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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), please call us at 877-945-4344. 

Case #1—No question about it.
On May 11, 2016 FinCEN issued three new rules for Bank Secrecy Act compliance. The rules are commonly known as the “Beneficial Ownership Rules” and we’ve listed them below.
1. Banks must identify the “beneficial owners” (BOs) of any account that’s not a personal or exempt account. 
2. Financial Institutions (FIs) must be able to identify entities that have common BOs. It must also determine how the common ownership effects its BSA risk profile.
3. FIs must have a system that actively searches for unusual transactions. When such transactions are found, the FI must contact the customer and verify its BO list is up-to-date.
Voluntary compliance started July 11, 2016; mandatory compliance begins on May 11, 2018. The rest of this newsletter provides guidance on complying with the new rules.

Beneficial owners

A person is a beneficial owner if they meet one of the following criteria:

1) The person owns, directly or indirectly, 25 percent or more of the equity interests of the company opening the account.
2) The person has significant responsibility for managing the company. FinCEN offered the following examples of job titles that qualify for this designation: CEO, CFO, COO, Managing Member, General Partner, President, Vice President and Treasurer.

When a new account is opened, the following information must be obtained for each beneficial owner:

I. Name

II. Address

III. Date of birth

IV. Social security number (or passport number if not a U.S. citizen).
The person opening the account must provide copies of documents that substantiate this information for each BO (for example, driver’s license & social security card). Unlike CIP, copies of substantiating documents are acceptable. 
Changes in ownership and company management are subject to the same verification 

requirements—even for accounts that were opened prior to the issuance of these rules. However, there’s no requirement to periodically update BO information. Rather, the update requirement is event-driven: when you detect a significant change in the customer’s activity (for example, significant IAT activity when there was none before), it will be incumbent on the FI to verify the BOs.
Customer relationships

As a general rule, shell companies have almost no assets and can cease operations with little or no repercussions to the owners. They are often used to launder funds and avoid tax obligations. 

For years, banks have been encouraged to include associated shell companies when analyzing the transactions of customers for suspicious activity. However, there was no requirement to know the owners of shell companies—so most banks lacked the knowledge to combine related-party transactions. The new BO rules require banks to know the owners and managers of shell companies, and, to analyze the entire related-party relationship when looking for suspicious activity.
But that’s not all: FIs will have to look for unusual activity in personal relationships too. The reason for this: the majority of tax evasion is done by sole proprietorships. If a group of accounts at a bank has one or more common signors, the accounts will be considered related, and cash, wire and ACH transactions will have to be combined to determine if suspicious activity has occurred.
Monitoring activity
“We currently recommend that banks ask about a customer’s normal anticipated activity, when an account is opened.” said a senior regulatory official we spoke with. “Going forward, we plan to alter that approach. We think it’s better for banks to ask a new customer if they anticipate having unusual cash, wire or ACH activity. So, for example, if a new customer says she expects to deposit $30,000-$50,000 a month in cash and her reason for doing so appears valid, the bank won’t file a SAR when the activity occurs. If the cash increases to $80,000, the bank will want to contact the customer and inquire about the increase. It can also use this opportunity to update the BO list.”
How will the regulators define “unusual activity”, we asked? “We won’t; that’s the bank’s job, not ours. But if I was the BSA officer at a community bank, I’d rely on the amounts that trigger a SAR. If a personal relationship has more than $5,000 a month in cash or wires, or $10,000 in ACH, I’d consider that unusual. For commercial relationships, it depends on the size of the customer. But, please, don’t get caught-up on the amounts. The important thing is the customer’s disclosure of the anticipated activity and the bank’s determination that it seems reasonable. And then when unusual activity is detected, the bank will have to verify the BO list and decide if a SAR is warranted.”
“One last thing,” said the regulator. “The total cost to conform with the new BO rules is forecasted to be high—as much as $290 million a year. This demonstrates FinCEN’s belief that banks must have a system like yours or Verafin to meet the new customer due diligence requirements. If an examiner finds unusual activity that a bank failed to detect, and that bank is relying on manual BSA procedures, a C&D will likely be issued. There won’t be many second chances to get this one right.” 
For less than half of what Verafin, GlobalVision and JHA charges, we can supply comparable systems and OFAC checking (and we won’t brow-beat you into submission with frequent phone calls). For just slightly more than you’re paying Bridger or Watchdog for OFAC checking, we can supply our full suite of services.
We are Wayne Barnett Software and we have products that help with fraud prevention, customer modeling & risk analysis, BSA/AML compliance, OFAC compliance, wire transfer operations and customer-knowledge management. Our products are affordable, easy to use and designed to run in-house. 

We offer a 30-day free trial, a la cart systems (so you only buy what you need) and annual contracts. We will work hard to earn and keep your business; all we ask is that you please give us the chance. We can be contacted at 
877-945-4344 or wbarnett@barnettsoftware.com.[image: image1.png]
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