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OFAC Implements New Iranian Financial Regulations 

The U.S. Treasury Department’s Office of Foreign Assets Control (OFAC) on August 16 issued a final rule covering financial 

regulations on Iran.  These new regulations (the “Financial Regulations”) are based on laws outlined in the Comprehensive Iran 

Sanctions, Accountability, and Divestment Act of 2010 (CISADA), signed into law by President Obama on July 1 following the 

passage of United Nations Security Council Resolution 1929, which called on heightened limitations on trade with Iran.  The Financial 

Regulations are provided in the new Part 561 of Title 31 of the U.S. Code of Federal Regulations (CFR) and are separate from the 

Iran Transactions Regulations (the “ITR”) contained in 31 CFR Part 560.  

What do the Financial Regulations Cover? 

The Financial Regulations strike primarily at non-U.S. financial institutions that provide certain types of assistance to the Iranian 

government and its affiliates, particularly the Islamic Revolutionary Guards Corps (IRGC).  Utilizing the U.S.’ critical role in the 

international banking and finance landscape, these new regulations enable the U.S. Treasury Department to impose very severe 

limitations on third country financial institutions deemed to have a role helping Iran engage in certain sensitive activities.  

The core of the Financial Regulations is arguably the limitations that the U.S. Treasury Department can place on foreign financial 

institutions that engage in certain Iran-related activities.  These actions include directly assisting the Iranian government and its 

affiliates such as the IRGC directly (or indirectly by assisting the Iranian Central Bank or other Iranian financial institutions helping 

the Iranian government and its affiliates such as the IRGC) in engaging in the following activities:  

(1) Acquiring or developing certain weapons or related delivery systems; 

(2) Providing support for certain organizations designated as foreign terrorist organizations or support for acts of terrorism;  

(3) Facilitating the activities of persons subject to financial sanctions promulgated under existing or future UN Security Council 

Resolutions against Iran; 

(4) Engaging in certain types of money laundering; and 

(5) Facilitating significant activities of the IRGC or Iranian financial institution or any of its agents or affiliates whose properties 

and interests are blocked (i.e., those placed on OFAC’s Specially Designated Nationals (SDN) list).  

Point (5) above is subject to effective standards for significant transactions and financial services detailed in the Financial 

Regulations.  The test implemented by OFAC is based on a consideration of “the totality of the facts and circumstances.1”  This allows 

the U.S. Treasury Secretary to consider the size, number, frequency, level of awareness and patterns of conduct, deceptiveness of 

practices, and other relevant factors when making a determination. 

Prohibitions 

If the Treasury Secretary deems that a foreign financial institution has engaged in any one of the above mentioned activities, that 

financial institution can then be subject to limitations on its U.S. activities.  More specifically, prohibitions and limitations can be 

placed on that financial institution’s foreign correspondent accounts and payable-through accounts in the United States.  In other 

words, the Financial Regulations enable the Treasury Secretary to either prohibit foreign financial institutions it designates from 

opening foreign correspondent or payable-through accounts2 in the United States, or to impose certain conditions on the opening and 

maintaining of such accounts.  These limitations include but are not limited to: 

 Prohibitions on trade finance activities;  

 Restrictions on transactions that the correspondent account or payable-through account can engage in; 

 The imposition of monetary limits on the transactions that can be processed through the account in question; and 

                                                           
1 31 CFR § 561.404 (2010). 
2 “Payable-through account” is defined in 31 CFR § 561.307 as “a correspondent account maintained by a U.S. financial institution for a foreign financial 

institution by which the foreign financial institution permits its customers to engage, either directly or through a sub account, in baking activities usual 

in connection with the business of banking in the United States.”  
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 Requiring pre-approval from the relevant U.S. financial institution for all transactions processed through the account.  

The names of foreign financial institutions designated by OFAC will be published in the Federal Register and incorporated in an 

appendix to the Financial Regulations.  This list is separate from OFAC’s SDN list, which prohibits most types of activity between U.S. 

persons and entities on the list.  

Furthermore, persons owned or controlled by U.S. financial institutions, wherever located or domiciled, are barred from knowingly 

engaging in transactions with or benefitting the IRGC and certain agents or affiliates.   

Definitions of Terms 

For purposes of interpreting the new regulations, the Financial Regulations define many terms such as correspondent account, 

foreign financial institution, money laundering, knowingly and person.  Some of these definitions are significantly broad, such as 

financial institution. 

Licensing  

Interestingly, the Financial Regulations grants OFAC the right to exclude entities, properties and transactions from the operation of 

licenses and to restrict the scope of licenses.  U.S. financial institutions are however permitted to engage in certain activities relating 

to the wind-up of any particular correspondent or payable-through accounts within a 10-day window following the effective date of a 

prohibition implemented by the Treasury Department under the Financial Regulations.  Further, specific licenses can be issued for a 

narrow band of transactions beyond those allowed for the 10-day window under general license. 

Penalties 

Violations of the Financial Regulations can lead to civil and criminal penalties.  Civil penalties can be up to the greater of $250,000 or 

twice the value of the transaction in question.  Criminal penalties can be up to $1,000,000 and in the case of natural persons can 

also include up to 20 years in prison.  These penalties are not exclusive and violations of the Financial Regulations could potentially 

result in other penalties arising from the concurrent violation of other laws.  

Sanctioning of Iranian Banks 

The U.S. Treasury has pursued an arguably aggressive policy of targeting those Iranian financial institutions and their worldwide 

affiliates that it believes to have a role in the country’s nuclear program and terrorist activities.  Consequently, many of Iran’s most 

prominent banks such as Bank Saderat, Bank Sepah, and Bank Melli are sanctioned under U.S. law.    

Due to the large network of foreign affiliates and branches maintained by certain Iranian financial institutions and other entities, non-

Iranian entities are urged to exercise utmost caution and conduct due diligence on potential business partners and financial 

institutions, even if the transaction(s) in question is/are not Iran-related.  There are many third country entities serving as affiliates 

or fronts for sanctioned and non-sanctioned Iranian entities.  This practice has become more common following the increased efforts 

of Iranian entities to circumvent the sanctions enacted not only by the United States, but the United Nations, the European Union, 

and other jurisdictions.  Therefore, businesses should be extremely vigilant, even if they believe they are doing business with non-

Iranian entities having no ties to Iran, Iranian persons, or sanctioned entities.   

General Conclusion  

Many foreign financial institutions have terminated or limited their Iran business in recent years.  The Financial Regulations will 

undoubtedly result in an acceleration of this trend.  Nonetheless, U.S. financial institutions will still want to exercise extreme caution 

and undertake substantial due diligence to determine that the foreign financial institutions for which they intend to open or maintain 

correspondent and payable-through accounts do not engage in the types of behavior that could create a risk of violating the Financial 

Regulations.  U.S. entities in general are well-served strengthening monitoring of their operations as well as expanding and 

improving compliance programs and training personnel to help abate the risk of any violations. 

Please contact Farhad R. Alavi at +1 (202) 686-4859 or farhad.alavi@fralegal.com should you have any questions. 
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