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Introduction

Recently, the Financial Crimes Enforcement Network (“Fin-
CEN”) of the Department of the Treasury published final 
regulations (the “final rule”) requiring mutual funds to file 
Suspicious Activity Reports (SARs) on suspicious transactions.1   
The final rule creates a suspicious reporting requirement that 
is uniform with reporting requirements already established for 
other financial institutions such as banks, broker-dealers, casi-
nos, and financial services businesses.  Since May 2003, mutual 
funds have been required to design and implement reasonable 
procedures designed to prevent them from being used to laun-
der money or finance terrorist activities.

This memorandum provides a summary of the final rule which 
will become effective June 5, 2006.  

Compliance Date

October 31, 2006.  Mutual funds must report certain suspi-
cious transactions occurring after October 31, 2006.

The Final Rule

Reports by Mutual Funds of Suspicious Transactions

The final rule requires mutual funds to report suspicious trans-
actions that are conducted or attempted by, at, or through a 
mutual fund and that involve or aggregate at least $5,000 in 
funds or other assets.2 However, the final rule also encourages 
the reporting of transactions that appear relevant to violations 
of law or regulation, even in cases in which the rule does not 
explicitly so require (for example, in the case of a transaction 
falling below the $5,000 threshold set forth in the rule).  The 
final rule requires reporting by mutual funds, but not by affili-
ated persons of mutual funds.  It is important to note, however, 
that mutual funds must actively monitor their service provid-
ers for compliance with the anti-money laundering rules.  The 
fund should take steps to assure that the service provider has 

implemented effective compliance policies and procedures ad-
ministered by competent personnel, and should maintain an 
active working relationship with the service provider’s compli-
ance personnel.

The final rule specifies four categories of transactions that re-
quire reporting by the mutual fund:

• Transactions involving funds derived from illegal activity, 
or intended or conducted in order to hide or disguise funds 
derived from such illegal activity (including, without limi-
tation, the ownership, nature, source, location, or control 
of such funds or assets) as part of a plan to violate or evade 
any federal law or regulation or to avoid any transaction 
reporting requirement under federal law or regulation;

• Transactions designed, whether through structuring or 
other means, to evade the requirements of the Bank Se-
crecy Act;

• Transactions that appear to serve no business or apparent 
lawful purposes or are not the sort in which the particu-
lar customer normally would be expected to engage, and 
for  which the mutual fund knows of no reasonable expla-
nation after examining the available facts relating to the 
transaction and the parties; and

• Transactions that involve the use of the mutual fund to 
facilitate criminal activity.3 
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In determining whether to file a Suspicious Activity Report, a 
mutual fund must base the determination on all of the facts 
and circumstances relating to the transaction and the customer 
in question.  For example, if a mutual fund closes the account 
and redeems the shares of a customer whose identity the fund is 
unable to verify under its customer identification program, the 
fund should consider whether the circumstances surrounding its 
failure to verify would warrant the filing of a Suspicious Activ-
ity Report.  In such situation, the fact that a customer refuses 
to provide information necessary for the mutual fund to verify 
the customer’s identity, make reports, or keep records required 
by this regulation, provides information that the mutual fund 
determines to be false, or seeks to change or cancel a transac-
tion after such person is informed of information verification or 
recordkeeping requirements relevant to the transactions, would 
indicate the probability that a Suspicious Activity Report should 
be filed.

Individual mutual funds are often part of a complex of related 
funds, and it is possible that more than one mutual fund would 
be obligated to report the same transaction(s).  As a result, the 
final rule permits all of the mutual funds involved in a particular 
transaction to file a single joint report.  Because the Suspicious 
Activity Report by Securities and Futures Industries (“Form 
SAR-SF”) accommodates the name of only one filer, only one 
of the filing institutions should be identified as the “filer” in the 
filer identification section of the form.  The narrative section 
of the Form SAR-SF must include the words “joint filing” and 
identify the other mutual funds on whose behalf the report is 
being filed.  (Similarly, other financial institutions, such as bro-
ker-dealers, may file a “joint filing” with a mutual fund if the 
circumstances so warrant).

Filing Procedures

Within 30 calendar days after initial detection of a suspicious 
activity by a mutual fund, the fund must report the transac-
tion by completing a Form SAR-SF, collecting and maintaining 
supporting documentation, and filing the form as indicated in 
the instructions to the form.   The filer should not submit the 
supporting documentation with the Form SAR-SF.  If the mu-
tual fund does not identify a suspect on the date of the initial 
detection, it may delay filing a Form SAR-SF for 30 calendar 
days, but may not delay filing more than 60 calendar days after 
the date of the initial detection.  In situations involving viola-
tions that require immediate attention, such as suspected terror-
ist financing or ongoing money laundering schemes, a mutual 
fund must notify an appropriate law enforcement authority by 
telephone in addition to filing timely a Form SAR-SF.  A mu-
tual fund may also, but is not required to, contact the Securities 
and Exchange Commission (the “Commission”) at its Office of 
Compliance Inspections and Examinations.4 

Retention of Records

The final rule requires that a mutual fund maintain copies of 
Suspicious Activity Reports that it files or are filed on its behalf 

(including joint reports) and copies of related documentation 
for a period of five years from the date of filing.  The mutual 
fund must make all supporting documentation available to Fin-
CEN, any other appropriate law enforcement agencies or fed-
eral or state securities regulators.

Confidentiality of Reports

The final rule specifically prohibits persons filing Suspicious 
Activity Reports (including persons on whose behalf a report 
has been filed) from disclosing, except to the Financial Crimes 
Enforcement Network, the Commission, an other appropriate 
law enforcement or regulatory agency, or a self-regulatory or-
ganization registered with the Commission conducting an ex-
amination of a broker-dealer, that a Suspicious Activity Report 
has been filed or from providing any information that would 
disclose that a report has been prepared or filed.

The final rule does not prohibit a mutual fund from engaging 
in discussions with any other financial institution or service pro-
vider involved in the transaction, other than the person who is 
or is expected to be the subject of the report, to:

 • determine whether the transaction must be reported;

 • determine which party will file the report;

 • provide the filer with comprehensive information and 
supporting documentation; and

 • provide confirmation of the filing to each mutual fund 
involved in the transaction.

Limitation of Liability

The final rule restates the broad statutory protection from li-
ability for making reports of suspicious activity and for failure to 
disclose the fact of such reporting, whether the report is required 
by the final rule or is filed voluntarily.5 

Notes
1. Amendment to the Bank Secrecy Act Regulations - Requirement that Mutual 
Funds Report Suspicious Transactions, 71 Fed. Reg. 26213 (May 4, 2006) (to 
be codified at 31 CFR pt. 103) (referred to herein as the “final rule”).
2. A mutual fund is already obligated to report the receipt of cash (and certain 
cash-related instruments) totaling more than $10,000 in one transaction or 
two or more related transactions.
3. The fourth reporting requirement has been added to the suspicious activity 
reporting rules promulgated since the passage of the USA PATRIOT Act to 
make it clear that the requirement to report suspicious activity encompasses 
the reporting of transactions in which legally derived funds are used for crimi-
nal activity, such as the financing of terrorism.
4. Mutual funds may also contact the Financial Institutions Hotline at 866-556-
3974 to voluntarily report suspicious activity that may relate to terrorist financ-
ing.  (This does not relieve a fund from timely filing Form SAR-SF.)
5. See 31 U.S.C. 5318(g)(3) (Section 351 of the USA PATRIOT Act).
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