The BSA Examiner©
A Quarterly Publication from Wayne Barnett Software

Volume 80, 1st Quarter 2021
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 469-464-1902. 

Case #1—Changes are coming, some will be favorable.
On January 1, 2021, the National Defense Authorization Act NDDA) was approved by the U.S. Congress, with the Senate voting to override then-President Trump’s veto. 
Incorporated with the NDDA were two additional acts: Corporate Transparency Act (CTA) and Anti-Money Laundering Act of 2020 (AMLA). Both acts will impact daily operations at financial institutions. Please allow us to offer insights to some of the changes. 

1. FinCEN will implement a system to record beneficial ownership for all qualifying companies. The law gives FinCEN one year to complete this task, once it formulates a plan for doing so.
A. Companies that currently qualify for beneficial ownership reporting will be given two years to register with FinCEN. 

B. New companies are to file with FinCEN concurrent with their state registrations.
C. Changes to beneficial ownership must be promptly reported to FinCEN. 
D. FinCEN will issue an “Identifier” (a.k.a. FinCEN ID) to each registered entity. Likewise, a FinCEN ID will be issued to each beneficial owner.

1) A beneficial owner will only have one FinCEN ID, regardless of the number of businesses he/she beneficially owns.
E. In most instances, once the new system is implemented, banks will no longer be required to maintain beneficial ownership information.

1) It’s anticipated the regulators will direct financial institutions to “provisionally open” accounts for entities that are lacking a FinCEN ID. 
a) Banks will be obligated to obtain beneficial ownership information for entities and owners that are awaiting a FinCEN ID.

b) If the FinCEN IDs are not acquired within a reasonable period, the account will have to be closed.

2) Accounts that are provisionally opened will require enhanced monitoring. 
a) The financial institution should have a clear understanding about the customer’s expected transaction activity. 
b) Material variances will require an explanation from the customer.

c) Accounts must be closed when it appears they were opened with deception. 

FinCEN estimates 10 million companies qualify for beneficial ownership registration; each year, two million new qualifying companies are formed. The initial work for this project is extensive and has not yet started. The good news: this change will ease the recordkeeping burden for financial institutions. The bad news: it will take a few years for that to happen.
2. Financial institutions will be strongly encouraged to implement BSA systems that “… utilize machine-learning and other data analytics …” to identify suspicious activity.
A. We’re often asked to explain what is meant by “machine learning” (ML) and “artificial intelligence” (AI). In this instance, ML & AI mean the same thing: using past data to predict future trends. For example:
1) A bar on the Texas coast that deposits $120,000 in cash in March really hasn’t done anything suspicious, if the March deposits are in-line with what the customer did the prior year. 

2) But a scooter rental store that had $18,000 in cash deposits in October of 2020 may be doing something suspicious, if it deposits $60,000 in October of 2021. 

3) It’s not the amount that makes customer activity suspicious. Rather, it’s the degree to which the activity varies from what’s expected.

B. Our form of ML/AI uses simple averaging and a bank-determined growth factor, to identify worrisome activity. (We find that 20% growth in activity is normal for a successful business.)

1) Other vendors have more esoteric algorithms. For example: does a month have four or five weekends. (A month has five weekends twice every 7 years.)
2) It will be up to each financial institution to determine what type of ML/AI is the best fit.
C. Companies that provide BSA software to financial institutions are now required to disclose their data-analysis algorithms to the federal regulators.
1) The regulators have requested this information for years; unfortunately, most BSA software companies refuse to provide it. 

2) The regulators apparently grew tired of this fight. They had Congress stipulate in AMLA that providing algorithm information is mandatory. 
3) This law went into effect January 1, 2021. 
D. We anticipate most BSA software vendors will refuse the regulators’ orders for algorithmic information; that will put banks in a precarious situation. 
1) We recommend you contact your BSA software vendor now and inquire about their plans for complying with the new law. 
2) It’s likely the vendors will eventually comply; you should be prepared for regulatory angst until they do.
We provide great systems, sound advice, 24x7 support and the best prices in the industry. We also make it easy for you to verify the correctness of our algorithms. Bottom line: we got ya’ covered.
We are Wayne Barnett Software and we’d be honored to serve you and your bank. Please check our reference and give us a chance to earn your business. Our e-mail is wbarnett@barnettsoftware.com. Our phone number is 469-464-1902. Thanks for reading our newsletter.[image: image1.png]
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