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Today UCITS Funds are used not just by domestic customers but by investors around the world. 
This is especially true of Luxembourg domiciled SICAVs and Irish Unit Trusts due to the high 
standards of regulation that they are subject to  
 
These high standards and the ease by which they can be registered, are increasingly encouraging 
Asset Managers to look at engaging with Distributors to make their products available to customers 
around the world. Often the Distributors act as aggregators and open a nominee account on the 
register of the Fund, to hold shares on behalf of their underlying clients. 
 
In this paper, I want to review how Distributors should be treated from an AML/KYC perspective and 
lay out some distributor due diligence best practices. 

 
I believe that the following points should be considered: 
 

• A signed legal agreement that adequately lays out AML/KYC responsibilities is required  

• Distributors are also customers and Customer Due Diligence measures need to be applied 
to them.  

• The application of Simplified Due Diligence should be based on a thorough equivalence 
test that is based on more than just a review of legislation 

• An equivalence test can be performed at the level of a jurisdiction or at the level of the 
distributor 

• Ongoing understanding of a Distributor’s distribution model is essential 
 
A legal agreement that lays out the terms of the distribution activity should be signed with the 
Distributor. The agreement should specify the jurisdictions in which the Distributor will be offering 
shares in the Fund and the type of clients it is targeting. It should have adequate wording to clarify 
that the Distributor must comply with all applicable regulatory requirements, including AML/KYC. The 
agreement should give the Manager of the Fund the right to conduct reviews of the Distributor’s AML 
programme and should allow the Manager to conduct reviews of KYC records if it wishes to. 
 
Unlike in the US, European regulation typically requires that distributors are treated as clients - 
regardless of whether they are only introducing their clients who later become direct shareholders 
of the fund or whether they aggregate their clients’ holdings in a nominee account in their name. 
Customer Due Diligence (CDD) measures in line with the CDD requirements for the customer type 
must therefore be applied to identify and verify the identity of the Distributor and its controllers. 
 
Certain aspects of CDD, such as the identification of beneficial owners, don’t seem to be very 
meaningful when applied to Distributors as the investment is not proprietary. However, by being a 
shareholder of the Fund, the Distributor is the customer and hence cannot be exempt from due 
diligence requirements unless he qualifies for Simplified Due Diligence (SDD). 
 



 

 

A Distributor acting as a nominee for its underlying clients is the Fund’s client. It would be misleading 
to suggest that the Fund is relying on the Distributor to carry out its AML/KYC duties. The underlying 
customers only have access to their Fund units through the Distributor and the Fund doesn’t maintain 
a direct relationship with the underlying customers - therefore the Fund has no obligation to carry 
out CDD on the distributor’s clients. 
 
That being said, it is more than a good practice to spend some time to understand a Distributor’s 
AML regime. Doing so is essential to determine what level of due diligence should be applied. SDD 
should only be applied to highly regulated Distributors domiciled in a jurisdiction with equivalent AML 
standards.  
 
But how do you determine whether a Distributor’s obligations are consistent with those of the regime 
that the Fed is subject to? The Fourth EU AML Directive (4AMLD) has rescinded the “white list” and 
country-specific risk determinations must be made for any jurisdiction outside of the EU/EEA. Even 
within the EU/EEA, the implementation of the 4AMLD standards varies, which makes it challenging 
to treat all members as equivalent and low risk. 
 
Conducting equivalence tests need to be based on multiple factors and should start with an 
assessment of the regulatory framework of the jurisdiction in which the Distributor is domiciled. This 
assessment can be based on mutual evaluation reports such as those issued by FATF. In addition, 
evidence that regulation is actually being enforced should be obtained. Other contextual factors need 
to be taken into consideration, e.g. is the Distributor from a country with a high corruption index or is 
there a concentration of high-risk industries (such as casinos)? Also, just assessing equivalence of 
a jurisdiction is not sufficient as it needs to be determined whether the Distributor is actually regulated 
for AML. For example, the USA has high standards in regards to anti money laundering regulation 
but Investment Advisers in America are not subject to them.  
 
If the outcome suggests that equivalence can be assumed, this can be a good basis for applying 
SDD to all of the Distributors covered. The assessment will need to be refreshed regularly and it 
shouldn’t exempt the Fund from making sure that it understands the Distributors’ distribution model. 
I think that it is a good practice to review this model with the distributor from time to time and to 
receive ongoing reporting, such as metrics that provide a breakdown of client domiciles and 
customer types.  
 
When equivalence cannot be fully assumed, a review of the Distributor’s AML programme should be 
conducted. It will need to determine whether the areas of concern are addressed through its 
AML/KYC Standards - so that equivalence can be assumed at the level of the Distributor rather than 
at the level of the jurisdiction. In this scenario, enhanced ongoing monitoring (e.g. through metrics 
reporting) should be applied to ensure that the Distributor’s controls are effective.  
 
If the Distributor’s controls do not sufficiently address the concerns, it may be appropriate to seek 
transparency on the underlying clients, so that independent checks can be performed. In such a 
case, the legal agreement with the Distributor should grant the Fund full access to KYC records or 
require that the Fund conducts CDD on the underlying customer through his Registrar and Transfer 
Agent.   
 
The Due Diligence process for Distributors should include screening for sanctions and financial crime 
related negative media, both at onboarding and on a regular basis thereafter. It should also be 
verified on an ongoing basis that the Distributor continues to be licensed.  
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