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To be or not to be… a Participating FFI (PFFI) ?

• The IRS wants Foreign Financial 
Institutions (FFI’s) to report US 
accounts

• To Force FFI’s to enter into 
agreement with the IRS to disclose 
their US accounts

• Penalty = 30% withholding on 
US Sourced Income

• FDAP payments (Dividends)

• Gross proceeds on sale of 
US security

• Exceptions

• Grandfathered obligations

• Deemed compliant FFI’s
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Participating FFI Duties

• PFFI must report annually the list of 
US accounts and their balance

• They also need to:

• Scan the investor base to find 
out who is US (US indicia’s)

• Request for documentation to 
prove US / Non-US tax 
residence

• Flag as “Recalcitrant” accounts 
that do not provide any evidence

• Withhold 30% on pass-thru 
payments to “Recalcitrant” 
accounts or NPFFI’s

• Only on US source income 

• How to calculate the US 
source income ?  PPP

Fund

Agent

Non-US 

Investor

US 

Investor

PFFI



NPFFI



Agent

Non-US 

Investor

US 

Investor

Recalcitrant 

Investor

30%

WHT

30%

WHT



5

PPP Calculation and Publication

• PFFI must provide their Pass-thru 
Payment Percentage (PPP)

• The PPP equals to the portion of US 
sourced income (Non Grandfathered) 
in the balance sheet of the FFI

• Quarterly asset test starting end 
Q1 2014, 3 months to publish it

• In case no PPP is calculated, it 
should be considered as 100%

• Example:

• Portfolio A = $100Mio

• US Securities = $35Mio

• Non US Sec = $60Mio

• US Grandfathered = $5Mio

• PPP = 35%

35%

5%

60%

US securities US Grandfathered Non-US securities

PPP



6

Impacts on Middle- and Back-office

• Fund Accounting

• Security Master update

• US Securities

• Grandfathered

• PPP for underlying securities

• PPP Calculation / Publication

• Transfer Agent

• Investor and distributors 
identification

• Withholding on pass-thru 
payments

• Reporting to the IRS or local 
regulator

• Custody has a passive role
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FATCA Next Steps
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Start preparing

• Define the strategy with regards to the fund’s FATCA status (e.g. exit US, 

Apply for Deemed compliant, become PFFI)

• Initiate a project, define a plan at corporation level

• Assess potential changes in the distribution channels (e.g. for deemed 

compliant, use only PFFI’s as distributors)

• Ask your Fund Administrator about their plans

• Assess the cost of FATCA implementation


