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The BSA Examiner is a quarterly newsletter published by Wayne Barnett Software, a Texas Corporation. If you have a question to ask or a story to tell (we promise anonymity), call us at 877-945-4344. 
Case #1 –Starbucks, anyone?
We’ve heard from eight banks and two credit unions in the past three months, that were “strongly encouraged” by their regulator to acquire a BSA system. The banks and credit unions ranged in size from $70 - $160 million in assets. Here’s a compilation of the typical scenario presented by the regulators, to support their recommendation.

1) Husband has an account.
2) Wife has an account.
3) They are signors on each other’s account.

4) They each deposit $6,000 in cash, in separate transactions.
5) The core system doesn’t aggregate these amounts in its daily BSA/CTR report, because the accounts have different primary SSNs.
6) In the past, banks and credit unions were given a pass for not filing CTRs on situations like this because they “didn’t have knowledge” that a reportable transaction occurred.
7) It appears the regulators no longer accept this excuse; in fact, they now say that bank does have the knowledge. Their reasoning is outlined below.
· The bank knows husband and wife are signors on each other’s account—they entered that information into the system.


· The bank knows husband and wife deposited a total of $12,000—they posted the transactions.


· The fact that the core system didn’t aggregate the related transactions and didn’t flag them as reportable does not absolve the bank of its obligation to file a CTR. 
· Management and the board made a conscience decision as to the system the bank will rely on to have knowledge of reportable transactions. If that decision is faulty, the directorate will be held accountable.


The president of a community bank in Illinois recently shared this story with us. 

“The regulators strongly encouraged us to buy a BSA system, after they found nine CTRs we’d missed--none of which were noted in our (core banking system’s) daily BSA report.” 

We asked the president how the examiners found the missed CTRs. “They requested a report of all accounts that have the same mailing address but different primary socials,” she said. “We had Fiserv generate the report; it cost $4,400. I was pissed to spend that much money, since our BSA operations were previously rated as strong; but in just two hours they used the report to find the nine missed CTRs.”

“Ouch!” said the president “Those missed CTRs equaled 15% of all CTRs we filled in 2013. I knew this finding would make the wrap-up meeting contentious … and it was. They minced no words about our need for a BSA system.”

“I initially responded that buying a BSA system would lower our net income by 10%, and that was an unreasonable request,” said the president. “The examiner in-charge responded:”

“We’ve seen good systems that cost less than ½% of your net income. Your after-tax cost will be around $250/month—and I’ll bet that’s a lot less than the fine the bank will pay if we come back next year and again find nine missed CTRs.”

All we can say is WOW! A strong BSA rating at the last exam; a fair rating this time. We spoke with someone at FinCEN who agreed to talk with us anonymously. This is what they said.

“We believe the vast majority of missed CTRs involve unreported taxable income. I pay my taxes, everyone here pays their taxes. Everyone who pays taxes should be livid at banks that help customers avoid their tax liabilities.”

How do missed CTRs and tax avoidance relate, we asked? “Banks that file more CTRs tend to file more SARs too, because they have better knowledge of their customers’ transactions,” said our FinCEN source.  “In my opinion, it’s willful blindness for a BSA officer to say: I’d file the CTRs if I had knowledge of the transactions but our system doesn’t report them.” Our source also said:
“When the board knows it has an operating weakness that causes missed CTRs, and, the board knows this weakness can be resolved for about what it spends on coffee each month … they have consciously decided to conduct business in an unsafe and unsound way.” 

“In the past two years, scores of international banks have learned the cost of being penny wise and pound foolish, when it comes to BSA and OFAC compliance. And it’s not just FinCEN pursuing fines and prosecutions; take a look at what states like New York are doing. All of us here at FinCEN hope that every supervised institution appreciates the responsibility it has to serve our country and report suspicious activity.”

We asked, “Any truth to the rumor that the regulatory agencies are being stricter on BSA compliance, in an effort to stop FinCEN from intruding in the examination process?”

“Gee,” said our source, “I haven’t heard that rumor.” Even though the interview was conducted over the phone, you could hear the smile in their voice.
Wayne Barnett Software (www.barnettsoftware.com) has products that help with BSA/AML compliance, fraud prevention (including ACH CATO avoidance), OFAC and wire transfer operations. Please contact us at 877-945-4344 or at wbarnett@barnettsoftware.com. [image: image1.png]
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