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LEGAL DISCLAIMER

This presentation is for general informative purposes only, is not a
comprehensive statement of The Corporate Transparency Act or
any other law or regulation and should not be construed or relied
upon as legal advice. If you have questions concerning your

circumstances, please consult your attorney.
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Backqground

The Corporate Transparency Act (“CTA”) is a federal law, passed with bi-partisan
support, first signed into law in 2021.

The stated intent of the Act is to establish federal legislation for the collection of
beneficial ownership information of Reporting Companies in order to "(A) set a
clear, Federal standard for incorporation practices, (B) protect vital United States
national security interests, (C) protect interstate and foreign commerce, (D) better
enable critical national security, intelligence, and law enforcement efforts to
counter money laundering, the financing of terrorism, and other illicit activity; and
(E) bring the United States into compliance with international anti-money
laundering and countering the financing of terrorism standards."



Background Cont.

Historically, there’s been a lack of state law requiring companies to identify
beneficial owners, which has enabled bad actors to conceal illicit activities
through the use of shell companies to own businesses.

The Act requires that all corporations, limited liability companies and “other
similar entities” that are formed within any U.S. State (including the District of
Columbia, Puerto Rico and other U.S. Territories) or Indian tribe, as well as
foreign entities that are registered to do business in the U.S. (collectively,
“Reporting Companies”) disclose certain information regarding their beneficial
owners (“Beneficial Owners”), as well as information about the individuals
responsible for creating such entities, such as attorneys, corporate registered
agents, etc. (“Company Applicants™).



Background Cont.

The Financial Crimes Enforcement Network (“FinCEN”) is the division of the U.S.
Treasury Department charged with implementing and enforcing the CTA.

Information regarding Reporting Companies and their Beneficial Owners and
Company Applicants is required to be submitted to FINCEN via a portal available
online on FINCEN’s website: www.fincen.gov/boi













Components of CTA

What is a “Reporting Company™?
Who is a “Beneficial Owner”?
Who is a “Company Applicant”?

What Information Must be Reported?
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What is a “Reporting Company”?
A corporation, limited liability company, or other entity that is:

I. created by the filing of a document with the secretary
of state or similar office under the laws of a state or
Indian tribe:; or

ii. formed under the law of a foreign country and
registered to do business in the United States by the
filing of a document with the secretary of state or similar
office under the laws of a state or Indian tribe.
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What is NOT a “Reporting Company” subject to the CTA?

« 20+ types of entities are exempted from the definition and therefore
do not have to comply with the reporting requirements applicable to
Reporting Companies

* Notable types of exempt entities:

Many financial services companies including banks, investment companies,
insurance companies, investment advisers, insurance producers subject to
state regulation, credit unions, and certain accounting firms

Several types of 501(c) organizations including churches, nonprofit
organizations, and charities

Publicly traded companies

Public utilities

Large private companies (see following slide)
Wholly owned subsidiaries of an exempt entity
Inactive entities (see following slide)
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All Exemptions
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Large private company exemption
Any entity that:

« employs more than 20 employees on a full-time basis in the United States;

Note:

Employees must average 30 services hours per week or 130 service hours per month to be considered, with other
adaptations for non-hourly employees

Entity seeking exemption must directly employ the employees — employees may not be consolidated

» shows $5 million or more in gross receipts or sales in the aggregate from U.S.

sources in its previous year’s income tax return; and
Note:
Entity that files a consolidated return can use amount reported on return for the consolidated group.
* has an operating presence at a physical office in the U.S.

Note:
Must be a physical office and not shared space (other than shared space with affiliates).
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Inactive entity exemption

Any “inactive” entity that:
* was in existence on or before January 1, 2020;

IS not engaged in active business;
is not owned by a foreign person, whether directly or indirectly, wholly or partially;

has not experienced any change in ownership in the preceding twelve-month
period;

has not sent or received any funds in an amount greater than $1,000, either
directly or through any financial account in which the entity or any affiliate of the
entity had an interest, in the preceding 12-month period; and

does not otherwise hold any kind or type of assets, whether in the United States
or abroad, including any ownership interest in any corporation, limited liability
company, or other similar entity
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Who is a “Beneficial Owner”?

“Beneficial Owner” means, with respect to an entity, an individual who, directly or

indirectly, through any contract, arrangement, understanding, relationship, or
otherwise:

1.

exercises substantial control over the entity; or

*Indicators*
» Senior officers
» Authority over appointment or removal of a senior officer or majority of directors (or similar body)

» Direction, determination, or decision of, or substantial influence over, important matters of the reporting
company

. owns or controls, directly or indirectly, not less than 25 percent of the ownership interests

of the entity.

*Important Considerations*

» Covers all ownership interests of any class or type (including warrants, options and profits interests)

» Debt instruments could be considered if they enable the holder to exercise the same rights as one of the

ordinary ownership interests, including the ability to convert the instrument into the ordinary ownership
interests
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Beneficial
owners —

Substantial Control
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Beneficial
owners —

Holder, directly or indirectly,

of 25% or more of the
“ownership interest”
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Who is NOT a “Beneficial Owner”?

1.

a minor child as defined in the state in which the entity is formed (must report
information of the parent or guardian of the minor child);

an individual acting as a nominee, intermediary, custodian, or agent on behalf of
another individual (must report information of individual whom nominee is
acting);

an individual acting solely as an employee of a reporting person and whose
control over the economic benefits from such entity is derived solely from the
employment status of the person (excludes “senior officers”);

an individual whose only interest in a reporting company is through a right of
inheritance; or

a creditor of a reporting person, unless the creditor meets the requirements of a
“beneficial owner” based on substantial control or ownership or control of not
less than 25% of the ownership interests.
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Who is a “Company Applicant”?

A “Company Applicant” is an individual who either:

1. directly files the document that creates a domestic reporting company or first registers a
foreign entity to do business in the U.S.; or

2. is primarily responsible for directing or controlling the filing of the relevant document by
another, if more than one individual is involved in the filing.
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What information must be reported?

NOTE: Reporting
Companies formed
before January 1, 2024,
do not need to report
Company Applicant
information, and no
Reporting Company
needs to update
Company Applicant
information.
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What information needs to be reported if an entity is exempt from the

“Reporting Company” definition, per the exemptions described
above?

1. An entity that is exempt does not, itself, need to file a report regarding its Beneficial
Owners or its Company Applicant(s).

2. If an exempt entity qualifies as a “Beneficial Owner” of another entity that is a “Reporting
Company” and thereby needs to be disclosed on the beneficial owner report for such

Reporting Company, the exempt entity simply needs to disclose its legal name (or
FINCEN ID).
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What is a FInCEN ID?

1. Any individual or entity that might be a “Beneficial Owner” or “Company Applicant” for
one or more other business entities may instantaneously obtain a FInCEN ID by filing an
application containing the information otherwise required to be supplied by such
individual or entity in connection with the filing of a beneficial owner report.

2. The FInCEN ID application may be found here: https://fincenid.fincen.gov/landing.

3. Once a FinCEN ID is obtained, only the FInCEN ID needs to be disclosed by such
individual or entity on any future beneficial owner report pertaining to the individual or
entity.

4. A “Reporting Company” may also check a box to receive its own FINCEN ID at the time
that the Reporting Company submits its beneficial owner report.
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Reported?




Initial Reporting Requirements

» For any Reporting Company that has been formed or registered before January 1, 2024:

not later than January 1, 2025.

» For any Reporting Company formed or registered in_calendar year 2024: information
must be reported not later than 90 days after formation (i.e. the filing of the
Certificate/Articles with the applicable Secretary of State’s office).

» For any Reporting Company formed or registered in calendar year 2025 or afterwards:
not later than 30 days after formation (i.e. the filing of the Certificate/Articles with the
applicable Secretary of State's office).
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Updates

» |If there is any change to the reported information about a Reporting Company or its
Beneficial Owners, you must file an updated report no later than 30 days after the date of
the change.

NOTE:
* There is a 90 day safe harbor for corrections of inaccurately reported information.

» I've received many questions about Driver’s Licenses. You only need to report a change to
your Driver’s License (including by uploading a new photo of your driver’s license) if: (a)
your name changes, (b) the state of issuance changes, (c) your mailing address changes,
(d) your Driver’s License ID# changes (which should only occur if you request a change,
presumably as a result of identity theft). Get your Driver’s Licenses updated with your
correct address!

» Exempt entities that no longer meet an exemption are required to submit to FINCEN the
required beneficial ownership report not later than 30 days after the exemption ceases.
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Information?




Who may access and use information submitted in a beneficial owner
report?

U.S. Federal agencies engaged in national security, intelligence, or law enforcement
activity

State, local, and Tribal law enforcement agencies

Foreign law enforcement agencies, judges, prosecutors, central authorities, and
competent authorities (foreign requesters)

Financial institutions using information to facilitate compliance with customer due
diligence (CDD) requirements under applicable law (Note: the consent of the Reporting
Company is required in this case)

Federal functional regulators and other appropriate regulatory agencies acting in a
supervisory capacity assessing financial institutions for compliance with CDD
requirements under applicable law

Treasury officers and employees

Note: The CTA has confidentiality rules and restrictions applicable to these parties, and
there are enhanced penalties in the event there is unauthorized use, access or disclosure
of reported information by these parties.
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Penalties for noncompliance with the CTA

Individuals and entities obligated to report information:

Civil penalties of up to $500 for each day that a violation continues or has not been
remedied; and

Criminal penalties including fines of up to $10,000 and possible imprisonment of up to
two (2) years for any person who willfully (i) provides, or attempts to provide, false or
fraudulent beneficial ownership information, or (ii) fails to report complete or updated
beneficial ownership information to FINCEN.

Individuals and entities authorized to use/access reported information:

Civil penalties of up to $500 for each day that a violation continues or has not been
remedied; and

Criminal penalties of up to $250,000 and possible imprisonment of up to five (5) years for
any person who knowingly discloses or knowingly uses BOI obtained by that person
from a report submitted to, or an authorized disclosure made by, FINnCEN, unless such
disclosure is authorized under the CTA.

Note: These amounts are increased to $500,000 and 10 years of prison if someone uses or discloses BOI in the
manner prohibited above while violating another law of the U.S. or as part of a pattern of illegal activity involving
more than $100,000 in any 12 month period.
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Example 1
The reporting company is a limited liability company (LLC). Individual A is the sole owner and president

of the company and makes important decisions for the company. No one else owns or controls
ownership interests in the company or exercises substantial control over the company.
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Answer - Example 1

Individual A is a beneficial owner of the reporting company in two different ways, assuming no other
facts.

First, Individual A exercises substantial control over the company because Individual A is a senior officer
of the company (the president).

Second, Individual A is also a beneficial owner because Individual A owns 25 percent or more of the
reporting company’s ownership interests. Because no one else owns or controls ownership interests in
the LLC or exercises substantial control over it, and assuming there are no other relevant facts,
Individual A is the only beneficial owner of this reporting company, and Individual A’s information must
be reported to FinCEN.
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Example 2

The reporting company is a corporation. The company’s total outstanding ownership interests are
shares of stock. Three people (Individuals A, B, and C) own 50 percent, 40 percent, and 10 percent of

the stock, respectively, and one other person (Individual D) acts as the president, for the company, but
does not own any stock.
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Answer - Example 2

Assuming there are no other relevant facts, Individuals A, B, and D are all beneficial owners of the
company and their information must be reported. Individual C is not a beneficial owner.

Individual A owns 50 percent of the company’s stock and therefore is a beneficial owner because 50
percent is greater than the threshold of 25 percent or more of the company’s ownership interests.

Individual B owns 40 percent of the company’s stock and therefore is a beneficial owner 40 percent
is also greater than the threshold of 25 percent or more of the company’s ownership interests.

Individual C is not a senior officer of the company and does not directly or indirectly exercise any
substantial control over the company.

Individual C also owns 10 percent of the company’s stock, which is less than the 25 percent or
greater interest needed to qualify as a beneficial owner by virtue of ownership interests. Individual
Cis therefore not a beneficial owner of the company.

Individual D is president of the company. As a senior officer of the company, Individual D exercises
substantial control over the company and is therefore a beneficial owner, regardless of whether or
not Individual D owns or controls 25 percent or more of the company’s ownership interests.
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Example 3

The reporting company is an LLC with two managers, Individuals A and C. Individual A also owns 50
percent of the “membership units” in the LLC while Individual C does not. Individual B owns the
remaining membership units in the LLC but is not a manager.
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Answer - Example 3

Owners of membership units (which are a type of “capital or profit interest” ownership interest) in an LLC are
sometimes called “members” of the LLC. A member may not automatically be required, or authorized, to make
decisions for the LLC; depending on the internal organization of the LLC, however, a member may also be a
“manager.” In this example, Individual A is a member and a manager. Individual B is a member but not a manager,
while Individual C is a manager but not a member. All three are beneficial owners of the reporting company.

Individual A is a manager of the LLC and owns 50 percent of the company’s membership units. Individual A exercises
substantial control over the LLC because Individual A makes important decisions for the LLC in the role of manager.
Individual A also owns 50 percent (which is greater than the 25 percent or more threshold) of the company’s
ownership interests. Individual A is therefore a beneficial owner of the reporting company in two different ways, by
exercising substantial control and owning or controlling 25 percent or more of the ownership interests.

Individual B owns 50 percent (which is greater than the 25 percent or more threshold) of the LLC’s membership units.
That makes Individual B a beneficial owner of the LLC even though Individual B is not a manager and does not make
important decisions or otherwise exercise substantial control over the LLC.

Individual C is a manager of the LLC and makes important decisions on its behalf, thereby exercising substantial

control over it. Individual C does not own any of the LLC’s membership units (the ownership interests) but is
nevertheless still a beneficial owner because the individual exercises substantial control.
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Example 4

A reporting company is a corporation with multiple indirect owners through Company Y and Company Z.
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Answer - Example 4
In this example, Individuals A, B, C, and F are beneficial owners.

Individual A is the reporting company’s Chief Financial Officer and is therefore a senior officer, which
under the Reporting Rule means that Individual A exercises substantial control over the company.
Individual A also indirectly owns 27.5 percent of the reporting company’s stock through direct
ownership of Company Y and Company Z, which each own 50 percent of the reporting company’s stock.
(Individual A owns 30 percent of Company Y’s stock and 25 percent of Company Z’s stock. Therefore,
Individual A owns 15 percent of the reporting company’s stock through Company Y (50% x 30% = 15%)
and 12.5 percent of the reporting company’s stock through Company Z (50% x 25% = 12.5%). Adding
these two percentages together equals 27.5 percent of the reporting company’s stock.) Individual A is
therefore a beneficial owner in two different ways, by exercising substantial control and owning or
controlling 25 or more of the ownership interests of the reporting company.

Individual B indirectly owns 35 percent of the reporting company’s stock through Company Y, which
owns 50 percent of the reporting company’s stock. (Individual B owns 70 percent of Company Y’s stock
(50% x 70% = 35%)). Individual B does not exercise substantial control. Individual B is a beneficial owner
by owning or controlling 25 percent or more of the reporting company’s ownership interests.
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Answer - Example 4 (Continued)

Individual C is the reporting company’s Chief Executive Officer and president and is therefore a senior
officer who exercises substantial control. Individual C indirectly owns 12.5 percent of the reporting
company’s stock. To calculate Individual C’s indirect ownership interests in the reporting company,
multiply the ownership interest of Individual C in Company Z by the ownership interest of Company Z in
the reporting company. Individual C owns 25 percent of Company Z’s stock and Company Z owns 50
percent of the reporting company’s stock. Therefore, Individual’s C ownership interests in the reporting
company are 12.5 percent (25% x 50% = 12.5%), which is less than the 25 percent ownership interest
threshold. Accordingly, Individual C’s ownership interests in the reporting company do not make
Individual C a beneficial owner, but Individual C is nevertheless a beneficial owner because Individual C
exercises substantial control over the reporting company.

Similar to Individual C, Individuals D and E own 25 percent of Company Z’s stock, and each therefore
indirectly owns 12.5 percent of the reporting company’s stock. In contrast to Individual C, Individuals D
and E do not exercise substantial control over the reporting company. Individuals D and E are not
beneficial owners.

Individual F is on the company’s board of directors and makes important decisions on the reporting
company’s behalf, thereby exercising substantial control over it. Individual F does not own or control any
stock in the reporting company. Individual F is therefore a beneficial owner by exercising substantial
control over the reporting company, but not through holding ownership interests in it.
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Citation

The foregoing examples were obtained directly from FinCEN’s Beneficial
Ownership Information Reporting Requirements, Small Entity Compliance
Guide, December 2023 - Version 1.1, available at the following link:

https://www.fincen.gov/sites/default/files/shared/BOI Small Compliance
Guide.v1.1-FINAL.pdf.
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