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The Impact of the Corporate Transparency Act on Businesses
BY IVANA DE LA ROCHA"

Privately-held companies in the U.S. have long enjoyed a great degree of privacy
concerning their internal activities, especially as it pertains to the identities of their owners.
However, the Corporate Transparency Act (CTA) will change this upon its
implementation. The CTA, also known as the Counter Terrorism and Illicit Finance Act,
is a federal law passed by Congress that will become effective on January 1, 2024." The
Act is an expansion of anti-money laundering laws and is intended to aid in the prevention
of money laundering, corruption, terrorist financing, tax fraud, and concealment of illicit
money through the use of shell companies in the U.S.? Privately-owned companies will be
required to report to the U.S. Department of the Treasury’s Financial Crimes Enforcement
Network (FinCEN) information concerning the identity of their beneficial owners.® Prior
to the CTA, there were no uniform beneficial ownership information (BOI) reporting
requirements in the U.S., which hampered the abilities of law enforcement to investigate
entities that were being used for felonious purposes.*

The scope of the CTA is intentionally broad. An entity is subject to the reporting
requirement if it qualifies as a reporting company.” A reporting company can be either a
domestic or foreign company. A domestic reporting company is defined as a corporation,
limited liability company (LLC), or any entity created by filing with a Secretary of State
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or equivalent official.® On the other hand, foreign reporting companies are defined as any
entity that is a corporation, LLC, or other entity formed under the law of a foreign country
that is registered to do business in any state by filing with a Secretary of State or equivalent
official.” However, the CTA provides twenty-three specific exemptions to the reporting
requirement. The most notable of these exemptions includes large operating companies. A
large operating company is defined as any company that meets all the following
requirements: employs more than twenty full-time employees; demonstrates more than $5
million in annual revenue; and has an operating presence in the U.S.®

A reporting company is required to report BOI to FinCEN for each of its beneficial
owners and company applicants. A beneficial owner is defined as someone who either
owns or controls twenty-five percent or more of the ownership interests of the company or
who directly or indirectly exercises substantial control over the company.” For each
beneficial owner, the reporting company must report the following BOI to FinCEN: full
legal name, date of birth, residential address, and identifying number (i.e., passport number
or unexpired driver’s license number) together with a copy of the document.'® If there are
any changes in the BOI, or identities of the beneficial owners, then the reporting company
must file an updated report with FinCEN within thirty days of the change.'' Additionally,
a company applicant is anyone who directly files the documents that create the company
and they must also have their information reported to FinCEN.'?

The information reported to FinCEN will not be made public and will not be subject
to disclosure."® FinCEN will be required to keep BOI secure in a restricted-access database.
However, the following government agencies will have access to BOI: federal agencies
engaged in national security; the Department of Treasury in connection with its official
duties; and state and local law enforcement agencies in connection with investigations.'*
In addition, financial institutions may request certain BOI to assist in anti-money
laundering compliance activities with the reporting company’s consent.'

The CTA will have a significant impact on businesses in the U.S. Companies will
need to take the time to accurately report their beneficial owners and update the information
when necessary. This will require additional resources and compliance efforts that may be
costly for some businesses. In particular, small businesses are most likely to bear the brunt
of the Act’s implementation. Small businesses will face additional costs in terms of filing
fees and increased paperwork. They must also make sure their beneficial ownership
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information is accurate and up to date, which can be time consuming and difficult
especially without the necessary resources or staff to comply with all the requirements.
However, as the first federal law regarding disclosure of ownership of private companies,
the CTA is nonetheless a significant step forward in combating money laundering, terrorist
financing, and other illicit activities. While the Act may place additional burdens on
businesses, the benefits of improved security and transparency likely outweigh the imposed
costs.



