an account or transaction under

the following circumstances:
1.

an account is opened for someone included on the OFAC list;

2.

the owner of an existing account is added to the OFAC list;

3.

a request is made by a client to pay or transfer funds or securities to a

blocked person or entity.
The CEO in conjunction with the COO and CFO or designee is responsible for reviewing
account documents, and will determine whether a client account must be blocked. However,
managers, and clerical employees, in the regular course of business, are also responsible for
identifying any accounts that raise suspicion. For a list of red flags, please see the “Risk
Indicators” set forth above. The CEO and the COO, together with the CFO, will then determine
whether to block the account in accordance with these procedures. While title to blocked
property remains with the blocked person or entity, transactions affecting the property cannot be
made without authorization from OFAC. Cash balances in blocked accounts must earn interest
at commercially reasonable rates.
L.

Blocking Property. The CEO will be responsible to ensure that account assets are

blocked and that any additional contributions of funds or securities by sanctioned parties to such
blocked accounts are not accepted. Any account or security included on the OFAC list will be
blocked immediately and will be identified, in the name of the account, as a blocked account.
No transactions will be permitted in a blocked account with the exception of accepting deposits
of funds.
M.

Blocking Disbursements. Disbursements of funds may not be made to sanctioned

N.

Reporting Blocked Property and Legal Actions.

parties.
In the event an account is

blocked or a blocked security is identified, either the CEO will notify OFAC as soon as
reasonably possible but in no event later than 10 days after blocking. If the Company blocks an
account, the CEO will contact OFAC at (202) 622-2426 to determine exactly what type of report
is required and will be responsible for filing such report. Reports filed will be retained in a file
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of blocked accounts or securities by the CEO or his designee. The following information, at a
minimum, is to be included in the report:
1.

the owner or account party;

2.

the property and property location;

3.

the existing or new account number;

4.

the actual or estimated value;

5.

the date the property was blocked;

6.

a copy of the payment or transfer instructions;

7.

a Company that funds have been deposited in a blocked account that is

identified as blocked; and
8.

the name and phone number of contact person at the Company;

The CEO is responsible for carrying out the foregoing and/or ensuring that the appropriate
custodian, or the Company, files the necessary information.
O.

Annual Report of Blocked Property. On an annual basis by September 30, the

CEO will file Form TDF 90-22.50 with OFAC for any blocked property held as of June 30.
P.

OFAC Contact Information.

Information regarding OFAC regulations, the

addition or removal of a Specially Designated National, or any other announcement from OFAC
can be made by calling 1-800-540-6322 or by accessing OFAC’s web site at
www.treas.gov/ofac. The fax number for the OFAC Compliance Division is (202) 622-2426.
Q.

Legal Actions Involving Blocked Property. Any person or entity involved in

litigation, arbitration, or other binding alternative dispute resolution proceedings regarding
blocked property must provide notice to OFAC. To the extent any employee of the Company
knows of such involvement, they are required to report the same to the CEO. Copies of any
documents obtained or associated with the proceedings will be submitted to OFAC by the CEO
within 10 days of the filing of such document with the OFAC Chief Counsel at the U.S. Treasury
Department. In addition, information about the scheduling of any hearing or status conference
will be faxed to the OFAC Chief Counsel at the U.S. Treasury Department.
R.

Monitoring of Accounts. Monitoring of accounts is to be conducted as follows:
1.

If, during his or her review the COO or CFO becomes aware that a policy

is to be issued for, or a request for a transfer of funds or securities to residents of countries, or
individuals, on the OFAC list, the COO or CFO, as the case may be, will immediately block the
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account and report the same to OFAC as required. The CEO will evidence his review of all
account documentation by signing or initialing and dating the documentation reviewed. All such
reviewed documentation will be filed in the client policy file.
S.

Reports. Evidence of the foregoing reviews and inquiries will be made by the

CEO by signing or initialing and dating the exception reports and preparing a written
memorandum documenting the conversations with the Agent, and/or client and maintaining such
documentation in the policy or agent file with the accompanying exception report.
T.

FinCEN Requests – Section 314(a) of the PATRIOT Act. Pursuant to section

314(a) of the PATRIOT Act, any federal law enforcement agency investigating terrorist activity
or money laundering may request FinCEN to act on its behalf and solicit information from
financial institutions. The request for information must relate to suspected terrorist or money
laundering activity and the agency making the request must certify to FinCEN that credible
evidence exists to support their investigation.

Once FinCEN has received proper written

certification, it may require a financial institution to search its records to determine whether the
information requested matches that of any accounts.

In its request for information, the

requesting agency must provide specific identifiers such as date of birth and address so that
institutions can differentiate among common or similar names. Requests for information that
contain multiple suspects may be referred to as a Section 314(a) list.
The CEO is the Midwest Holding Inc. & Affiliates designated recipient for all FinCEN
requests. Should the Company change its designated recipient, it will notify FinCEN promptly.
In the event that the Company receives a request for information from FinCEN, the CEO will
conduct a one-time search of Company records to identify any matches. The search will cover
all current accounts and those maintained for the named suspect in the previous 12 months. In
addition, the CEO will search any transactions conducted outside of the account (fund transfers)
during the preceding 6 months. The request pursuant to Section 314(a) will specify the records
that must be searched and the period within which the search must be conducted. The CEO will
keep records of all requests, searches and the outcome of such searches in a locked file as such
information shall remain confidential and is not be used for any other purpose other than to
provide the necessary information to FinCEN.
U.

Recordkeeping Requirement. As part of its AML program, the CEO will cause to

be created and maintain SARs, CTRs, CMIRs, FBARs, and other relevant documentation on
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client identity and verification, documents related to the issuance of granting of a policy, and
funds transfers and transmittals, as well as any records related to clients listed on the OFAC list
for at least five (5) years. Other documents will be kept according to existing BSA and other
record keeping requirements, including certain SEC rules that require six-year retention. The
record retention requirements for funds transfers and transmittals will include, but not be limited
to, the following:
1.

a record of each remittance or transfer of funds, or of currency, checks,

other monetary instruments, investment securities, or credit, of more than $10,000 to a person,
account, or place, outside the United States; and
2.

a record of each receipt of currency, other monetary instruments, checks,

or investment securities and of each transfer of funds or credit, of more than $10,000 received on
any one occasion directly and not through a domestic financial institution, from any person,
account or place outside the United States.
V.

Monitoring of New Rules. The CEO will monitor for all new rules proposed

under Section 311 of the PATRIOT Act by conferring with outside regulatory counsel and
monitoring the Department of Treasury, SEC, and FINRA websites for new rule updates on a
regular basis. The CEO will take all action necessary to ensure compliance with the any newly
adopted PATRIOT Act rules, including but not limited to the adoption or modification of written
supervisory procedures, and making amendments to the Midwest Holding Inc. & Affiliates
internal operating procedures to achieve compliance with any new rules.
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EXHIBIT A
II.

THE MIDWEST HOLDING INC. & AFFILIATES POLICY AGAINST MONEY

LAUNDERING
A.

Generally. Money laundering is the movement of criminally derived funds to

conceal the true source, ownership, or use of the funds. The funds are filtered through a maze or
series of transactions, so the funds are “cleaned” to look like proceeds from legal activities.
All employees are responsible for having a general understanding of money laundering and
immediately reporting suspected money laundering activities to compliance.
B.

Background. The Currency and Foreign Transactions Reporting Act, also known

as the Bank Secrecy Act (“BSA”), and its accompanying regulation, is a tool the U.S.
government uses to fight drug trafficking, money laundering, and other crimes.

Congress

enacted the BSA to prevent financial service providers (such as banks and broker-dealers) from
being used as intermediaries for, or to hide the transfer or deposit of, money derived from
criminal activity. Money laundering schemes may include the use of wire transfers, cash, bearer
instruments, travelers’ checks, money orders, cashiers checks, and other negotiable instruments.
The Company is required to comply with the reporting, recordkeeping, and record retention
requirements of the BSA. The requirements govern the payment, receipt, or transfer of currency
within and into and out of the U.S. and foreign financial transactions and accounts.
C.

Penalties. Participation in a money laundering scheme or the knowing receipt of

proceeds from criminal activities is a crime. The Company and its employees are subject to
severe criminal, civil, and regulatory penalties if they facilitate or participate in money
laundering activities.

Violations by employees may result in internal disciplinary action

including termination.
An employee may be deemed to be facilitating or participating in money laundering by
engaging in a transaction with a client (accept a deposit, arrange a withdrawal, effect a trade,
etc.) when he or she is aware of, or willfully ignores, the fact that the client is engaged in illegal
activities.
D.

Preventing Money Laundering. The following is a summary of the ways the

Company and its employees can avoid money-laundering schemes.
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E.

Risk Indicators When Reviewing Subscriptions
1.

The client exhibits unusual concern for secrecy, particularly with respect

to his, her or its identity, type of business, assets, or dealings with the Company.
2.

Upon request, the client refuses to identify or fails to indicate a legitimate

source for his, her or its funds and other assets.
3.

The client lacks concern regarding risks, penalties, or other transaction

4.

The client appears to act as agent for an undisclosed principal and is

costs.

reluctant to provide information about the principal.
5.

The client has difficulty describing the nature of his, her or its business.

6.

The client lacks general knowledge of his, her or its industry.

7.

For no apparent reason, the client has multiple accounts under a single or

multiple names with a large number of inter-account or third party transfers.
8.

The client, or a person publicly associated with the client, has a

questionable background including prior criminal convictions.
F.

Risk Indicators of Involving Client Activity
1.

A pattern of receipt of funds (particularly from foreign sources) followed

by an immediate request for wire transfer or other disbursement.
2.

Numerous currency or cashier's check transactions aggregating to

significant sums.
3.

Receipt or disbursement of funds inconsistent with the client’s known

business activities and financial situation (i.e., large deposits, receipts, or disbursements of funds
from or to entities with no logical relation to the client’s business).
4.

Requests for disbursements of large sums or attempts to deposit large

sums of cash, money orders, or travelers checks.
5.

Repeated requests for exceptions to cash or travelers’ checks and money

order deposit policies.
6.
G.

Deposits of several cashier checks, all in amounts under $10,000.

Cash or Currency Deposits Not Accepted. The Company does not accept cash

deposits or cash equivalents (money orders, travelers’ checks) or any other forms of client funds
or securities.
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H.

Reporting Requirements. The BSA requires financial institutions to report certain

transactions relating to currency transactions. If the Company would ever receive investor/client
funds or securities, the Company is required to file the following reports:
1.

Report cash or currency deposits of more than $10,000, including multiple

deposits on the same day that would total more than $10,000. A Form 104 is filed with the IRS
to comply with this requirement. Some state regulators also require reporting of currency
transactions.
2.

Report currency or bearer instruments over $10,000 transferred into or out

of the U.S. A Form 105 is filed with the Commissioner of Customs.
3.

Report if the Company has a financial interest in or signature or other

authority over any foreign financial accounts, including bank, securities, or other types of
financial accounts, in a foreign country with an aggregate balance over $10,000 at any time
during the calendar year. A Department of Treasury Form 90-22.1 is to be filed with the IRS on
or before June 30th of the year following the calendar year for such accounts maintained during
the previous calendar year.
I.

Prohibition against Structuring Deposits to Avoid Reporting. Cash or currency

deposits or attempted deposits which appear to be part of a deposit structure to avoid IRS or
Customs’ currency reporting requirements or Company limitations, or are otherwise suspicious,
may not be accepted and must be reported to compliance. Associated Persons are prohibited
from:
1.

aiding or advising a client in structuring a transaction to avoid reporting

2.

holding instruments for deposit on succeeding days; and

3.

transporting cash or cash equivalents or bearer instruments to a bank on

requirements;

behalf of a client.
J.

Investigation of Suspected Money Laundering Activities. The CEO is responsible

for investigating suspected money laundering activities by clients of the Company. The CEO
will notify regulators and law enforcement officials when necessary. The client must not be
informed that the Company is investigating or considering reporting suspicious activities to
regulators or law enforcement officials.
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