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THE STATE OF OFFSHORE BANKS IN PUERTO RICO 

By Alberto de la Portilla 

Through March 2019, there were a 

combined 81 offshore financial entities 

operating in Puerto Rico, according to the 

local supervisor, the Office of the 

Commissioner of Financial Institutions 

(OCIF).  Many of these entities apply to the 

New York Federal Reserve to open an account for direct 

access to the U.S. financial system. However, in February 

of this year, the NY Fed announced it was terminating 

approval of any new accounts for these entities “in light of 

recent events, including the expansion of U.S. economic 

sanctions relating to Venezuela.”  

“Nobody is happy because these are the kinds of things that 

put the reputation [of the local industry] on the line,” said 

Ernesto Mayoral, a senior partner who specializes in 

banking for McDonnell Valdes, LLC in San Juan. “The fact 

that everybody continues to operate is a very important 

continuing concept. People are doing business to the best 

that they can.”  

Since 1989, in an effort to attract foreign capital and 

investment, Puerto Rico authorized International Banking 

Entities to operate on the island. These entities locally 

known as EBIs were permitted to provide banking products 

and services to non-domestic customers. Citigroup and 

Banco Popular Puerto Rico were among the first applicants. 

Other large banks including UBS and Scotia Bank continue 

to operate EBIs there. In 2012, the Puerto Rican law was 

modified to create a new license under EFIs or International 

Financial Entities with similar incentives for foreign persons 

and entities. Puerto Rico’s offshore banking framework 

offers an important advantage to the U.S. territory to brand 

itself as a viable option for foreign banks unable or unwilling 

to pursue relationships with U.S. correspondent banks 

which can be expensive mainly due to the regulatory risk 

that correspondent banking customers represent to U.S. 

banks.  

The increased OFAC sanctions on Venezuelan entities and 

individuals during the Trump Administration have put added 

pressure on the Puerto Rican entities. Roughly 20 percent 

of the licensed offshore banking entities operating in Puerto 

Rico are owned by Venezuelan individuals or companies,  

according to a recent Reuters article.  

 

 

 

Mayoral said that regardless of their recent announcement, 

the Fed continues to receive applications for new accounts 

from Puerto Rico. “Everybody knows that they will have to 

make some form of investment in the true sense both of 

expenses and resources in strengthening compliance and 

internal controls.” Mayoral, who counsels both domestic and 

international banks, believes the Fed will make an updated 

pronouncement soon on the issue.  

“What is expected to happen is that they will probably 

tighten up certain requirements obviously within the BSA 

parameters and within the BSA law,” said Mayoral. “[The NY 

Fed is] probably going to take a closer look or have more 

rigorous expectations for the EBIs and EFIs in terms of what 

they have by way of compliance, internal procedures and 

internal controls.” 

Mayoral understands the Fed’s position to take a more 

conservative approach in its approvals of new account 

applicants of Puerto Rican entities. “The Fed wants to keep 

it’s own reputation clean and does not want anything 

exploding under their watch. I think they are retrenching a 

little bit along those lines,” he said. 

Going forward, Mayoral said that EBIs and EFIs need to 

manage “the continuous challenge” that is represented by 

BSA/ AML compliance. “There is always going to be room 

for improvement there,” he said, adding that he is aware 

that many local banks are constantly recalibrating their 

monitoring systems. “They have to make sure that they are 

efficient and modern as they can be,” he said.  

“I think everybody is aware that they have to be very 

careful in both direct transmissions or direct contact with 

the [OFAC-sanctioned] entities or persons. They are also 

looking beyond other transactions to see whether there is a 

relationship to a prohibited transaction or to a prohibited 

person behind a transaction you are dealing with,” he said. 

Mayoral added that the EBIs and EFIs recognize that there 

is what he described as a “short trigger” currently within the 

federal and state agencies to deal with potential OFAC 

violations. “Compliance [units are] on high alert and they 

are trying to do their best to comply with the fairly 

complicated set of sanctions that are coming out. Everyone 

is very aware that they need to keep clean. Que no paguen 

los justos por pecadores.” 
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WHY INDEPENDENT MODEL VALIDATIONS ARE 

IMPORTANT 

by Isabelle Wheeler 

Few banks in Latin America and the 

Caribbean still monitor transactions 

manually, and those that do are in the 

process of transitioning to automated 

systems.  However, many institutions have 

still not conducted independent model 

validations of those systems, which is an 

essential part of the process. 

A regular independent validation of the monitoring 

platforms ensures that they are fully integrated and 

reconciled with the Bank's core banking system and that the 

parameters and red flags, the customer risk-rating 

methodology and anticipated customer activity are fully 

captured and in proportion to the Bank's risk profile. The 
validation should include evaluation of sanctions-related 

models, evaluation and tuning of scenario and threshold 

settings, and validation of data forced for the models.    

The New York Department of Financial Services (NYDFS) 

has set the industry standard for model validation.  Part 504 

requires regulated institutions to assess the 

reasonableness, effectiveness, and relevancy of the 

controls for transaction monitoring and sanction filtering 

models and programs and submit documentation that 

articulates current detection scenarios, name-filtering 

technology, underlying model assemptions, limitations, 

parameters, thresholds and processes.   

Failure to independently validate its monitoring systems 

exposes a bank to numerous risks, including the possibility 

that key information is not being captured, or that 

thresholds and parameters generate too many false 

positives.  Until a validation can be performed, a bank 

should perform a daily reconciliation between its core 

system and its monitoring system to ensure all transactional 

activities are transferred between the systems accordingly 

(transaction type, count, and  dollar amounts). 

COUNTRY FOCUS: DOMINICAN REPUBLIC 

The Dominican Republic is a 

growing destination for U.S. 

businesses. An economically and 

politically stable country, the 

D.R. is the Caribbean's largest 

democratic country and, with a 

GDP of $71.6 billion, the tenth 

largest economy in Latin America. The economy is based on 

tourism, agriculture, Free Trade Zone manufacturing and 

service industries. The D.R. is an important regional 

financial jurisdiction as a U.S. dollarized economy. It is also 

a transit point for the transshipment of illicit drugs destined 

for the United States and Europe.  The D.R. is classified by 

the U.S. Department of State as a country/jurisdiction of 

primary concern for money laundering and financial crimes, 

but it is not on the FATF list of countries identified with 

strategic deficiencies in its anti-money laundering regime. 

The "Basel AML Index 2018" ranks the D.R. as 16th out of 

26 countries in Latin America and the Caribbean in terms of 

their risk of money laundering. The D.R. is not currently a 

member of the Egmont group, their membership having 

been revoked in 2006 due to weaknesses in their FIU 

reporting mechanism. The country substantially corrected 

those deficiencies and is in the process of re-registering to 

complete reinstatement in 2019. 

Regulatory Framework: The D.R. financial system has 

invested resources designed to strengthen its AML/CFT 

programs.  Additionally, in June 2017, the D.R. passed the 

Anti-Money Laundering and Terrorist Financing Act (Ley 

155-17) that updated its legal framework with new 

international standards.  

Landscape: As of May 2019, the D.R. had one 

government-owned bank, 9 commercial banks, 3 foreign 

banks, 26 savings banks and 13 savings and loan 

associations that fall under the supervision of the 

Superintendencia de Bancos (SIB). 

AML Weaknesses: Although Ley 155-17 substantially 

improved the country’s AML framework, PEP regulation 

remains weak, and the government should provide safe 

harbor protection for suspicious activity reporting and 

criminalize tipping off.   Improved regulation of casinos, 

NBFIs, PSPs and real estate companies is also required.  

Corruption in government and the private sector hinders 

enforcement actions.   

AML Strengths: The D.R. established a Committee Against 

Money Laundering and the Financing of Terrorism 

composed of representatives of the Ministry of Finance, the 

Fiscal General, the Ministry of Defense, the presidents of 

the National Drug Council and the National Department of 

Drug Control, supervisors of banks and securities firms, as 

well as the head of the UAF (FIU).  Currently, the covered 

financial and non-financial institutions are still evaluating 

and improving their enforcement efforts against money 

laundering and terrorist financing activities by creating new 

compliance programs or improving their current programs 

to include additional training and sufficiently robust policies, 

procedures, and controls. 
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