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goes. In many new initiatives, regulators 
have sought to ensure firms understand 
who they are doing business with, whether 
trading, investing or selling services.

Perhaps most visible has been the 
industry’s move to establish a global 
standard legal entity identifier (LEI), 
with as many as 330,000 entities from 
189 countries having obtained LEIs as 
of December 31, 2014. The global LEI 
initiative was formally launched in 2012 
with recommendations from the European 
Central Bank and an endorsement from the 
G20 group of major economies.

Why you need to get beneficial ownership right

Establishing beneficial ownership of legal 
entities – from securities issuers to trading 
counterparties and clients – strikes at the 
heart of efforts to mitigate systemic risk 
and appears in many regulatory initiatives 
across all aspects of financial markets. 
It also strikes at the heart of financial 
institutions’ Know Your Customer (KYC) 
and credit risk management activities, 
and has dominated client on-boarding 
considerations for the past several years.

Regulatory intervention from many quarters 
has pressed financial institutions into 
cleaning up their acts as far as entity data 

What is beneficial ownership?
According to the Financial Action Task Force (FATF), an independent inter-governmental body that 
develops and promotes policies to protect the global financial system against money laundering 
and terrorist financing, the term beneficial owner refers to the natural person(s) who ultimately 
owns or controls a legal entity and/or the natural person on whose behalf a transaction is being 
conducted. It also includes those persons who exercise ultimate effective control over a legal 
person or arrangement. 

The terms ‘ultimately owns or controls’ and ‘ultimate effective control’ refer to situations in which 
ownership/control is exercised through a chain of ownership or by means of control other than 
direct control. The FATF Recommendations are recognised as the global anti-money laundering 
(AML) and counter-terrorist financing (CFT) standard.

Bureau van Dijk, with its rich content, allows you to use various definitions of beneficial  
ownership when using its ownership database; the lowest threshold it offers to define  
beneficial ownership is 5%.
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source the entity hierarchies they believed 
would accompany the global LEI. As 
a result, they have been left to cobble 
together solutions of their own, drawing on 
multiple sources and mapping disparate 
entity identifiers – both internal and external 
– to meet their coverage requirements.

This paper examines the drivers and needs 
for those required to come to grips with 
beneficial ownership, and offers some 
guidance on how to approach this thorny 
challenge.

But the LEI – though broadly 
acknowledged as a significant step in the 
right direction – isn’t enough by itself. To 
address credit risk to the extent regulators 
are requiring, financial institutions need to 
know the identities of the beneficial owners 
of the companies they work with across 
all their activities. And in many cases 
that points to the need to understand the 
often-complex hierarchies of corporate 
relationships that link associated legal 
entities.

Despite much debate, the best of 
intentions and great expectations, many 
financial institutions are struggling to 

What Triggered Regulatory Intervention? 
The rapid growth in markets for derivatives and securitised debt instruments played a central role 
in the credit crisis of 2008. Financial institutions were found lacking in their understanding of both 
instrument and counterparty exposure, as so visibly illustrated by the collapse of Lehman Brothers 
with around 11,000 securities outstanding, many having been issued by subsidiaries or affiliates with 
no obvious connection to the parent issuer. 

In the wake of the Lehman Brothers default, many financial institutions struggled to understand their 
exposure because they didn’t have visibility into the entities they were dealing with and the interlinked 
nature of ownership. As a result, as part of their efforts to avoid a repetition of this situation, regulators 
around the globe introduced new rules requiring more transparency around beneficial ownership, 
triggering the industry’s initiative to establish a standard legal entity identifier (LEI).

In the aftermath of the crisis, the focus of industry and regulatory efforts on risk management have 
driven the need for timely and accurate entity data that will allow financial institutions and investors to 
establish beneficial ownership and more accurately calculate their credit and market risk exposures.
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default, financial institutions are required 
to understand whose securities they are 
holding, who they acquired them from and 
on whose behalf, in order to meet their 
regulatory obligations and understand their 
risk exposures.

Finding ownership data for public 
companies is, almost by definition, relatively 
straightforward, with most listing authorities 
requiring full disclosure of significant 
investor holdings. But the world of private 
corporations is murkier, and requires 
an element of detective work to ensure 
understanding of beneficial ownership, 
particularly when this may involve complex 
corporate structures that are privately held. 
For many financial institutions, tracking 
beneficial ownership of private corporations 
represents a serious challenge that can be 
expensive and time-consuming to resolve.

With such a wide-ranging requirement for 
company ownership information, financial 
institutions typically draw upon a range 
of sources. These often include their own 
databases but often require extensive use 
of third-party external sources. 

But this approach has its own challenges. 
First, to integrate data originating from 
different sources, including internal 
databases, the firm needs to be able to 
map to the various identifiers and symbol 
sets used by those sources. Different 

Given the breadth and complexity of many 
financial institutions’ activities, accurately 
identifying ownership of the legal entities 
they do business with can be a significant 
challenge. Adding to this challenge is the 
raft of regulations any given firm may need 
to comply with, based on its activity mix 
and geographical reach, each with its own 
ownership definitions and parameters, and 
requirements regarding granularity of data.

The task at hand

To ensure compliance with regulations 
requiring an understanding of beneficial 
ownership, therefore, breadth of coverage 
is an important factor. In today’s low-
interest environment, clients are seeking 
investments farther afield than ever in 
search of high returns. This may involve 
investments in emerging markets or 
in more obscure instruments, making 
an accurate ownership hierarchy 
of paramount importance for the 
understanding of the risk exposures.   

As well as breadth, depth of information 
is becoming increasingly important as 
issuing entities, and indeed counterparties 
and customers, become more complex 
from a corporate structure perspective. As 
with Lehman Brothers, where securities 
issued by little-known operating entities 
meant that it took months for some 
holders to realise their liabilities to the 

Why Establishing Beneficial Ownership is So Hard
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not immune to the ongoing cost cutting 
that has seen team numbers sliced or 
outsourced to lower-cost, often-remote 
personnel. 

Getting it wrong, though, is not an option. 

The threat of regulatory censure – and 
indeed punitive financial penalties – is 
powerful. The requirement to Know Your 
Client is embodied in a number of current 
and emerging regulations, among them 
Dodd-Frank, Patriot Act, Sarbanes-
Oxley, MiFID II and the European Market 
Infrastructure Regulation (EMIR). This 
makes it difficult to collate the data sets 
required to meet the obligations of this 
range of regulations (and more). 

There is also a significant challenge 
in maintaining the data collection and 
verification process, and ensuring 
consistency of both data and data quality 
over time. 

For many financial institutions, the 
complexity of establishing and maintaining 
accurate, in-depth beneficial ownership 
data that meets their regulatory obligations 
and serves their business needs will require 
collaboration with an expert partner with 
expertise in the entity data field.

 

suppliers have their own proprietary codes 
for accessing their data, and the mapping 
system needs to employ business rules to 
identify corporate relationships that may 
be constructed using data from different 
sources.

In order to apply business rules and the 
varying ownership definitions outlined by 
different regulations, financial institutions 
need tools for manipulating entity and 
ownership data. Each institution will 
have its own definitions with respect to 
thresholds of ownership that qualify as 
measures of beneficial ownership. But it 
will need to have the flexibility to calculate 
ownership across data sources and in 
compliance with multiple regulations. 

The scale of the challenge

Together, this set of requirements 
represents a major challenge to many 
financial institutions. The complexity and 
breadth of the data required is substantial, 
and the overlay of different requirement 
specifics from different regulatory 
authorities adds to the complexity.

Moreover, firms are being forced to 
address these issues with less resource 
than before, as senior managers look to 
make operational cost savings across 
the board. Strategically important areas 
of operations like client on-boarding are 
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Board of the European Central Bank to 
set out recommendations and proposals 
for the implementation of a global legal 
entity identifier system. The FSB set out its 
recommendations in a report to the G20 
Los Cabos Summit in June 2012. These 
were approved and the global LEI system 
was developed under the auspices of the 
FSB until it handed over responsibility to 
the Regulatory Oversight Committee of the 
LEI in January 2013.

The emergence of the LEI has been 
perhaps the most tangible result from 
regulators’ attempts to get firms to 
understand their credit and market risk 
exposures. Uptake in terms of mandated 
use of the LEI by regulators has been slow, 
although there are now LEIs on some 
350,000 legal entities, a significant step 
toward the 1 million LEI mark that some 
commentators believe will represent the 
‘tipping point’ of LEI acceptance across the 
board.

One weakness of the Global LEI 
System (GLEIS) that’s been identified 
by practitioners is the absence of 
entity hierarchies that link associated 
corporations and lead ultimately to the 
beneficial owners that institutions need to 
identify in order to mitigate risk and meet 
their regulatory obligations. Certainly, a 
commercial solution to this issue has not 
emerged, leaving financial institutions 

Shifting from a security-centric view of 
their holdings and activities to an entity-
centric view that assesses the activities of 
customers and counterparties, it could be 
argued, is something the financial service 
industry should have embraced some 
time ago. Certainly, the risk management 
benefits of a more entity-centric view are 
substantial.

So why are firms making this move only 
now, some seven years after Lehman 
Brothers crashed and burned?

The short answer is the regulatory 
imperative.

As discussed, regulators with authority 
over various financial services activities 
impacting insurers, asset managers, asset 
servicers, and investment and commercial 
banks, and over various geographies, 
including regions and individual countries, 
have all sought to encourage their markets’ 
practitioners to get a firmer grip on their 
risk exposures. This, by necessity, has 
involved a higher degree of transparency 
particularly with respect to the identities of 
issuers, counterparties and clients. 

The marketplace has seen some high-
profile interventions. Perhaps most visible 
has been the endorsement by the Group of 
20 economic nations, which in November 
2011 mandated the Financial Stability 

Why are financial institutions focusing on it now?
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• The EU’s Market Abuse Directive (MAD). 
This broad European directive seeks 
among other things to detect insider 
trading, and requires firms to understand 
the ownership of the entities they are 
dealing with.   

• The EU’s Solvency II. Solvency II requires 
insurers to understand market and credit 
exposures to their investment holdings, 
driving the need for robust entity and 
ownership data among insurance 
companies and the firms that service their 
investments, including asset managers 
and global custodians. 

• The US Dodd-Frank Wall Street Reform 
and Consumer Protection Act. The 
regulation was instrumental in the drive to 
create the global LEI standard, requiring 
firms to understand ownership of the 
entities they deal with.

• US Treasury Department’s Financial 
Crime Enforcement Network (FinCEN). 
The US Treasury’s financial crime bureau 
focuses on ownership transparency 
in its efforts to prosecute anti-money-
laundering, terrorist financing and other 
related offences.

 

to their own devices when it comes to 
mapping the LEI to their own internal 
entity databases for identifying beneficial 
ownership.

In the meantime, other regulations and 
regulators have outlined requirements that 
point to the need for robust entity data 
to understand ownership and the risks 
associated with issues, counterparties and 
clients. These include:

• The EU and US Russian sanctions. 
Ownership data is a key tenet of the 
Western governments’ efforts to pressure 
Russia over its support of insurgents in 
Eastern Ukraine.

• The Basel Committee on Bank 
Supervision’s BCBS 239. Coming 
into force in January 2016, BCBS 
239 is designed to improve risk data 
aggregation in an effort to reduce 
systemic risk. A cornerstone of the 
regulation revolves around quality of data 
inputs into risk management systems, 
including entity data.

• The EU’s Markets in Financial 
Instruments Directive II (MiFID II). MiFID 
II’s wide-ranging measures – due to 
take effect in January 2016 – include 
requirements for entity classifications, 
which in turn need accurate ownership 
hierarchies.
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be the proverbial stitch in time that saves 
nine. A key component of mainstream KYC/
on-boarding activities is understanding 
entity data hierarchies that reveal beneficial 
ownership of prospective clients. By 
seeking out this information, firms are able 
to reduce the risk and potential cost of 
bringing on board new clients.

Recent events in eastern Europe also 
illustrate the importance of identifying 
beneficial owners of holdings, clients 
and counterparties. European and 
US sanctions against Russia, and key 
members of the ruling elite, require firms 
to identify beneficial ownership not only 
of investments and issuers, but also firms 
whose services they use. Moreover, a 
growing range of financial crime measures 
rely on identifying beneficial owners.

In short, understanding beneficial 
ownership is a key facet to the financial 
services industry’s response as regulatory 
scrutiny increases and punitive damages 
for breaching sanctions and new rules rise 
exponentially. Firms are beginning to realize 
they need to ensure they have the data, 
tools and processes needed to get a full 
understanding of the companies they are 
working with or whose securities they are 
holding.

 

As can be seen, the regulatory impetus 
for understanding beneficial ownership is 
growing as regulators put more emphasis 
on transparency across the board. But 
financial institutions themselves are 
starting to understand the operational 
benefits from gaining a true picture of their 
customers, counterparties and the issuers 
of the assets they hold.

As discussed, credit risk mitigation is a 
major driver for the regulators, and it’s a 
powerful incentive for financial institutions 
to get it right. It’s impossible to understate 
the impact of Lehman Brothers’ default 
on counterparties, all of whom saw 
collective billions wiped off the value of 
their holdings. Clearly regulators are keen 
to see a repetition of a default of this scale, 
but individual firms are also aware of the 
damage a much smaller failure can inflict 
on their businesses. 

While this underscores the importance of 
understanding beneficial ownership from 
a credit risk point of view, it also extends 
to market risk, where investors can be 
vulnerable if they don’t understand who 
issued the securities they hold. 

Faced with this broad impact on market 
and credit risk, firms have invested heavily 
in their KYC and client on-boarding 
processes, in the belief that due diligence 
before a prospect becomes a client can 

The Business Benefits to Getting it Right
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Bureau van Dijk’s teams help clients 
determine the appropriate threshold levels 
for their requirements. This supports a 
flexible approach to calculating beneficial 
ownership, which can be important when 
individual EU regulations may require 
a 25% minimum threshold vs. the US 
FATCA’s 10%.

Scale of coverage is also key to success. 
To achieve consistency, firms need 
ownership data to include both listed and 
unlisted companies. While access to the 
latter is relatively straightforward, few 
suppliers have invested in the infrastructure 
and partnership arrangements required to 
offer comprehensive coverage of unlisted 
firms globally. 

Bureau van Dijk has relationships with more 
than 120 data sources, and deploys a team 
of researchers that use manual techniques 
to unearth ownership and directorships of 
non-listed corporations.

 

There is no silver bullet quick fix to the 
challenge of establishing beneficial 
ownership. Rather, beneficial ownership 
is a calculation based on validated data 
and established business rules. Firms 
also need their own definition of what 
constitutes beneficial ownership, agreeing 
on a set of rules that allows them to 
identify ownership where required.

Bureau van Dijk helps firms by providing 
both the tools and data for calculating 
beneficial ownership according to their 
own business rules. Bureau van Dijk’s 
toolset has been designed to cater to the 
fact that firms have different obligations 
with respect to ownership data. Bureau 
van Dijk’s tools allow firms to define their 
own qualifying levels of ownership based 
on different needs and responses to 
different regulations.

While some commercial data sets will 
focus on pre-set level of ownership – often 
more than 50% as a threshold – Bureau 
van Dijk carries data than can support 
a more granular calculation, with data 
indicating ownership as low as 0.01% 
in some cases. It also identifies where 
ownership isn’t known, which can be an 
important factor in a firm’s decision to hold 
an issuer’s securities.

What’s Needed Now
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Determine your regulatory obligations for regulations such as BCBS 239, 
MiFID II, Market Abuse Directive, Solvency II, Dodd-Frank, the US Treasury’s 
FinCEN rules, as well as obligations to track ongoing sanctions such as those 
against Russia, and Politically Exposed Persons (PEPs).

Define what constitutes beneficial ownership to your organisation.

Ensure you have flexible tools to manage your ownership data in order to suit 
your defined business rules and regulatory needs.

When sourcing data, consider the depth of beneficial ownership information 
that will not only satisfy the regulators but will also ensure that your KYC 
controls and risk management is based on the best possible data. Bureau 
van Dijk offers the ability to track beneficial ownership on a range of 
definitions, as low as 5%, to help you understand and analyse beneficial 
ownership and manage risk effectively.

Four Steps to Getting Beneficial Ownership Right

1

2
3

4
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Conclusions

Beneficial ownership is a growing 
requirement that is featuring more and 
more in new regulatory initiatives. With no 
single answer of how to define ownership, 
firms need the most flexible tools and most 
comprehensive, validated data sets they 
can get their hands on to meet their new 
obligations. 

Bureau van Dijk combines the market’s 
most extensive database – including 
partner data with more than 120 sources 
– with the most flexible tools, allowing 
firms to set their own criteria for accurate 
ownership identification according to the 
specific need.
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About Bureau Van Dijk

Bureau van Dijk (BvD) is the leading provider of private company and corporate ownership information. 
Bureau van Dijk combines, links and adds value to data from regulatory and other sources, including 120 
information partners. The result is comprehensive, standardised global information provided across a range 
of interfaces and solutions that can be blended with users’ data and integrated into their workflow. These 
include Bureau van Dijk Custom - bespoke solutions. bvdinfo.com

About A-Team Group

A-Team Group has, since 2001, been delivering distinguished content based on in-depth domain expertise 
and is run by experienced business journalists who thrive on taking complex business and technology 
topics and turning them into compelling content which explores strategies and technologies used in 
managing data within the financial enterprise.

If you have any questions, give us a call +44 (0)20 8090 2055 or email theteam@a-teamgroup.com 

Data Management Review – produced by A-Team Group – is your single 
destination for knowledge and resources covering data management 
approaches, trends and challenges as well as all the regulations impacting 
financial data management for the enterprise. Whether you’re looking for a 
quick-hit view or a more in-depth analysis of a data management related 
topic, Data Management Review – which is entirely free – is the place to be.
 
Our audience of over 10,000 members is made up of senior-level data and data management executives 
across sell-side, buy-side, securities administrators, insurance firms as well as vendors and consultants 
who service them. Make sure you’ve signed up to receive our weekly updates and other content on offer – 
from white papers to webinars to Handbooks to events and more. 

Visit www.datamanagementreview.com

http://bvdinfo.com
mailto:theteam%40a-teamgroup.com?subject=Beneficial%20Ownership
http://www.datamanagementreview.com

