© BENEFICIAL OWNERSHIP TO BEGIN AT 10%

Reporting norms under PMLA tightened

Definition of
non-profit entities
expanded

SURABHI
New Delhi, March 9

THE FINANCE MINISTRY has
widened the scopeof the Prevention
of Money Laundering Act bytighten-
ing reporting norms of “non-profit
organisations” as well as the rules
refating to beneficial cwnership.
The changes have been brought
througha notificationamendingthe
Prevention of Money-laundering
(Maintenance of Records) Rules,
2005, which prescribes that report-
ing entities such as banks, financial
nstitutions and intermediaries have

tomaintain records of all transac-
tions of its clients, verify its clients
and fumish information,

“Non-profitorganisation means
any entity or organisation, consti-
tuted for religious or charitable pur
poses referred to in clause (15) of
section 2 of the Income-tax Act,
1961(43 0f 1961),that Isregistered
as atrust ora societyunder the Soci-
eties Registration Act, 1860 (21 of
1860)ar anysimilar State legislation
ora Company registered under the
section 8 of the Companies Act,
2013(18ef 2013) thenotification
sid.

Further, reporting entities are
also now required to registerclients
being non-profit organisations on
the DARPAN portal of NITI Aayog
and are mandated to maintain the
registration reconds for a period of
five years from closure of the busi-
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WIDENED
SCOPE

W Mow, banks,
financial institutions
and intermediaries
have to maintain
records of all
transactions of non-
profit organisations

W Reporting entities need to
register clients being non-profit
arganisations on the DARPAN
portal of MITI Aayog

B Banks mandated to
maintain the registration
records for a period of five
years from closure of aceount

ness relationship or closure of
account,whicheverislater.
The DARPAN portal gives a sys-

tem generated Unique ID to volun-
taryand non-govermmental organi-
sations on signing uponit.

The Unique 1D is mandatory to
apply for grants under various
schemes of ministries, departments
and governments bodies,

The new amendment also
defines palitically exposed persons

s “individuals who have been
entrusted with prominent public
functions by a foreign country,
including the heads of States or
Governments, senior politicians,
senior government or judicial or
military-officers, senior executives
of state-owned corporations and
important palitical partyofficials”

Experts point out that the
amendments have also tightened
the norms on beneficial ownership
byloweringthie threshold to 10%.of
the shares from the earlier 25%.
Under the rules, reporting entities
suchasbanksand financialinstitu-
tions, are on commencement of an

aceount-based relationship, man-
dated to identify the beneficial

ownerswhere the client is actingon
Lobalfofite b £ o241

“Theterm Deneficial owner'was
interalia defined to mean owner-
shipof orentitlement to more than
25% of shares orcapital or profito
thecompany Thethresholdof 25%
is now reduced to 109 thereby
bringing moreindirectparticipants
within the reporting net” said
Sandeep fhunjhunwala, ME&A Tax
Partner, NangiaAndersen LLF, while
adding that the definition of non-

rofit organisation has been

Tax, AKM Global,a tax and consult-
ingfirmt said theamendmentin the
rules secks to expand the onus of
reporting by banks and financial
institutions for transactions with
Non-Profit Organisations aswell.
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PEPs are individuals entrusted
with public functions by a for-
eign country through heads of
state or government, senior
politicians, government or
judicial or military officers,
executives of state-owned cor-
porations, and party func-
tionaries. These entities are
mandated to furnish informa-
tion on registered office
addresses and principal places
of business.

The ministry in the notifi-
cation said reporting entities
were required to register clients
such as non-profit organisa-
tions on the DARPAN portal of
the NITI Aayog and mandated
to maintain registration
records for five years from the
closure of the business rela-
tionship or closure of accounts,
o LI RN B

“The newly extended
record-keeping requirements
would go a long way in discov-
ering money laundering activ-

L

ities, which taint the social and
economic fabric of the coun-
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Jhunjhunwala, M&A tax part-
ner, Nangia Andersen LLP. The
move is in line with the Central
government’s efforts to combat
money laundering. In another
notification, it had brought
trading in cryptocurrencies
and digital assets within the
ambit of the PMLA. The new
rules mandate crypto exch-
anges and intermediaries deal-
ing in virtual assets to maintain
KYCs of their clients and repornt
suspicious transactions to
financial intelligence units.

Market...

Market experts said there was
a shift towards a regime of low-
er liquidity and higher rates,
which did not augur well for
equities. Investors will now be
tracking the US payroll data, to
be released on Friday, for fur-
ther cues. "Domestic equities
finally succumbed to global
pressure after three days of the
positive move. Renewed con-
cerns over higher interest rates
have dented global sentiment.
Weak global cues are likely to
keep the market volatile in a
broader range,” said
Siddhartha Khemka, head of
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Finance Min Tightens Definition of
Beneficial Ownership Under PMLA

Makes records of all
financial transactions by
non-profits mandatory

Our Buréau

New Delhi: The government has
tightenad the definition of boneficial
ownership under te anti-money La
undering law and made i compaiiso
ry for mon-prof it organisat ions to ma-
ritmin the records of all the brfimsnci-
il e it SO,

The Mnance minkstry mnotifbed
changes to rules related (o mainte
nance of records under the Previrn
tion of Monoy Laundering Act this
Wk

As per the changes, “reportingenti
thes™ — sueh as banks, other financl-
al instituthons and companies enga-
iged In real estate and jowellery sec
tors - st collect nformation alo
it any individunsl or group that has o
0% ewnership L8 thelr cllonts

Eartier. the threshobd to be conside
red as a beneficial owner was 25%,
Under the anty-momesy lnundering
livw, the reporting entities also inclu
e I.IIIl'T'I!TH"ﬂLM’I-P:!i- Ln casimos and

Thl THW l} mlﬂ:du:l. n-rtu'd-kﬁ'«-
ping requirements would go a ong
way in discovering money-kinde
ring activities, which taint the social
and econamic fabric of the country”
said Sandeep Jhunjhunwala, MEA
fax partner, Nangia Andersen LLE

Hir sy il the pealoestion in theosmers
hip threshold to W% will bring mare
indirect participamts within the re-
port ing met

The latest amendment has akso #x
pandad the due dillgence reguime
ment that wins carfier limited toobta

NEW RULE
Any individual or group
having 10% ownershipin
theclientof a reporting
entity’ will now be consi-
deredabeneficial owner

ining the hasic KYC dotailsof cdients,
guch e rogiatration certificates,
PAN cand coples and documents of
oifTicers hobding an attormey 1o trRmnes
act on behialfl of the client

cial ownership, intermediaries will
haree to submit details sich as the nn
mes of peophe bokding sénior mana-
gEment positions, names of par-
s, v of henefi-

fhone, inclhuding the rocond of cash
tradisad] honsof more han B 0 lakh

The ameiddment widonmed the defi
nition of “non-profit organisation”,
which will now nclude any entity or
organisntion constitted for religio
s o charitabde purposes refermed 1o
in Section N5 of the Inooine-tax
ALt 196]; or registered as o trust or a
sockety under the Soclethes Registra
thon Act, 1860 or any similar state lo-
gislation, or a company registered
under Section 8 of the Compankes
Act, 2m3

A hank, (mancia] insdmiion or in-
termwadiary that has business rela-
o Wl m BCRD) mvusd rosgisdior die
tadds o the NGO ony (he Drsrpan peor
tal of Nih Aavogz. They miast also ma
ini=in the regi=tralion records for
v wars Uroen closare of the sl
ness relationship or closure of aoco
unt. whichewver s nter

CRYPFTOS UNDER PWLA
Crvpto exchanges and intermaedin
ried dealing with viriunl digital as
srts whll now be risguired to perform
EYC of thelr cllente and wss=rs of
the platform

As per the latest change, an entity
dealing in virtus) digiinl ssseis will
now beconsidered o reporting ontl
iy under the Préevention of money
taundering Act{PMLA)

clarbes, Irustees, sl
bors  aiw]  anithors,
depenading upon the

begal form of organi-

salhons. The reporting
entitkes will also have
to give detalls of the
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registered office add-
ress and the principal
place of business sub
mittesd by clients
They must maintaino
rocord of all transadc
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‘Politically exposed persons’ under new
PMLA rules more norms for NGOs

In line with FATF recommendations

AANCHAL MAGAZINE
NEW DELHI,MARCHS

WIDENING THE ambit of report-
ing entities under money laun-
dering provisions, the govern-
ment has amended rules to
incorporate more disclosures for
non-governmental organisations
and defined “politically exposed
persons” (PEPs) under the
Prevention of Money Laundering
Act {PMLA) in line with the rec-
pmmendations of the Financial
Action Task Force (FATF).

The move to define PEPs un-
der PMLA is to bring uniformity
with a 2008 circular of the

Reserve Bank of India (RBI) for
KYC norms/anti-money launder-
ing standards for banks and fi-
nancial institutions, which had
defined PEPs in line with FATF
norms, officials said.

The FATF is the global money
laundering and terrorist financ-
ing watchdog,

“PEP has already been in the
RBI's master circular, in line with
FATF.The definition has nowbeen
giveninthe PMLA rules so that the
same definition is applicable
everywhere,” a senior government
official told The Indian Express.

The amendments assume
significance ahead of the pro-
posed FATF assessment of India,
which is expected to be under-
taken later this year. India’s as-
sessment is likely to come up for
discussionin the plenary discus-
sion in June, while the possible
onsite assessment is slated for
November.

Due to the pandemic and
pause in the FATF's assessment
process, the fourth round of mu-
tual evaluation of India had been
postponed to 2023, Before this,

CONTINUED ON PAGE 2



e PMLA rules amended, ‘politically exposed persons’ under its ambit

the FATF had undertaken an
evaluation for Indiain june 2010,

Inanaotification dated March
7, the Department of Revenue
under the Ministry of Finance
brought in The Prevention of
Money Laundering (Mainten-
ance of Records ) Amendment
Rules, 2023, which prescribe dis-
closuresof beneficial owners be-
yond the current requirement of
KYC norms through documents
such as registration certificates
and PAN by reporting entities
such as financial institutions,
banking companies or interme-
diaries,

The new clause in the rules
for PMLA compliance defines
“Politically Exposed Persons”
(PEPs) as individuals who have
been “entrusted with prominent
public functions by a foreign
country, incduding the heads of
States or Governments, senior
politicians, senior government

or judicial or military officers,
senior executives of state-owned
corporations and important po-
litical party officials™.

In line with existing prmai-
sions of The Income-Tax Act and
The Companies Act, the
amended rules have now low-
ered the threshold for identify-
ing beneficial owners by report-
ing entities, where the client is
acting on behalf of its beneficial
owWner.

“Lowering of threshold for
beneficial ownership has been
done to bring PMLA in line with
Companies Act and Income-tax

%

“The term *beneficial owner’
was inter alia defined to mean
ownership of or entitlement to
more than 25 percent of shares
or capital or profit of the com-
pany. The threshold of 25 per
cent is now reduced to 10 per
cent, thereby bringing more in-

direct participants within the re-
porting net,”  Sandeep
Jhunjhunwala, M&A Tax Partner,
Mangia Andersen LLP, said.

quired to register details of the
client if it’s a non-profit organi-
sation on the DARPAN portal of
NIT Aayog.

“Every Banking Company or
Financial Institution or interme-
diary, as the case may be, shall
register the details of a client, in
case of client being a non-profit
organisation, on the DARPAN
Portal of NITI Aayog, if not al-
ready registered, and maintain
such registration records for a
period of five years after the
business relationship between a
client and a reporting entity has
ended or the account has been
closed, whichever is later,” the
notification said,

“This has been in the works
for some time. The purpose isto

have some repository of basic in-
formation on all NGOs in the
Darpan portal of NIT Aayog, " the
official said. The due diligence
documentation requirements
whichwere until now limited to
obtaining the basic KYCs of
clients such as registration cer-
tificates, PAN copies and docu-
ments of officers holding an at-
torney to transact on behalf of
the client, have now been ex-
tended.

It now includes submission
of details such as names of per-
sons holding senior manage-
ment positions, names of part-
ners, names of beneficiaries,
trustees, settlors and authors, as
the case may be, depending
upon the legal form of organisa-
tion. Also, the details of regis-
tered office address and prind-
pal place of business are now
required to be submitted by
clients to financial institutions,

banking companies or interme-

“The definition of non-profit
organisarion has been amended
and linked to the definition of
charitable purpose provided un-
der Section 2(15) of the Income
Tax Act, 1961, The newly ex-
tended record-keeping require-
ments would go a long way in
discovering money laundering
activities, which tains the social
and economic fabric of the coun-

" Jhunjhunwala said.

[HiTNE] & Droader
objective is to bring in legal uni-
formity and remove ambiguities
before the FATF assessment.
There are 40 FATF recommencda-
tions that cover seven areas and
provide a [ramework of meas-
ures to help countries tackle il-
licit financial flows through laws,
regulations and operational
measures to ensure authorities
can take action.




