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NASD Notice to Members 97-13

Executive Summary

The Department of the Treasury’s
(Treasury) amendments to the Bank
Secrecy Act (BSA), which facilitate
tracing funds through the funds-
transmittal process, became effective
May 28, 1996. For transmittals of
funds of $3,000 or more, broker/
dealers are required to obtain and
keep certain specified information
concerning the transmittor and the
recipient of those funds. In addition,
broker/dealers must include this
information on the actual transmittal
order.

Questions regarding this Notice may
be directed to Samuel Luque, Jr.,
Associate Director, Compliance,
NASD Regulation, Inc., at (202)
728-8472; or Susan DeMando, Dis-
trict Coordinator, Compliance,
NASD Regulation, Inc., at (202)
728-8411.

Background

The BSA authorizesthe Treasury to
require financia ingtitutions, includ-
ing broker/deslers, to keep records
and file reports about the source, vol-
ume, and movement of fundsinto
and out of the country and through
domedtic financia ingtitutions. In
1992, the Annunzio-Wylie Anti-
Money Laundering Act (1992
Amendment) amended the BSA to
give the Treasury and the Board of
Governors of the Federal Reserve
System (Fed.) joint authority to pre-
scribe regulations for maintaining
records of domestic and international
transmittals of funds.

In April 1993, the Treasury and the
Fed. published ajoint proposal with
amendments to the BSA for funds
transfers, which was adopted in final
formin early 1995 (Joint Rule). The
Joint Rule requires additional record-
keeping related to certain funds
transmittals and transfers by
broker/dealers and other financial
ingtitutions. At the same time, the

Treasury adopted acompanion rule
(Travel Rule or Rule) that requires
financial ingtitutions to include on
transmittal orders certain information
that must be retained under the new
recordkeeping requirements. Mem-
bers may refer to Noticesto Members
96-67, 95-69, 95-88, and “For Your
Information” in the April 1996
Notices to Members for additiond
information on these amendments.

Questions And Answers

Listed below are frequently asked
questions about the recordkeeping
rules for transmittals of fundsand
funds transfers under the BSA. As
with Notice to Members 96-67,
which was aso in a question-and-
answer format, thisinformation is
not meant to be comprehensive and
does not replace or supersede the
terms of these provisions. NASD
Regulation™ appreciatesthe assis-
tance of the Treasury’s Financia
Crimes Enforcement Network
(FINCEN) in the preparation of this
Notice.

Q1. What travel requirements are
in effect?

Al: ARuleisinplace[31CFR
103.33(g)] that requires al
financia ingtitutions to pass on
certain information to the next
financia ingtitution when pro-
cessing funds transmittals.
This Rule complements the
Joint Rule[31 CFR 103.33(e)
and (f)].

Q2: Whoissued thisRule?

A2: TheTravel Rulewasissued by
FinCEN of the U.S. Department
of the Treasury.

Q3. Areadl transmittals of funds
subject to this Rule?

A3:  No. Only transmittals of funds
equa to or greater than $3,000
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Q4.

A4

Q5:

A5:

(or itsforeign equivalent) are
subject to thisRule. In addi-
tion, transmittals of funds gov-
erned by the Electronic Funds
Transfer Act (Reg E) or made
through an ATM or point of
sale system are not subject to
thisRule.

When did this new Rule take
effect?

This Rule took effect on May
28, 1996.

What arethe Travel Rul€'s
requirements?

All transmittor’s financia
institutions must include and
send thefollowing in the trans-
mittal order:

« the name of the transmittor;

« the account number of the
transmittor, if used;

« the address of the
transmittor;

« theidentity of the transmit-
tor’sfinancia ingtitution;

« the amount of the transmitta
order;

« the execution date of the
transmittal order;

« theidentity of the recipient’s
financial institution;

and, if received:
« the name of the recipient;
« the address of the recipient;

« the account number of the
recipient;

* any other specific identifier
of therecipient.
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Anintermediary financia
institution must passon al of
the information it receives
from atransmittor’s financial
ingtitution or the preceding
intermediary financia institu-
tion, but has no general duty to
obtain information not provid-
ed by the transmittor’s finan-
cid ingtitution or the preceding
intermediary financid institu-
tion. Exceptions are noted
below in Question # 6.

However, if the system used to
effect the transmittal of funds
(e.g., the Fedwire System) is
not currently designed to meet
these requirements, the name,
address, and account of the
transmittor, and the identity of
the transmittor’s financial insti-
tution need not be passed on,
until such time as the bank that
sends the order to the Federal
Reserve Bank or otherwise
completes its conversion to the
expanded Fedwire message
format.

Note: In“ For Your Informa-
tion” inthe April 1996 Notices
to Members, it was sated that
NASD membersthat transmitted
ordersto another financial ingti-
tution through a software appli-
cation programthat follows the
format of the Fedwire could not
avail themselves of thisrelief.
However, sincethat publication,
the Treasury has amended its
regulations so that relief is
extended to these Stuations.

Moreover, if any lawful order
isreceived a, or if arequest
from another financial institu-
tionismadeto arecipient’s
financia ingtitution, that finan-
cia ingitution must go back to
the transmittor’s financia insti-
tution, or any other preceding
financia institution, if the
transmittor’sfinancia institu-

Q6:

AB:

QT:

AT:

tion isunknown, and retrieve
information not included in the
transmittal of funds dueto sys-
tem limitations.

Arethere any exceptionsto
these requirements?

Yes. If the transmittor and the
recipient are the same person,
and the transmittor’s financia
institution and the recipient’s
financial ingtitution arethe
same domestic bank or domes-
tic securities broker, then the
transaction is excepted from
the requirement contained in
these new rules.

In addition, if both the trans-
mittor and the recipient,
defined as the beneficia recipi-
ent, are any of the following,
then the transmittal of fundsis
not subject to theserules:

» domestic bank;

» wholly owned domestic sub-
sidiary of adomestic bank;

e domestic broker or dedler in
securities;

* wholly owned domestic sub-
sidiary of adomestic broker or
dealer in securities;

 United States;

» federal agency or
instrumentality;

* state or local government;

* state or local agency or
instrumentdality.

Does this Rule require any
reporting to the government of
any information?

No. However, if abroker/deal-
er isaparty to the transmittal
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Q8:

A8:

Qo9:

A9:

of funds, and if that transmitta
seemsto the broker/dedler to
be suspicious, then a broker/
dealer may chooseto filea
suspicious activity report with
the Treasury. Note: It isantici-
pated that in 1997, broker/
dealerswill be added to the list
of financial ingtitutions that
are subject to the BSA's suspi-
cious activity reporting
requirement. Currently, banks
must file reports of suspicious
activity (whether or not that
activity involves a transmittal
of funds) to the Treasury.

How long does afinancid ingti-
tution have to keep records
required by these new rules?

Fiveyears.

Whét is the benefit of thisRule
to the public?

Law enforcement authorities
have identified for the Trea
sury instances in which
records maintained by finan-
cial ingtitutions were incom-
plete or insufficient and
thereby hampered criminal
investigations. In addition, in
certain criminal investigations,
financial ingtitutions were
unable on atimely basisto
provide law enforcement
authorities with useful finan-
cial records of transmittals of
funds. This Rule was created
to ensurethat in crimina
investigations, aswell astax or
regulatory proceedings, suffi-
cient information would be
availableto quickly enable
authorities to determine the
source of the transmittal of
funds and itsrecipient. Finally,
it is anticipated that this Rule
will permit law enforcement
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Q10:

A10:

Q11:

All:

Q12

Al12:

authoritiesto more easily
determine the partiesto a
transaction.

What isa“financia ingtitu-
tion” for the purposes of this
Rule?

The term “financia ingtitution”
includes most importantly:
banks; securities brokers or
dedlers; casinos subject to the
BSA; and money transmitters,
check cashers, currency
exchangers, and money order
issuers and sellers subject to
the BSA. Please see 31 CFR
103.11 for more information.

Does this Rule treat banks and
non-bank financial institutions
differently?

No. Banks and non-bank
financid ingtitutions are treat-
ed identically under the Travel
Rule.

Wheat are some of the implica-
tions of the Travel Rulefor
financia institutions subject to
this Rule?

The most important implica
tion isthat financid institu-
tions must be aware that if a
transmittal of fundsinvolves
both bank and non-bank finan-
cial ingtitutions, each financial
ingtitution must carefully ana-
lyze and understand al of the
definitionsthat apply to itsrole
in the transmittal of funds.
Thisisimportant because the
Rul€'s requirements on finan-
cia indtitutions differ, depend-
ing on what role afinancial
ingtitution plays (i.e, atrans-
mittor’s, an intermediary’s, or
arecipient’sfinancia institu-
tion) in atransmittal of funds.

For example, in asituation in
which the customer of a secu-
rities broker/deder initiates a
transmittal of fundsthat is sent
through a bank, that bank isan
intermediary financial institu-
tion for the purposes of the
Travel Rule and the broker/
deder isthe transmittor’s
financial institution.

The next important implication
isthat financia ingtitutions
must carefully understand the
role of the succeeding financia
ingtitution in the chain of each
transmittal of funds, particular-
ly where atransmittal of funds
moves from a bank to anon-
bank, or viceversa. Thisis
important because the Travel
Rul€e's requirement to pass
information to the next finan-
cia indtitution in the chain
implicitly requires financial
ingtitutions that effect transmit-
tals of fundsto coordinate the
transfer of information
required by these new rules.

Finaly, asthe range of ser-
vices offered by financia insti-
tutions expands, financia
institutions must recognize that
asingletransmitta of funds
may involve two or more
fundstransfer systems (e.g.,
SWIFT, CHIPS, Fedwire). In
such cases, it isimportant that
each financial ingtitution
understand itsrole(s) insuch a
complex transmittal of funds,
because its duties under this
Rule arise from itsrole(s) in
the transmittal of funds.

Q13: What isthereationship

between the terms used in this
Rule and those used within
Article 4A of the Uniform
Commercia Code (UCC)?
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A13: ThisRuleusestermsthat areintended to parallel to those used in UCC Article 4A, but that are applicableto all
financial ingtitutions, as defined within the BSA'simplementing regul ations.

Termsfor all financial institutions UCC 4A terms
Transmittal of funds Funds transfer
Transmittal order Payment order
Transmittor Originator
Transmittor’s financial ingtitution Originator’s bank
Intermediary financial institution Intermediary bank
Recipient’s financia institution Beneficiary’s bank
Recipient Bendficiary

Receiving financia ingtitution

Sender

Do the terms created in this
regulation apply to transmittals
of fundsto or from anywhere
in the world?

Q14

A14: Yes. However, the require-
ments of the BSA apply only
to activities of financia ingtitu-
tions within the United States.
Thus, for example, part, but
not al of an international
transmittal of funds can be

subject to the Travel Rule.

Isthis Rule limited to wire
transfers?

Q15:

A15: No. Theterm transmittal of
funds includes other transac-
tions and transfers besides
wiretransfers or electronic
transfers.

Q16: What are examples of trans-
mittals of fundsthat are not
wiretransfers?

A16: Financia ingtitutions some-
times effect transmittal's of
funds using correspondent
accounts or journal entry trans-
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Sender

fers, such as “due from” and
“dueto” accounts. In such
cases, covered transmittals of
funds have occurred even
though no wire transfer
occurred.

In addition, a check can be the
transmittal order within a
transmittal of funds. Thislim-
ited case occurs when Cus-
tomer 1 goesinto Financial
Ingtitution A and ordersa
transmittal of funds be sent to
Customer 2 at Financia Insti-
tution B. Financia Institution
A, perhaps becauseitisa
small financial institution or
because the transaction
involves afunction (such asa
trust) thet is segregated from
therest of the financia ingtitu-
tion, sends a check, payable to
Financia Ingtitution B, directly
to Financial Ingtitution B, and
does not send the check direct-
ly to Customer 1 or to Cus-
tomer 2. This check must be
Financid Ingtitution A'sown
check (however, it need not be
drawn on Financia Institution

Q17;

Alr:

Receiving bank

A), and not the check of the
customer. This check contains
with it instructions to have
Financia Ingtitution B subse-
quently credit Customer 2's
account. In such acase, the
check and itsingtructions are
the transmittal order effecting
atransmittal of funds.

How should aggregated trans-
mittals of funds be treated?

Thisisadtuation where a
financia institution pools
many separate requests for
transmittals of fundsinto one
pooled transmittal of funds.

Whenever afinancid ingtitu-
tion aggregates separate trans-
mittals of funds from separate
transmittors, the transmittor’s
financia institution itself
becomes the transmittor, for
the purpose of the Travel Rule.
Conversely, any time afinan-
cial indtitution pools separate
recipients from separate trans-
mittals of funds, the recipient’s
financia institution itself
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Q18

A18:

becomes the recipient, for the
purpose of the Travel Rule.

For example, if amoney trans-
mitter hasfive customerswho
wish to have funds disbursed to
five separate recipients at asep-
arate broker/dedler, and the
broker/dealer uses abank to
effect the movement of funds,
the bank might aggregate the
five separate customers. In such
an ingtance, the bank may list
asthe trangmittor for the pur-
poses of the Travel Rulethe
transmittors’ broker/dedler, and
the recipient asthe recipients
broker/dealer. However, the
transmittors’ broker/desler
itsdlf isindependently obligated
“tomaketravel” therequired
information to the recipients
broker/dedler. Thus, theinfor-
mation is still required to *trav-
e’ in an aggregated transmittal
of funds, although not necessar-
ily in the same manner or by
the same partiesasin anon-
aggregated transmittal of funds.

How should joint party trans-
mittals of funds be treated?

If, for example, Ms. A and Ms.
B, sigters, with different names
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Q19:

and addresses, jointly act asthe
transmittor or asthe recipient.
In such cases, it may beimpos-
sbleto transfer al the informa-
tion required under the Travel
Rule. In thisinstance, the Trea-
sury suggeststhe following:

When atransmittal of fundsis
initiated by more than one
transmittor, or sent to more
than one recipient, the trans-
mittor’sfinancial ingtitution
may select one transmittor, or
one recipient, as the person
whose information must be
passed under the Travel Rule.
Inal casesinvolving atrans-
mittal of fundsfrom ajoint
account, the account holder
that ordered the transmittal of
funds should be identified as
the transmittor on the transmit-
tal order. Please note that for
the Joint Rule [31 CFR
103.33(e) and (f)], records
must still be kept on al parties.

How should afinancia ingtitu-
tion treat a customer who uses
acode name or a pseudonym,
or a customer who has request-
ed that the financial institution
hold hig’her mail?

A19:

Q20:

A20:

In al such cases, the financid
ingtitution must use the cus-
tomer’s true name and the cus-
tomer’s address. Theuse of a
code name, or pseudonym, is
prohibited. Similarly, afinan-
cial ingtitution must not use the
financial ingtitution’s own
address, except wherethat is
the actua address of record of
the person.

To whom can afinancia insti-
tution go, should it have fur-
ther questions?

Any financid institution may
contact its primary BSA exam-
ination authority, or FiNCEN at
(800) 949-2732 or (703) 905-
3920. In addition, FinCEN
publishes information regard-
ing money laundering, which
isagreat area of concern, and
the impetus behind the Joint
and Travel Rules, on the Inter-
net at http://Amww.ustreas.gov/
treasury/bureaus/fincen/.

© National Association of Securities Dealers, Inc.
(NASD), March 1997. All rights reserved.
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