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Overview
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Key Dates

• Adoption Date: 
May 2016

• Effective Date: 
July 11, 2016

• Compliance 
Date: May 11, 
2018

Who’s In

• Banks

• SEC Broker-Dealers

• CFTC Futures 
Commission 
Merchants

• CFTC Introducing 
Brokers

• Mutual Funds

Who’s Out

• Investment 
Advisers

• Private Funds

• Commodity Pool 
Operators

• Commodity Trading 
Advisors

• Money Services 
Businesses

• Insurance 
Companies



Rule Summary
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Beneficial 
Ownership Rule

• Identify and verify beneficial ownership 
information for legal entity customers

AML Rule Changes
• Customer Risk Profile

• Ongoing Monitoring and Updating of 
Customer Information



Beneficial Owners – Two-Prong Approach
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• A beneficial owner of a legal entity customer is each 
individual (if any) who, directly or indirectly, through any 
contract, arrangement, understanding, relationship, or 
otherwise, owns 25% or more of the equity interests of the 
legal entity customer.

Ownership 
Prong

(0 to 4)

• A single individual with significant responsibility to control, 
manage, or direct a legal entity customer.

• Includes (i) an executive officer or senior manager or (ii) 
any other individual who regularly performs similar 
functions.

Control 
Prong
(at least 1)



Legal Entity Customer Definition; Exclusions

Financial Institutions (FI) Regulated by Federal Functional Regulator

Federal and State Agencies/Departments

Entities Exercising Federal or State Governmental Authority

Certain Exchange-Listed Entities and certain Entities at least 51% held by 
Listed Entity

Registered Investment Companies

SEC-Registered Exchanges, Clearing Agencies, Advisers and Others

CFTC-Registered CPOs, CTA, Retail FX, 

Swap Dealers, MSPs

SOX-registered Public Accounting Firms

Bank/Savings and Loan Holding Companies

State-Regulated Insurance Companies

FSOC-Designated Financial Market Utilities

Pooled Investment Vehicles Operated by Excluded FI

Foreign FI in Jurisdictions That Collect Beneficial Ownership of FI

Non-US Gov. Entity Not Engaged in Commercial Activities

Legal Entities That Open Private Banking Accounts

Legal Entity Customers

Corporations,

LLCs and similar entities,

General Partnership,

Similar-type foreign entities,

Statutory Trusts
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Additional Carve-Outs
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Control Prong Only

• Pooled Investment Vehicles operated or advised by financial institutions that are excluded from 
Legal Entity Customer Definition

• Established Nonprofit Corporations 

Intermediated Accounts

• If CIP Rule guidance lets a financial institution treat an intermediary (and not the intermediary’s 
customers) as its customer, the financial institution can treat the intermediary as its customer for 
purposes of the CDD rule

• Includes guidance issued jointly by FinCEN and other federal functional regulators

Others

•Certain point-of-sale retail credit cards

•Certain postage-product financings

•Certain insurance premium financings

•Certain equipment purchases and leases



Perspectives and Issues

7

AML Program Requirements 

Risk Profiles 

Customer Due Diligence versus Due Diligence

Agreements

Financial Institutions

Pooled Investment Vehicles

Foreign Financial Institutions



Anti-Money Laundering Program Requirements
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Risk-Based

• Understanding the nature and purpose of customer relationships
• Intended to “reflect existing practices to satisfy SAR reporting obligations”
• Level of monitoring to vary across accounts based on risk
• Includes beneficial ownership information

Ongoing Monitoring and Updating of Customer Information

• Event-driven monitoring, not a categorical requirement for continuous updating

• Triggered when financial institution becomes aware of information about the 
customer in the course of normal monitoring relevant to assessing the risk 
posed by a customer



Covered Financial 
Institutions must 
have Customer 

Risk Profiles

FFIEC Manual 
Risk Matrixes as 

Guides

Risk Profiles
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https://www.ffiec.gov/bsa_aml_infobase/documents/BSA_AML_Man_2014_v2.pdf

https://www.ffiec.gov/bsa_aml_infobase/documents/BSA_AML_Man_2014_v2.pdf


When Does the Rule Apply?

Beneficial Ownership Rule

• At account opening

• When becoming aware of 
information during the 
course of normal risk-
based monitoring

• At the discretion of the 
financial institution

Due Diligence Rule

• For all accounts

• When becoming aware of 
information during the 
course of normal risk-
based monitoring

• At the discretion of the 
financial institution
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Agreements
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Customer-Facing Agreements

Reliance Agreements

Contractual Delegation to Service Providers

Clearing Agreements

Subscription/Private Placements Agreements



Financial Institution Definition – Potential Ambiguity
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General Definition of “Financial Institutions”

• Only specifically includes certain banks, broker-dealers, money services 
businesses, telegraph companies, casinos, card clubs, certain entities 
supervised by a state or federal banking regulator, FCM, IBM, and mutual 
funds.

• This definition does not appear to include registered investment advisers, 
CFTC CPOs and CTAs, or foreign financial institutions. 

Preamble to Definition

• When used in this chapter and in forms prescribed under this chapter, where 
not otherwise distinctly expressed or manifestly incompatible with the intent 
thereof, terms shall have the meanings ascribed in this subpart.



Pooled Investment Vehicles
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Excluded from 
Definition of 
Legal Entity 

Customer

• A pooled investment vehicle operated 
or advised by a financial institution 
excluded from the definition of a 
Legal Entity Customer

Subject to 
Control Prong

• A pooled investment vehicle operated 
or advised by a financial institution 
that is not excluded from the 
definition of a Legal Entity Customer



Is the foreign financial institution established in a jurisdiction where 
its regulator maintains beneficial ownership information about it? 

•Resource:  Financial Action Task Force (FATF)

•http://www.fatf-gafi.org/

•Home Country Regulators

Foreign Financial Institutions
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https://www.fsa.go.jp/index.html
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