FCA 2014/36

CLIENT ASSETS SOURCEBOOK (AMENDMENT NO 5) INSTRUMENT 2014

Powers exercised

A. The Financial Conduct Authority makes this instrument in the exercise of the
following powers and related provisions in the Financial Services and Markets Act
2000 (“the Act™):

1) section 137A (The FCA’s general rules);

2 section 137B (FCA general rules: clients’ money, right to rescind etc);
(3) section 137T (General supplementary powers);

4) section 138C (Evidential provisions); and

(5) section 139A (Power of the FCA to give guidance).

B. The rule-making powers listed above are specified for the purpose of section 138G(2)
(Rule-making instruments) of the Act.

Commencement
C. This instrument comes into force as specified within each Annex.

Amendments to the FCA Handbook

D. The modules of the FCA’s Handbook of rules and guidance listed in column (1)
below are amended in accordance with the Annexes to this instrument listed in
column (2).

1) (2)
Glossary of definitions Annex A
Conduct of Business sourcebook (COBS) Annex B
Client Assets sourcebook (CASS) Annex C
Supervision manual (SUP) Annex D
Notes
E. In Annex C to this instrument, the “notes” (indicated by “Note:”) are included for the

convenience of readers but do not form part of the legislative text.

Citation
F. This instrument may be cited as the Client Assets Sourcebook (Amendment No 5)
Instrument 2014.

By order of the Board of the Financial Conduct Authority
5 June 2014
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Annex A

Amendments to the Glossary of definitions

In this Annex, underlining indicates new text and striking through indicates deleted text,
unless otherwise stated.

Part 1:

Comes into force on 1 July 2014

Insert the following new definitions in the appropriate alphabetical position. The text is not

underlined.

general pool

gross-minus-net
amount

LME

LME bond
arrangement

net margined
omnibus client
account

pool

sub-pool

sub-pool
disclosure

the discrete pool of client money held for all clients of the firm for whom
the firm receives or holds client money in accordance with CASS
7.1.1AR, other than client money received or held in accordance with
CASS 7.1.1AR in respect of a sub-pool.

at any given time, in respect of an omnibus client account maintained by
a clearing member firm and the positions recorded therein, an amount
equal to the difference between:

(@  the sum of the margin amounts received from each client in
relation to positions held for such client in that omnibus client
account and

(b)  the amount of margin calculated on a net basis in respect of all of
the client positions recorded in that omnibus client account and
paid by that firm to the authorised central counterparty.

the London Metal Exchange Limited.

an arrangement for the segregation of money held by firms on behalf of
US customers for transactions undertaken on the exchange operated by
the LME, which is an alternative to complying with condition 2(g) of the
Part 30 exemption order, and which has been established in accordance
with certain no-action letters issued by the Commodity Futures Trading
Commission.

an omnibus client account maintained by a clearing member firm in
respect of which the margining arrangements give rise to a gross-minus-
net amount which is held by the clearing member firm as client money.

either a sub-pool or a general pool, as the context requires.
a discrete pool of client money established under CASS 7.19.

a document prepared by a firm containing the information required by
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document
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CASS 7.19.9R.

Amend the following as shown.

CCP

clearing house

client money

client money
rules

limited
assurance
engagement

Part 30
Exemption

a legal person that interposes itself between the counterparties to the
contracts traded on one or more financial markets, becoming the buyer to
every seller and the seller to every buyer, as defined in article 2(1) of
EMIR.

a clearing house through which transactions may be cleared and for the
purposes of CASS 7 and CASS 7A, includes an authorised central
counterparty and a CCP.

(2A)  (in FEES, CASS 6, CASS 7, CASS 7A and CASS 10 and, in so far
as it relates to matters covered by CASS 6, CASS 7, COBS,
GENPRU or IPRU(INV)) subject to the client money rules,
money of any currency:

(@) that afirm receives or holds for, or on behalf of, a elient
client in the course of, or in connection with, its MiFID
business; and{or

(b)  which, in the course of carrying on designated investment
business that is not MiFID business, a firm holds ia-respeet

of any investment agreement entered into, or to be entered
into~with-or for a client-orwhich-afirmtreatsasclient

money in accordance with the client money rules; or

(c) which afirm treats as client money in accordance with the
client money rules.

(3) (in CASS 3, CASS 6, CASS 7, CASS 7A, UPRU, COBS and
FEES) CASS 7.1 to 7.8 and CASS 7.19.

a I|m|ted assurance engagement as descrlbed in the Glossary of terms in

+n—29}9 F|nanC|aI Reportlnq CounCII Audlt and Assurance Standards

and Guidance 2014.

an the order under regulation 30.10 of the General Regulations under the
US Commodity Exchange Act; issued by the Commodity Futures
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http://fshandbook.info/FS/glossary-html/handbook/Glossary/D?definition=G283
http://fshandbook.info/FS/glossary-html/handbook/Glossary/D?definition=G283
http://fshandbook.info/FS/glossary-html/handbook/Glossary/D?definition=G283
http://fshandbook.info/FS/glossary-html/handbook/Glossary/M?definition=G1976
http://fshandbook.info/FS/glossary-html/handbook/Glossary/F?definition=G430
http://fshandbook.info/FS/glossary-html/handbook/Glossary/I?definition=G592
http://fshandbook.info/FS/glossary-html/handbook/Glossary/C?definition=G156
http://fshandbook.info/FS/glossary-html/handbook/Glossary/F?definition=G430
http://fshandbook.info/FS/glossary-html/handbook/Glossary/C?definition=G160
http://fshandbook.info/FS/glossary-html/handbook/Glossary/C?definition=G160
http://fshandbook.info/FS/glossary-html/handbook/Glossary/C?definition=G160
http://fshandbook.info/FS/glossary-html/handbook/Glossary/C?definition=G162
http://fshandbook.info/FS/glossary-html/handbook/Glossary/F?definition=G430
http://fshandbook.info/FS/glossary-html/handbook/Glossary/C?definition=G160
http://fshandbook.info/FS/glossary-html/handbook/Glossary/C?definition=G162

Order

port

reasonable
assurance
engagement

standard method
of internal client
money
reconciliation

trustee firm

FCA 2014/36

Trading Commission en-15-May-1989 on 10 October 2003 (consolidating
and updating relief granted to firms in prior orders), granting a person

authorised under the Act exemption from theregistrationrequirement

certain requirements contained in Part 30 of those General Regulations.

means; in respect of the assets and positions recorded in a client
transaction account that is an individual client account or an omnibus
client account at an authorised central counterparty, action taken by that
authorised central counterparty to transfer those assets and positions in
accordance with article 48 of EMIR to another clearing member
designated by the individual client (in the case of an individual client
account) or designated by all of the clients for whom the account is held
(in the case of an omnibus client account).

a 'reasonable assurance engagement' as described in the Glossary of

terms in the Auditing Practices Board Standards and Guidance for
Auditors-issued-1-2010 Financial Reporting Council: Audit and

Assurance: Standards and Guidance 2014.

@ CASS 7 Annex 1G; or

(b) the methods of internal reconciliation of client money balances
referred to in CASS 7.16 of the Client Assets Sourcebook
(Amendment No 5) Instrument 2014.

a firm which is not an OPS firm and which is acting as a:

@ trustee (other than for a trust of client money arising only under
CASS 5.3.2R, CASS 5.4 (Non-statutory client money trust), CASS
7.7.2R or CASS 11.6.1R); or

Part 2: Comes into force on 1 December 2014

Insert the following new definitions in the appropriate alphabetical position. The text is not

underlined.

acknowledgement letter (in CASS 7) a client bank account acknowledgement letter (a letter

in the form of the template in CASS 7 Annex 2R), a client
transaction account acknowledgement letter (a letter in the form of
the template in CASS 7 Annex 3R) or an authorised central
counterparty acknowledgment letter (a letter in the form of the
template in CASS 7 Annex 4R).

alternative approach the requirement under CASS 7.4.18BR on a firm using the

mandatory prudent
segregation

alternative approach to segregate an amount of money as client
money.
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http://fshandbook.info/FS/glossary-html/handbook/Glossary/C?definition=G163
http://fshandbook.info/FS/glossary-html/handbook/Glossary/C?definition=G163
http://fshandbook.info/FS/glossary-html/handbook/Glossary/C?definition=G163
http://fshandbook.info/FS/glossary-html/handbook/Glossary/I?definition=G2981
http://fshandbook.info/FS/glossary-html/handbook/Glossary/O?definition=G2983
http://fshandbook.info/FS/glossary-html/handbook/Glossary/O?definition=G2983
http://fshandbook.info/FS/glossary-html/handbook/Glossary/O?definition=G2983
http://fshandbook.info/FS/glossary-html/handbook/Glossary/A?definition=G2978
http://fshandbook.info/FS/glossary-html/handbook/Glossary/A?definition=G2978
http://fshandbook.info/FS/glossary-html/handbook/Glossary/E?definition=G2980
http://fshandbook.info/FS/glossary-html/handbook/Glossary/C?definition=G156
http://fshandbook.info/FS/glossary-html/handbook/Glossary/I?definition=G2981
http://fshandbook.info/FS/glossary-html/handbook/Glossary/I?definition=G2981
http://fshandbook.info/FS/glossary-html/handbook/Glossary/I?definition=G2981
http://fshandbook.info/FS/glossary-html/handbook/Glossary/C?definition=G156
http://fshandbook.info/FS/glossary-html/handbook/Glossary/O?definition=G2983

alternative approach
mandatory prudent
segregation record

authorised central
counterparty
acknowledgment letter

client transaction
account
acknowledgement letter

commercial settlement
system

non-standard method
of internal client money
reconciliation

settlement account

FCA 2014/36

the record created and maintained by a firm under CASS 7.4.19AR
to CASS 7.4.19CR.

a letter in the form of the template in CASS 7 Annex 4R.

a letter in the form of the template in CASS 7 Annex 3R.

a system commercially available to firms that are members or
participants, a purpose of which is to facilitate the settlement of
transactions using money and/or assets held on one or more
settlement accounts.

a method of internal reconciliation of client money balances that is
not a standard method of internal client money reconciliation.

an account containing money and/or assets that is held with a
central bank, central securities depository, central counterparty or
any other institution acting as a settlement agent, which is used to
settle transactions between participants or members of a
commercial settlement system.

Amend the following definitions as shown.

acknowledgement letter

fixed text

i ¥ it | | led | :
[€0)] (in CASS 7) the text in the template acknowledgement

letters in CASS 7 Annex 2R, CASS 7 Annex 3R and CASS
7 Annex 4R that is not in square brackets.

2 (in CASS 11) the text in the template acknowledgement
letters in CASS 11 Annex 1R that is not in square brackets.

acknowledgement letter {r-CASS-11)-the-textin-the-template-acknowledgmentlettersin

variable text

CASS-11-Annex-1Rthatisn-square-brackets:

Q) (in CASS 7) the text in the template acknowledgement
letters in CASS 7 Annex 2R, CASS 7 Annex 3R, and CASS
7 Annex 4R that is in square brackets.

(2) (in CASS 11) the text in the template acknowledgement
letters in CASS 11 Annex 1R that is in square brackets.
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client bank account ar-CGASS ) atetter-inthe form-of the templatein-GASSH-ARnex

acknowledgement letter 1R

[€0)] (in CASS 7) a letter in the form of the template in CASS 7

Annex 2R.
(2) (in CASS 11) a letter in the form of the template in CASS
11 Annex 1R.
Part 3: Comes into force on 1 June 2015

Insert the following new definitions in the appropriate alphabetical position. The text is not
underlined.

aggregate safe custody a firm’s internal record or account of all the safe custody assets that

asset record the firm holds for its clients (including those safe custody assets
deposited by the firm with third parties under CASS 6.3 and any
physical safe custody assets held by the firm).

CASS 7 asset a firm subject to the client money rules and which falls within
management firm either (a) or (b), or both, but not (c):

(@ a firm that was a member of IMRO immediately before
commencement;

(b)  afirm for which the most substantial part of its gross
income (including commissions) from its MiFID business or
designated investment business that is not MiFID business,
or both, is derived from one or more of the following
activities:

(1) managing investments other than derivatives;
(i)  OPS activity;

(ili)  acting as the manager or trustee of an AUT;
(iv)  managing an AlF;

(v)  acting as the ACD or depositary of an ICVC,;

(vi) acting as the authorised contractual scheme
manager or depositary of an ACS;

(vii) acting as trustee or depositary of an AlF;
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CASS 7 loan-based
crowdfunding firm

clearing arrangement
mandatory prudent
segregation

clearing arrangement
mandatory prudent
segregation record

client money
requirement

client money resource

client-specific safe
custody asset record

external client money
reconciliation

external custody
reconciliation

FCA 2014/36
(viii) acting as trustee or depositary of a UCITS;
(ix)  establishing, operating or winding up a collective
investment scheme (other than an AUT, ICVC or
ACS);

(x) establishing, operating or winding up a personal
pension scheme;

(xi)  safeguarding and administering investments; and
(xii)  the provision of platform services;

(©) a firm for which the most substantial part of its gross
income is derived from its safeguarding and administering
investments activities.

afirm:

@) that is subject to the client money rules in CASS 7; and

(b)  whose designated investment business includes operating
an electronic system in relation to lending.

the requirement under CASS 7.13.73R on a firm using the normal
approach to segregate an amount of money as client money.

the record created and maintained by a firm under CASS 7.13.74R
and CASS 7.13.75R.

the total amount of client money a firm is required to have
segregated in client bank accounts under the client money rules
(see CASS 7.16.10R).

the aggregate balance on the firm’s client bank accounts (see CASS
7.16.8R).

a firm’s internal record or account identifying each of the particular
safe custody assets that the firm holds for each particular client
(including those safe custody assets deposited by the firm with
third parties under CASS 6.3 and any physical safe custody assets
held by the firm).

the client money reconciliation described in CASS 7.15.20R.

the safe custody asset reconciliation described in CASS 6.6.34R.
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firm’s equity balance

individual client
balance

individual client
balance method

internal client money
reconciliation

internal custody
reconciliation method

internal custody record
check

internal system
evaluation method

margined transaction
requirement
net negative add-back

method

non-margined
transaction

physical asset
reconciliation

physical safe custody
asset

prudent segregation

prudent segregation
record

FCA 2014/36

the sum of money described in CASS 7.16.29R.

for each client, the total amount of all money the firm holds, has
received or is obliged to have received or be holding as client
money in a client bank account for that client in respect of non-
margined transactions, calculated in accordance with CASS
7.16.21R.

the method of calculating a firm’s client money requirement
described in CASS 7.16.16R.

the client money reconciliation described in CASS 7.15.12R.

a method for performing an internal custody record check,
described in CASS 6.6.17R.

the safe custody assets record check described in CASS 6.6.10G(2)
performed using either the internal custody reconciliation method
or the internal system evaluation method.

a method for performing an internal custody record check,
described in CASS 6.6.19R.

the total amount of client money a firm is required to segregate in
client bank accounts for margined transactions under the client
money rules, in accordance with CASS 7.16.32R.

the method of calculating a firm’s client money requirement
described in CASS 7.16.17R.

a transaction executed by a firm:

@ for, or on behalf of, a client in relation to MiFID business
and/or designated investment business; and

(b)  which is not a margined transaction.

the safe custody assets reconciliation described in CASS 6.6.24R,
using either the total count method or the rolling stock method.

a safe custody asset (or tangible evidence of one) that is in a firm’s
physical custody and which may also be registered with the
relevant issuer or agent of the issuer.

a firm’s segregation of an amount of money as client money under
CASS 7.13.41R.

the records created and maintained by a firm under CASS 7.13.50R
to CASS 7.13.53R.
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rolling stock method

total count method
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a method for performing a physical asset reconciliation, as
described in CASS 6.6.28R.

a method for performing a physical asset reconciliation, as
described in CASS 6.6.27R.

Amend the following definitions as shown:

alternative approach
mandatory prudent
segregation

alternative approach
mandatory prudent
segregation record

client bank account

client equity balance

client money rules

the requirement under CASS #4-18BR 7.13.65R on a firm using the
alternative approach to segregate an amount of money as client
money.

the record created and maintained by a firm under CASS #4-19AR
7.13.66R to CASS #4-19CR 7.13.68R.

@) (in CASS 7 and CASS 7A):
@) an account at a bank which:

(i) holds the money of one or more clients;
[deleted]
(if) s expressly held in the name of the firm that

is subject to the requirement in CASS
7.13.3R; and

(ili)  isacurrent or a deposit account; or

(b) a money market deposit account of client money
which is identified as being client money; and

©) in either case, which is a general client bank account,
a designated client bank account or a designated
client fund account.

| II ) I | | - l - | I l -
of a-margined-transaction the sum of money as described in CASS
7.16.28R.
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client money
segregation
requirements

client transaction
account

designated client bank
account

designated client fund
account
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(3)  (in CASS 3, CASS 6, CASS 7, CASS 7A, COBS and FEES)
CASS Z-1t0-7.8-and CASS 7.10 to 7.19.

CASS #41R 7.13.3R and CASS #4-31R 7.13.12R.

(in relation to a firm and an-exchange,clearing-house,of
intermediate-broker another person) an account maintained by the

that other person, such as an exchange, clearing house, o+
intermediate broker or OTC counterparty, as-the-case-may-bein
: S - liabilitv i

undertakenby-the-firm-with-or-for-is-chents who a firm allows to
hold client money under CASS 7.14 (Client money held by a third

arty), which:

(a) is in the name of the firm:;

(b) includes in its title the word “client” (or, if the system
constraints of the relevant person or the firm that holds the
account (or both) make this impracticable, an appropriate
abbreviation of “client” that has the same meaning); and

©) is not a client bank account.

a client bank account with the following characteristics:

(b)  the account includes in its title the word words "designated
client™ (or, if the systems constraints of the approved bank
or the firm that holds the account (or both) make this
impracticable, an appropriate abbreviation of those words
that has the same meaning);

a client bank account with the following characteristics:

(b) the account includes in its title the werd words "designated
client fund" (or, if the systems constraints of the approved
bank or the firm that holds the account (or both) make this
impracticable, an appropriate abbreviation of those words
that has the same meaning); and
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general pool

general client bank
account

MIFID client money
(minimum
implementing) rules

non-standard method
of internal client money
reconciliation

segregated client

shortfall

standard method of
internal client money
reconciliation

trustee firm

FCA 2014/36

the discrete pool of client money held for all clients of the firm for
whom the firm receives or holds client money in accordance with
CASS #11AR 7.10.1R other than client money received or held in
accordance with CASS #:2AR 7.10.1R in respect of a sub-pool.

a client bank account that holds client money of one or more clients,
which includes in its title the word “client” (or, if the systems
constraints of the approved bank or the firm that holds the account
(or both) make this impracticable, an appropriate abbreviation of
the word “client” that has the same meaning), and which is not:

CASS £3-1R 7.12.1R, CASS 3:2R 7.12.2R, CASS #+4-1R 7.13.3R,
CGASS+45R; CASS +4+4R 7.13.8R, CASS +4-8R 7.13.10R, CASS
+431R 7.13.12R, CASS 7.13.28R, CASS #6-3R 7.15.2R, CASS
76-2R 7.15.3R and CASS #6-9R 7.15.20R.

a the method of internalreconcitiation-ef-client-money-balances
internal client money reconciliation thatis-hot-a-standard-method-of

internal-chient-money-reconcihation described in CASS 7.15.17R.

(3)  (inrelation to safe custody assets) any amount by which the
safe custody assets held by a firm under the custody rules
fall short of the firm’s obligations to its clients to hold safe

custody assets.

(a) CASS7-Annex1G:or [deleted]
(b)  the methods of internal-reconciliation-of client-money

balanees internal client money reconciliation described
referred-to in CASS 7.16 of the Client-Assets-Sourcebook

(Amendment No 5) Instrument 2014.

a firm which is not an OPS firm and which is acting as a:

@) trustee (other than for a trust of client money arising only
under CASS 5.3.2R, CASS 5.4 (Non-statutory client money
trust), CASS 2R 7.17.2R or CASS 11.6.1R); or
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Annex B
Amendments to the Conduct of Business sourcebook (COBS)

In this Annex, underlining indicates new text and striking through indicates deleted text,
unless otherwise stated.

Part 1: Comes into force on 1 December 2014

6 Information about the firm, its services and remuneration

6.1 Information about the firm and compensation information

6.1.7A G  Firms subject to either or both the custody rules and the client money rules

are reminded of the information requirements concerning custody assets
and client money in CASS 9.3 (Prime brokerage agreement disclosure
annex) and CASS 9.4 (Information to clients concerning custody assets and

client money).
Part 2: Comes into force on 1 June 2015
16 Reporting information to clients
16.4 Statements of client designated investments or client money

Firms subject to either or both the custody chapter and the client money
chapter are reminded of the reporting obligations to clients in CASS 9.2
(Prime broker’s daily report to clients) and CASS 9.5 (Reporting to clients

on request).

16.4.6

I®
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Annex C
Amendments to the Client Assets sourcebook (CASS)

In this Annex, underlining indicates new text and striking through indicates deleted text,
unless otherwise stated.

Part 1: Comes into force on 1 July 2014
1 Application and general provisions
1.2 General application: who? what?

1.2.7 G (1 The approach in CASS is to ensure that the rules in a chapter are
liod to firms i  articul lated activit
unregulated-activities: [deleted]

)

(3)

|de|ete|
(3A) I " Leul e in relati lated

alala QN m AN N A
cHTod 1Y A C Y

tnvestment business {including MiFID business). [deleted]

@) . ) _ .
I Ine' H |_su|,aneelellentl 'I“e'ﬁ'.% el’lapl E.e'l af p”hes_ 'I' H 9||a“el”;.e.' 'egulaﬁted
i jati ivities: [deleted]

(6) Ih&manda%e—mle&aapl*m—#el&ﬂen%rege#ated—aeﬂwﬂe&
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128 G
(4)

(4A)

FCA 2014/36

[deleted]

Each provision in the collateral rules, custody chapter, ard the client
money chapter and CASS 9 (Information to clients) makes it clear
whether it applies to activities carried on for retail clients,
professional clients or both. Fhere-ts-no-furthermodification-of-the
Felesin tl|es_e e.||apte|s H Felation o activities carried-on-for eliginle
GQH'F'EG'F&' tllesl' SHG"F ellelnts are tleatedF 'l“ the sallne. way-as-othel

There is no further modification of the rules in the chapters referred

to in (4) for activities carried on for eligible counterparties. Such
clients are treated in the same way as other professional clients for
the purposes of these rules.

Application for affiliates

129A G (1

2

The fact that a firm’s client is an affiliated company for MiFID
business does not affect the operation of CASS to the firm in relation
to that client.

For business that is not MiFID business, the operation of the custody
chapter or the client money chapter may differ if a firm’s client is an
affiliated company and depending on certain other conditions (see,
for example, CASS 6.1.10BR and CASS 7.1.12AR).

A firm must not keep money in respect of which any one of the

following chapters applies in the same client bank account or client
transaction account as money in respect of which another of the
following chapters applies:

(a)  theclient money chapter;

(b)  the insurance client money chapter:;

©) the debt management client money chapter.
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1.2.13

14

1.4.8

1.4.8A

FCA 2014/36

In accordance with CASS 7.1.15HR, a firm which is subject to the
client money chapter and holds money both (i) in its capacity as a
trustee firm and (ii) other than in its capacity as a trustee firm must
not keep money held in in its capacity as a trustee firm in the same
client bank account or client transaction account as money held
other than in its capacity as a trustee firm.

To the extent that the restriction under (1) or (2) applies to a firm, the
client bank accounts and client transaction accounts that a firm holds
in respect of different chapters or in its different capacities (as the
case may be) must be separately designated.

A firm may, where permitted by the relevant rules, opt to hold under a single
chapter money that would otherwise be held under different chapters (see
CASS-5-11R3)and CASS 7.1.3R and CASS 7.1.15BAR). However, making
such an election does not remove the requirement under CASS 1.2.11R(1).

Application: particular activities

|70
E

S

as—app#epﬂat& [deleted]

The application of CASS for a trustee firm acting as a depositary is

set out in CASS 1.4.6R and CASS 1.4.7R.

The application of CASS for a trustee firm that is not acting as a
depositary is limited as follows:

(a)  the mandate rules apply;

(b)  for MiFID business, the custody chapter and the client money
chapter apply; and

(©) for business that is not MiFID business, the custody chapter
and the client money chapter apply only to trustee firms
acting as trustees of personal pension schemes or stakeholder
pension schemes, including SIPPs.
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3.1

3.1.7A

6.1

6.1.1

6.1.10A G

FCA 2014/36

3) To the extent that CASS applies to a trustee firm, it applies with the
following general modification: 'client' means 'relevant trustee’,
'trust’, or ‘beneficiary’, as appropriate.

Collateral

Application and purpose

I®

Firms are reminded of the client's best interests rule which requires a firm to
act honestly, fairly and professionally, in accordance with the best interests
of its clients, when agreeing to, entering into, exercising its rights under and
fulfilling its obligations under an arrangement covered by this chapter, and
when structuring its business to include such arrangements.

Custody rules
Application

R This chapter (the custody rules) applies to a firm:

(1C) whenitis acting as trustee or depositary of an AlF; and/or
(1D) when it is acting as trustee or depositary of a UCITS; and

(1E) in respect of any arrangement for a client to transfer full ownership of
a safe custody asset to the firm which is:

(@ in the course of, or in connection with, the firm’s designated
investment business; and

(b)  for the purpose of securing or otherwise covering present or
future, actual or contingent or prospective obligations,

but the application of the custody rules to a firm under this paragraph
is limited to the rules and quidance in CASS 6.1.6R to CASS 6.1.9G.
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&)  the-affiliated-company-is-a-clientdealt-with-atarm’s-length- [deleted]

In respect of a firm’s business falling under CASS 6.1.1R(1B), the custody
rules do not apply to the firm when it is safequarding and administering
investments on behalf of an affiliated company, unless:

(1) the firm has been notified that the designated investment belongs to a
client of the affiliated company; or

(2)  the affiliated company is a client dealt with at arm’s length.

Reference Rule

CASS 6.3.1R to CASS 6.3.4R Depositing safe custody assets with
third parties

A firm (Firm A) to which another firm acting as trustee or depositary of an
AIF (Firm B) has delegated safekeeping functions in Hnre accordance with
FUND 3:3125R 3.11.28R (Delegation: safekeeping) will not itself be acting
as trustee or depositary of an AIF for that AIF. CASS 6.1.161AR will not
apply to Firm A in respect of that AIF. However, Firm A may be
safeguarding and administering investments in respect of that AIF.

Only the custody rules in the table below apply to a firm when arranging
safeguarding and administration of assets:

Reference Rule
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CASS 6.1.16JR Arrangers
CASS 6.1.16KR Records
CASS-6-1-16KR Records

When a firm arranges safeguarding and administration of assets, it must

ensure that proper records of the eustody-assets-which-it-arrangesfor-another
to-held-orreceive,onbehalf-ofthe-client; arrangements are made and

retained for a period of 5 years after they are made.

Use of safe custody assets

The FCA expects firms which enter into arrangements under CASS 6.4.1R
with retail clients to only enter into securities financing transactions and not
otherwise use retail client’s safe custody assets.

Firms are reminded of the client's best interests rule, which requires the firm
to act honestly, fairly and professionally in accordance with the best interests

of their cllents M%mpl&eh#kmi—&ge;ma%eea&dered—te—be—swh

that For any transactions involving retail clients carried out under this section
the FCA expects that:

Records, accounts and reconciliations

A Unless otherwise stated, a firm must ensure that the-records any record
made under this-seetionare the custody rules is retained for a period of five

years after-they-are-made starting from the later of:

(1)  the date it was created; and

(2)  (if it has been modified since the date it was created), the date it was
most recently modified.
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effectively: [deleted]
7 Client money rules
7.1 Application and purpose
7.1.1 R
unless otherwise specified in this section. [deleted]
71.1A R This chapter applies to a firm that receives money from or holds money for,

or on behalf of, a client in the course of, or in connection with, its:

[€9)] MiFID business; and/or

(2) designated investment business;

unless otherwise specified in this section.

71.1B G A firm is reminded that when CASS 7.1.1AR applies it should treat client
money in an appropriate manner so that, for example:

[€0)] if it holds client money in a client bank account, that account is held
in the firm’s name in accordance with CASS 7.4.11AR;

(2) if it allows another person to hold client money this is effected under
CASS 7.5; and
3) its internal reconciliations of client money carried out in line with

CASS 7.6.6G and CASS 7 Annex 1G take into account any client
equity balance relating to its margined transaction requirements.
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713R R

3) This rule is subject to CASS 1.2.11R.

7.1.3A

I®

Firms are reminded that, under CASS 1.2.11R(1), they must not keep money
in respect of which the client money chapter applies in the same client bank
account or client transaction account as money in respect of which the
insurance client money chapter applies.

7.1.15 R (1) An authorised professional firm regulated by the Law Society (of
England and Wales), the Law Society of Scotland or the Law Society
of Northern Ireland that, with respect to its regulated activities, is
subject to the following rules of its designated professional body, must
comply with those rules and, where relevant paragraph (3), and if it
does so, it will be deemed to comply with the client money rules.

(2) The relevant rules are:

(@) ifthe firm is regulated by the Law Society (of England and
Wales):, the SRA Accounts Rules 2011;

) theSolicitors-AccountsRules 1998;or
@ | Hieablethe Sotici . |
1990;

(b) if the firm is regulated by the Law Society of Scotland, the
licitors' {Scotland. i

} } the Law
Society of Scotland Practice Rules 2011; and

(c) ifthe firmis regulated by the Law Society of Northern Ireland,
the Solicitors' Accounts Regulations 1998.

(3) Ifthe firmin (1) is a MiFID investment firm that receives or holds
money for, or on behalf of a elient client in the course of, or in
connection with its MiFID business, it must also comply with the
MiFID client money (minimum implementing) rules in relation to that
business.

7.115B R

in rolati el I ) I el
j i - [deleted]
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7.115B R Provided it complies with CASS 1.2.11R, a firm that receives or holds client
money in relation to contracts of insurance may elect to comply with the
provisions of the insurance client money chapter, instead of this chapter, in
respect of all such money.

>

7.1.15C R A firm should must make and retain a written record of any election which it
makes under CASS #+15BR 7.1.15BAR.

Trustee firms {etherthan-trustees-of unittrust schemes)

7.1.15F R Subject to CASS 7.1.15GR Only only the client money rules listed in the table
below apply to a trustee firm in connection with money that the firm receives,
or holds for or on behalf of a client in the course of or in connection with its
designated investment business which is not MiFID business.

Reference Rule

CASS 7.1.15ER and-CASS-LA5FR | Trustee firms {etherthan-trustees-of
to CASS 7.1.15LG unit trust schemes)

CASS 7.6.6G to CASS 7.6.16R

CASS 7.7.2R to CASS 7.7.4G Requirement
CASS 7 Annex 1G The standard method of internal

client money reconciliation

7.115G R [€0)] A trustee firm to which CASS 7.1.15FR applies may, in addition to
the client money rules set out at CASS 7.1.15FR, also elect to comply

@ all the client money rules in CASS 7.4 (Segregation of client
money);

(b) CASS 7.5 (Transfer of client money to a third party);

©) all the client money rules in CASS 7.6 (Records, accounts and

reconciliations); or
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[(s)] CASS 7.8 (Notification and acknowledgement of trust).

A trustee firm must make a written record of any election it makes
under this rule, including the date from which the election is to be
effective. The firm must make the record on the date it makes the
election and must keep it for a period of five years after ceasing to
use it.

Where a trustee firm has made an election under (1) which it
subsequently decides to cease to use, it must make a written record of
this decision, including the date from which the decision is to be
effective, and keep that record from the date the decision is made for
a period of five years after the date it is to be effective.

A trustee firm to which CASS 7.1.15FR applies and which is otherwise

subject to the client money rules must ensure that any client money it holds

other than in its capacity as trustee firm is seqregated from client money it

holds as a trustee firm.

A trustee firm to which CASS 7.1.15FR applies and which is otherwise

subject to the client money rules should ensure that in designing its systems

and controls it:

@

S

takes into account that the client money distribution rules will only
apply in relation to any client money that the firm holds other than in
its capacity as trustee firm; and

has regard to other legislation that may be applicable.

A trustee firm to which CASS 7.1.15FR applies may elect that:

(1) the applicable provisions of CASS 7.4 (Segregation of client
money) and CASS 7.6 (Records, accounts and reconciliations)
under CASS 7.1.15FR; and

2 and any further provisions it elects to comply with under
CASS 7.1.15GR(1);

will apply separately and concurrently for each distinct trust that the
trustee firm acts for.

A trustee firm must make a written record of any election it makes
under this rule, including the date from which the election is to be
effective. The firm must make the record on the date it makes the
election and must keep it for a period of five years after ceasing to
use it.

Where a trustee firm has made an election under (1) which it
subsequently decides to cease to use, it must make a written record of
this decision, including the date from which the decision is to be
effective, and must keep that record from the date the decision is
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made for a period of five years after the date it is to be effective.

A trustee firm may wish to make an election under CASS 7.1.15JR if, for
example, it acts for a number of distinct trusts which it wishes, or is required,
to keep operationally separate. If a firm makes such an election then it
should:

[€0)] establish and maintain adequate internal systems and controls to
effectively segregate client money held for one trust from client
money held for another trust; and

(2) conduct internal client money reconciliations as set out in CASS 7
Annex 1G and external client money reconciliations under CASS
7.6.9R for each trust.

The provisions in CASS 7.1.15ER to CASS 7.1.15KG do not affect the
general application of the client money rules regarding money that is held by
a firm other than in its capacity as a trustee firm.

Definition Treatment of client money

Interest

R

|70

I®

I i 0 I I ¥ . . I
j i i - [deleted]

A firm must pay a retail client any interest earned on client money held for
that client unless it has otherwise notified him in writing.

[€0)] The firm may, under the terms of its agreement with the client, pay
some, none, or all interest earned to the relevant client.

(2) Where interest is payable on client money by a firm to clients:

(@) such sums are client money and so, if not paid to, or to the
order of the clients, are required to be segregated in accordance
with CASS 7.4 (Segregation of client money);

(b) the interest should be paid to clients in accordance with the
firm’s agreement with each client; and

(c) if the firm’s agreement with the client is silent as to when
interest should be paid to the client the firm should follow
CASS 7.4.28G (Allocation of client money receipts);

irrespective of whether the client is a retail client or otherwise.
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Discharge of fiduciary duty

R

|70

G

|70

Money ceases to be client money (having regard to CASS 7.2.17R where
applicable) if:

(2) it is paid-to-a-third-party on-the-instruction-of the-clientunless-itis
foarrod hird in 1 f offoct] ion
party)y-or.

(@) paid to a third party on the instruction of, or with the specific
consent of, the client unless it is transferred to a third party in
the course of effecting a transaction under CASS 7.5.2R
(Transfer of client money to a third party); or

(b) paid to a third party pursuant to an obligation on the firm
where:

(1) that obligation arises under an enactment; and

(ii)  the obligation under that enactment is applicable to the
firm as a result of the nature of the business being
undertaken by the firm for its client; or

(3) subject to CASS 7.2.16AR, it is paid into a bank account of the client
(not being an account which is also in the name of the firm); or

9) it is transferred by the firm to a clearing member in connection with a
regulated clearing arrangement and the clearing member remits
payment directly to the indirect clients of the firm firm in accordance
with CASS 7.2.15CR(2).

Client money received or held by the firm for a sub-pool ceases to be client
money for that firm to the extent that such client money is transferred by the
firm to an authorised central counterparty or a clearing member as a result of

porting.

[deleted]

A firm must not pay client money into a bank account of the client that has
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been opened without the consent of that client.

7.4 Segregation of client money

7.4.-1 R Where a firm establishes one or more sub-pools, the provisions of CASS 7.4
(Segregation of client money) shall be read as applying separately to the
firm’s general pool and each sub-pool in line with CASS 7.19.3R and CASS
7.19.12R.

Qualifying money market funds

7.4.3 G
Note:recital 23-to-the MiFIB-implementing-Directive] [deleted]

7.4.3A R Where a firm deposits client money with a qualifying money market fund, the
firm’s holding of those units in that fund will be subject to any applicable
requirements of the custody rules.
[Note: recital 23 to the MiFID implementing Directive]

7.4.6 G  Ifafirm that intends to place client money in a qualifying money market fund

IS subject to the requirement to disclose information before providing
services, it should, in compliance with that obligation, notify the client that:

1) money held for that client will be held in a qualifying money market
fund; and

(2) as a result, the money will not be held in accordance with the client

money rules but inaccordance-with-the-custody-rules:; and

3) if it is the case, that the units will be held as the client’s safe custody
assets in accordance with the custody rules.

7.4.9B R For the purposes of CASS 7.4.9AR an entity is a relevant group entity if it

1 a CRD credlt |nst|tut|on or a bank authorlsed ina thlrd country—a
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)

Client bank accounts

I®

I®

I®

G

An account which the firm uses to deposit client money under CASS
7.4.1R(1) to (3) must be a client bank account.

1)
2 Each client bank account used by a firm must be held on terms under
which:

(@ the relevant bank’s contractual counterparty is the firm that is
subject to the requirement under CASS 7.4.1R; and

(b) unless the firm has agreed terms that comply with CASS
7.4.11AR(3), the firm is able to make withdrawals of client
money promptly and, in any event, within one business day of
a request for withdrawal.

Transitional provision CASS TP 1.1.10AR applies to (2).

(3) Firms may use client bank accounts held on terms under which
withdrawals are, without exception, prohibited until the expiry of a
fixed term or a notice period of a maximum of 30 days.

4 Paragraphs (2)(b) and (3) do not apply in respect of client money
received by a firm in its capacity as a trustee firm.

CASS 7.4.11AR(2)(b) and (3) do not prevent a firm from depositing client
money on terms under which a withdrawal may be made before the expiry of
a fixed term or a notice period (whatever the duration), including where such
withdrawal would incur a penalty charge to the firm.

CASS 7.4.11AR does not prevent a firm from depositing client money in
overnight money market deposits which are clearly identified as being client
money (for example, in the client bank account acknowledgment letter).

Firms are reminded of their obligations under CASS 7.8 (Notification and
acknowledgement of trust) for client bank accounts. Firms should also
ensure that client bank accounts meet the requirements in the relevant
Glossary definitions, including regarding the titles given to the accounts.

A firm may open one or more client bank accounts in the form of a general
client bank account, a designated client bank account or a designated client
fund account (see CASS 7A.2.1G (Failure of the authorised firm: primary
pooling event)). The requirements of CASS 7.4.11AR(2) and (3) apply for
each type of client bank account.

Commaodity Futures Trading Commission Part 30 exemption order
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breach-ef-its-Part-30-exemption-order- [deleted]

. i ) liately. | he i :
indivi } - [deleted]

CASS 12 contains provisions which are relevant to a firm conducting
business pursuant to the Part 30 exemption order.

ViaYalda¥hda'

Transfer of client money to a third party

G

R

This section sets out the requirements a firm must comply with when it
transfers allows another person to hold client money, te-anetherpersen other
than under CASS 7.4.1R, without discharging its fiduciary duty owed to that
client. Such circumstances arise when, for example, a firm passes client
money to a clearing house in the form of margin for the firm's obligations to
the clearing house that are referable to transactions undertaken by the firm for
the relevant clients. They may also arise when a firm passes client money to
an intermediate broker for contingent liability investments in the form of
initial or variation margin on behalf of a client. Similarly, this section applies
where a firm allows a broker to hold client money in respect of the firm’s
client’s non-margined transactions, again without the firm discharging its
fiduciary duty to that client. r-these-eireumstanees In all cases, the firm
remains responsible for that client's client equity balance held at the
intermediate broker until the contract is terminated and all of that client's
positions at that broker closed. If a firm wishes to discharge itself from its
fiduciary duty, it should do so in accordance with the rule regarding the
discharge of a firm's fiduciary duty to the client (CASS 7.2.15R).

A firm may allow another person, such as an exchange, a clearing house or
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an intermediate broker, to hold or control client money, but only if:

(1) the firm transfers allows that person to hold the client money:

(@)  for the purpose of atransaction one or more transactions for a
client though or with that person; or

(2) inthe case of a retail client, that client has been notified that the ehient

meney-may-be-transferred-te firm may allow the other person to hold its
client money.

Client money that a firm allows another person to hold under CASS 7.5.2R:

Q) should only be held for transactions which are likely to occur (and
for which the other person needs to receive client money) or have
recently settled (and such that the other person has received client
money); and

2 should be recorded in client transaction accounts by that other
person.

A Apart from client money held by a firm in an individual client account or
an omnibus client account at an authorised central counterparty, a firm
counts. with

Records, accounts and reconciliations

Where a firm establishes one or more sub-pools, the provisions of CASS 7.6
(Records, accounts and reconciliations) shall be read as applying separately
to the firm’s general pool and each sub-pool in line with CASS 7.19.3R and
CASS 7.19.4R.

Unless otherwise stated, A a firm must ensure that records any record made
under CASS76-1R-and-CASS-7#-6-2R-are the client money rules is retained

for a period of five years after-they-were-made starting from the later of:

(1)  the date it was created; and

(2)  (if it has been modified since the date it was created), the date it was
most recently modified.
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1.7 Statutory trust

7.7.2 R A Subject to CASS 7.7.3R in respect of a trustee firm, a firm receives and
holds client money as trustee {er+r-Seetland-as-agent) on the following
terms:
1)

(2) (a) where afirm maintains only a general pool of client money,
subject to (4), for the clients (other than clients which are
insurance undertakings when acting as such with respect of to
client money received in the course of insurance mediation
activity and that was opted in to this chapter) for whom that
money is held, according to their respective interests in it;

(b)  where a firm has established one or more pools of client money,

subject to (4):

(i) the general pool is held for all the clients of the firm for
whom the firm holds client money (other than clients
which are insurance undertakings when acting as such
with respect to client money received in the course of
insurance mediation activity and that was opted in to this
chapter) according to their respective interests in it; and

(ii)  each sub-pool is for the clients of the firm who are
beneficiaries of the sub-pool in question in accordance
with CASS 7.19.6R(2), according to their respective
interests in it;

(4) entature-ofthefirm; for the payment of the costs properly attributable
to the distribution of the client money in accordance with (2) if such
distribution takes place following the failure of the firm; and

7.7.3 R A trustee firm which is subject to the client money rules by virtue of CASS
7.1.1AR(2): receives and holds client money as trustee {or-in-Seotland-as
agent) on the terms in CASS 7.7.2R, subject to its obligations to hold client
money as trustee under the relevant instrument of trust.

instrument of trust;

@ subj he rel :  trust_rocol ! holds cli
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money-on-trust-on-the-terms{erin-Scotland-on-the-agenecy-terms)

If a trustee firm holds client money in-accordance-with-CASS7-73R2); the

firm should follow the provisions in CASS 7.1.15ER ard-CASS7115FR to
CASS 7.1.15LG.

After CASS 7.9 insert the following new sections:

7.10
7.11
7.12
7.13
7.14
7.15
7.16
7.17

7.18

[to follow]
[to follow]
[to follow]
[to follow]
[to follow]
[to follow]
[to follow]
[to follow]

[to follow]

After CASS 7.18 insert the following new section. The text is not underlined.

7.19

7.19.1

G (@

()

Clearing member client money sub-pools

Under CASS 7.7.2R(2), a firm acts as trustee for all client money
received or held by it for the benefit of the clients for whom that
client money is held, according to their respective interests in it.

A firm that is also a clearing member of an authorised central
counterparty may wish to segregate client money specifically for the
benefit of a group of clients who have chosen to clear positions
through a net margined omnibus client account maintained by the
firm with that authorised central counterparty, where that segregation
might facilitate the porting of client positions recorded in that net
margined omnibus client account. To segregate client money (that
would otherwise be held in the general pool) for a specific group of
clients clearing positions through a particular net margined omnibus
client account, a clearing member firm may, in accordance with these
rules, create a sub-pool of client money.
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Upon the occurrence of a primary pooling event, the client money for:

(@) the general pool, should be distributed in accordance with
CASS 7A to the clients for whom the firm receives or holds
client money in that general pool; and

(b) asub-pool, should either be:
(i) transferred to facilitate porting; or

(if) distributed to the clients who are beneficiaries of that sub-
pool, according to their respective interests under CASS
7TA.2.4R(2)(a).

All client money is received or held by the firm as trustee for the
clients of the firm. However, a clearing member of an authorised
central counterparty who clears client positions through a net
margined omnibus client account may organise its affairs (with the
consent of the relevant clients) in such a way that those clients need
not share in the general pool of client money following a primary
pooling event, save to the extent that such clients otherwise have an
interest in the general pool.

Where a firm creates a sub-pool for a particular net margined omnibus
client account, it must not clear positions through that omnibus client
account for clients who are not beneficiaries of that sub-pool.

Internal controls

A firm wishing to establish a sub-pool must establish and maintain adequate
internal controls necessary to comply with the firm’s obligations under
CASS 7 for the general pool and each sub-pool that it may establish.

Where a firm establishes one or more sub-pools, CASS 7.6 (Records,
accounts and reconciliations) shall be read as applying separately to the
firm’s general pool and each sub-pool.

A firm that establishes one or more sub-pools must establish and maintain
adequate internal controls and records in accordance with CASS 7.6
(Records, accounts and reconciliations) to conduct internal and external
reconciliations for each sub-pool and the general pool individually.

R
Records
R

G

R (@)

)

The records maintained for a sub-pool under CASS 7.19.4R must
identify all the client beneficiaries of that sub-pool.

The beneficiaries of each sub-pool are those clients:

(@ from whom the firm has received a signed sub-pool disclosure
document in accordance with CASS 7.19.11R;
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for whom the firm maintains, previously maintained or is in the
process of establishing a margined transaction(s) in the relevant
net margined omnibus client account at the authorised central
counterparty; and

to whom any client equity balance or other client money is
required to be segregated for the client by the firm in respect of
the margined transactions under (2)(b)_from that sub-pool.

For each sub-pool that the firm establishes, it must maintain a record

of:
(@)
(b)

(©)

(d)

the name of the sub-pool;

the particular net margined omnibus client account at an
authorised central counterparty to which the sub-pool relates;

each client bank account and each client transaction account
(other than the net margined omnibus client account) maintained
for the sub-pool, including the unique identifying reference or
descriptor under CASS 7.19.13R(2); and

the applicable sub-pool disclosure document for the sub-pool.

The firm must maintain an up-to-date list of all the sub-pools it has created.

Sub-pool disclosure document

R

(1) A firm wishing to establish a sub-pool must prepare a sub-pool
disclosure document for each sub-pool.

()

The sub-pool disclosure document for each sub-pool must:

(@)

(b)

(©)

(d)

identify the sub-pool by name, as stated in its records under
CASS 7.19.7R, the net margined omnibus client account and the
authorised central counterparty to which the sub-pool
disclosure document relates;

contain a statement that the client consents to the firm receiving
and holding the client’s client money in the sub-pool;

contain a statement that, in the event of the failure of the firm,
the firm is directed by the client to use any client money held by
the firm in the sub-pool to facilitate the porting of the positions
recorded in that net margined omnibus client account; and

a statement reminding the client that, in the event of the failure
of the firm, if porting is not effected or if porting is effected but
any money in the sub-pool is not used to facilitate porting, the
client beneficiaries of the sub-pool will be entitled to a
distribution of any client money held for that sub-pool in
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accordance with CASS 7A. However, the client beneficiaries
will not have a claim on any other pool of client money, except
to the extent that the client is a beneficiary of another pool.

In preparing a sub-pool disclosure document under CASS 7.19.9R(1), a firm
may use the template in CASS 7 Annex 6G.

(1)

()

Before receiving or holding client money for a client for a sub-pool, a
firm must:

(@) provide to the client a copy of the sub-pool disclosure document
applicable to that sub-pool; and

(b)  obtain a signed copy of that sub-pool disclosure document from
the client.

A firm must provide the beneficiary of a sub-pool with a copy of its
signed sub-pool disclosure document applicable to that sub-pool upon
the beneficiary’s request.

Segregation and operation of sub-pools

71912 R

71913 R

Where a firm establishes one or more sub-pools, CASS 7.4 (Segregation of
client money) shall be read as applying separately to the firm’s general pool
and each sub-pool.

1)

()

©)

A firm must not hold client money for a sub-pool in a client bank
account or a client transaction account used for holding client money
for any other sub-pool or the general pool.

A firm that establishes a sub-pool must ensure that the name of each
client bank account and each client transaction account (other than the
net margined omnibus client account) maintained for that sub-pool
includes a unique identifying reference or descriptor that enables the
account to be identified with that sub-pool.

Where a client of the firm is a beneficiary of the general pool and
wishes to become a beneficiary of a sub-pool, the client in question
shall become a beneficiary of the relevant sub-pool when :

(@ the firm has obtained the signed sub-pool disclosure document
from that client in accordance with CASS 7.19.11R(1); and

(b) the firm has either:

Q) transferred the relevant amount of client money for that
client from a client bank account maintained for the
general pool to a client bank account maintained for the
relevant sub-pool; or

(i) if the firm is not making a transfer of client money from
the general pool, when it has received that client’s money
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in a client bank account maintained for the relevant sub-
pool.

Where a client of the firm is a beneficiary of the general pool and
wishes to become a beneficiary of a sub-pool, the firm must ensure
that it does not transfer client money from a client bank account
maintained for the general pool to a client bank account maintained
for a sub-pool in accordance with CASS 7.19.13R(3)(b)(i), unless the
amount of client money held for the general pool is sufficient,
immediately after that transfer, to satisfy the firm’s client money
obligations to the remaining beneficiaries of the general pool.

A client of the firm who is a beneficiary of a sub-pool ceases to be a
beneficiary of that sub-pool when:

(@) the firm has settled the amount owing to that client for all of the
margined transactions cleared through the related net margined
omnibus client account and no longer holds any client money for
that client in that sub-pool, and so CASS 7.19.6R(2)(b) and (c)
no longer apply for that client; or

(b) the firm has complied with (i) or (ii), and in either case (iii):

Q) the firm has received a written instruction from the client
stating that the client no longer wishes to have its
positions cleared through the net margined omnibus
client account or its client money held in that sub-pool,
or the firm has notified the client under CASS 7.19.18R
that it is making a material change to a sub-pool; or

(i) the firm has closed or moved that client’s positions to an
account other than the net margined omnibus client
account referable to that sub-pool; and

(iii)  the firm has either transferred the relevant amount of
client money for that client from a client bank account
maintained for the relevant sub-pool to a client bank
account maintained by the firm for the general pool (or,
if applicable, another sub-pool), or transferred the
amount owing to that client for all of the margined
transactions cleared through the related net margined
omnibus client account and no longer holds any client
money for that client in that sub-pool.

In relation to the transfer of client money under CASS
7.19.13R(5)(b)(iii), a firm must ensure that it does not transfer client
money from a client bank account maintained for a sub-pool, unless
the amount of client money held for the sub-pool is sufficient,
immediately after that transfer, to satisfy the firm’s client money
obligations to the remaining beneficiaries of that sub-pool.
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A firm that receives client money to be credited in part to the general pool or
one sub-pool and in part to another sub-pool must:

(1) take the necessary steps to ensure that the full sum is paid directly into
a client bank account maintained for the general pool; and

(2) promptly, and in any event no later than one business day after receipt,
pay the money that is not client money for the general pool out of that
client bank account and into a client bank account maintained for the
appropriate sub-pool.

(1) If aprimary pooling event occurs before client money is transferred
from a client bank account maintained for the general pool to a client
bank account maintained for the appropriate sub-pool in accordance
with CASS 7.19.14R(2), the amount in question will not form part of
that sub-pool, including for the purposes of CASS 7A.2.4R(1).

(2) If aprimary pooling event occurs before client money is transferred
from a client bank account maintained for a sub-pool to a client bank
account maintained for the general pool or another sub-pool in
accordance with CASS 7.19.13R(5), the amount in question will not
form part of the general pool or that other sub-pool, including for the
purposes of CASS 7A.2.4R(1), but will remain part of the original sub-
pool.

A client for whom a firm receives or holds client money for a sub-pool has
no claim to or interest in client money received or held for the general pool
or any other sub-pool unless:

(1) that client is a beneficiary of that other sub-pool; or

(2) the firm receives or holds client money for that client for other business
which does not relate to any sub-pool (and thus the client is a
beneficiary of the firm’s general pool).

A client for whom a firm receives or holds client money in more than one
pool as described in CASS 7.19.16R(1) and/or (2) has an interest in a
distribution from each such pool, and each interest is separate and distinct.

Material changes to sub-pools

R

Before making a material change to a sub-pool, a firm must:

(1) notify the then current beneficiaries of that sub-pool in writing, not
less than two months before the date on which the firm intends the
change to take effect; and

(2) include in the notification an explanation of the consequences for the
beneficiaries of the proposed change and the options available to them,
such as the option of a beneficiary of the affected sub-pool to cease to
be a beneficiary of that sub-pool and to become a beneficiary of the
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firm’s general pool or, if applicable, another sub-pool.

A firm should keep in mind its obligations under CASS 7.19.11R(1)(b)
(before receiving or holding client money for a client in a sub-pool, a firm
must obtain a signed copy of the sub-pool disclosure document from the
client) when making a material change to a sub-pool. A firm is also
reminded of the conditions under CASS 7.19.13R(5)(b) (when a client of the
firm who is a beneficiary of a sub-pool ceases to be a beneficiary of that
sub-pool) if a material change proposed to a sub-pool results in a client
ceasing to be a beneficiary of that sub-pool.

The FCA would normally consider the dissolution of a sub-pool, such that
the firm no longer operates the sub-pool or no longer uses the relevant net
margined omnibus client account or transfers the business to another
authorised central counterparty, to be examples of material changes to a
sub-pool.

Before materially changing a sub-pool, a firm must provide a copy of the
notice provided to clients under CASS 7.19.18R to the FCA not less than
two months before the date on which the firm intends the change to take

place.

Notifications

R

A firm that wishes to establish a sub-pool of client money must notify the
FCA in writing not less than two months before the date on which the firm
intends to receive or hold client money for that sub-pool.

Upon request, a firm must deliver to the FCA a copy of the sub-pool
disclosure document for any sub-pool established by the firm.

A firm must inform the FCA in writing, without delay, if it has not
complied, or is unable to comply with the requirements in CASS 7.19.11R
or the requirements in CASS 7.19.18R.

Record-keeping

R

The records maintained under this section, including the sub-pool disclosure
documents, are a record of the firm that must be kept in a durable medium
for at least five years following the date on which client money was last held
by the firm for a sub-pool to which those records or the sub-pool disclosure
document applied.

After CASS 7 Annex 1G insert the following new annexes.

7 Annex 2

7 Annex 3

[to follow]

[to follow]
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7 Annex 4 [to follow]

7 Annex 5 [to follow]

After CASS 7 Annex 5, insert the following new annex (on the next page). The text is not
underlined.
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7 Annex 6G Sub-pool disclosure document

[letterhead of firm, including full name and address of firm, firm reference number]

[addressee — client participating in specified sub-pool]
[date]
Sub-pool disclosure document (under the rules of the Financial Conduct Authority)

1. The sub-pool to which this sub-pool disclosure document relates is designated in the

firm’s records as:
[insert name of sub-pool in firm’s records]
(for the purposes of this document, the “sub-pool’)

. The net margined omnibus client account relating to the sub-pool is held at [insert name
of authorised CCP] and is designated as:

[insert the account title, the account unique identifier and (if applicable) any
abbreviated name of the account as reflected in the authorised CCP’s systems]

(for the purposes of this document, the “omnibus client account”).
. The purpose of this letter is to:

(a) provide you with information relating to the sub-pool [operated or to be operated]
by [insert name of CASS firm] in relation to the omnibus client account held by
the firm at [insert name of authorised CCP];

(b) obtain your consent to holding your money in the sub-pool; and

(c) confirm your direction that upon the failure of [insert name of CASS firm], we are
to use any client money held by the firm in the sub-pool to facilitate porting.

[name of CASS firm] will hold any client money that we receive from you in relation to
the cleared transactions that we maintain for you in the omnibus client account in client
bank accounts that we open in relation to the sub-pool, or we will allow the CCP to hold
this client money in the omnibus client account.

In the event of the failure of the [insert name of CASS firm], you hereby direct the [insert
name of CASS firm] to use any client money held by the [insert name of CASS firm] in the
sub-pool to facilitate the porting of the positions recorded in the omnibus client account.

In the event of the failure of [insert name of CASS firm], if porting is not effected, or if
porting is effected but any money in the sub-pool is not used to facilitate porting, you and
the other beneficiaries of the sub-pool will be entitled to a distribution from any client
money held in respect of this sub-pool, in accordance with the client money distribution
rules in CASS 7A. Save to the extent that [insert name of CASS firm] holds any other
client money for you in the context of any other business or sub-pool, you will not be
entitled to a distribution of any other client money held by [insert name of CASS firm].

. You hereby consent to the firm receiving and holding your money as client money as part
of [sub-pool specified above or specify name of sub-pool]. Until you sign and return this
letter the firm will not hold money for you in the sub-pool and you will not be a
beneficiary of the sub-pool.

Page 38 of 252



FCA 2014/36

8. This letter shall be governed by the laws of [England and Wales/Scotland/Northern
Ireland /insert appropriate jurisdiction].

If you are in agreement with the foregoing terms, please sign and return the enclosed copy of
this letter as soon as possible. You should retain a copy of this letter for your records.

[insert name of CASS firm]
X

Authorised signatory
Print name:
Title:

ACKNOWLEDGED AND AGREED:
[insert name of client]

X

Authorised signatory

Print name:

Title:

Contact information: [insert signatory’s phone number and email address]
Date:
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Amend the following as shown.

A Client money distribution
7A.1 Application and purpose
Application

7TA.1.1 R Fhis Subject to CASS 7A.1.1AR, this chapter (the client money distribution
rules) applies to a firm that holds client money which is subject to the client

money rules when a primary-poeoling-event ora-secondary-posling-event
pooling event occurs.

\l
>
-
[EEN
>
|70

The client money distribution rules do not apply to any client money held
by a trustee firm under CASS 7.1.15FR to 7.1.15LG.

\‘
>
=
[N
w
I®

As a result of CASS 7A.1.1AR, the client money distribution rules relating
to primary pooling events and secondary pooling events will not affect any
client money held by a firm in its capacity as trustee firm. Instead, the
treatment of that client money will be determined by the terms of the
relevant instrument of trust or by applicable law. However, the client
money distribution rules do apply to a firm for any client money that it
holds other than in that capacity which is subject to the client money rules.

TA.2 Primary pooling events

7A.2.3A

|70

If a primary pooling event occurs in circumstances where the firm had,
before the primary pooling event, reduced its margined transaction
requirement by utilising approved collateral under CASS 7 Annex 1G
paragraph 15, it must immediately liquidate this approved collateral and
place the proceeds in a client bank account.

\l
>
N
w
w
|70

CASS 7A.2.7R (Client money received after the failure of the firm) does
not apply to the proceeds under CASS 7A.2.3AR.

~
>
N
w
O
(@)

The proceeds of the assets realised under CASS 7A.2.3AR:

[€0)] will form part of the notional pool of client money (see CASS
7A.2.4R (Pooling and distribution); and

(2) must be distributed in accordance with this chapter.
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Pooling and distribution

7TA.2.4 R Ifaprimary pooling event occurs, then:

1)

()

3)

in respect of the general pool or a sub-pool, aH client money held in
a client bank account or a client transaction account of the firm
relating to that pool is treated as peeled-(ferming-a-notionalpool) a
single notional pool of client money for the beneficiaries of that
pool, except for client money held in a client transaction account at
an authorised central counterparty; or a clearing member which is,
in either case, held as part of a regulated clearing arrangement;

the firm must distribute chient money comprising the notional pool
. I " 72R sod el .
hich i bl he oli o leulated i

(a) distribute client money comprising a notional pool in
accordance with CASS 7.7.2R, so that each client who is a
beneficiary of that pool receives a sum which is rateable to
the client money entitlement calculated in accordance with
CASS 7A.2.5R; or

(b) (where applicable) transfer client money comprising a sub-
pool to effect or facilitate porting of positions held for the
clients who are beneficiaries of that sub-pool; and

if, in connection with a regulated clearing arrangement, client
money is remitted directly to the firm either from an authorised
central counterparty or from a clearing member, then:

(b) subject to (3)(c) and (d), any such remittance in respect of
a client transaction account that is an omnibus client
account must form part of the notional peel pool under
CASS 7A.2.4R(1) and be subject to distribution in
accordance with CASS 7A.2.4R(2)(a); and

(©) any such remittance in respect of a client transaction
account that is an omnibus client account must be
distributed to the relevant clients for whom that omnibus
client account is held if:

(if) the amount of such remittance attributable to each
client of the omnibus client account is readily
apparent from information provided to the firm firm
by the authorised central counterparty or, in the case
of indirect clients, the clearing member;
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in which case the amount of such remittance must be
distributed to each such client in accordance with the
information provided by the authorised central
counterparty or clearing member subject to CASS
7.7.2R(4); and

(d) any such remittance in respect of a client transaction
account that is a net margined omnibus client account in
respect of which the firm maintains a sub-pool must form
part of such sub-pool to be distributed in accordance with
CASS 7A.2.4R(2)(a).

Under EMIR, where a firm that is a elearing-member clearing
member of an authorised central counterparty defaults, the

authorised central counterparty may:

The firm’s obligation to its client in respect of client money held
in a sub-pool is discharged to the extent that the firm transfers that
client money to facilitate porting in accordance with CASS

7.2.15R(8).

When, in respect of a client who is a beneficiary of a pool, there is a
positive individual client balaree balance and a negative client
equity balance in relation to that pool, the credit for that pool must
be offset against the debit reducing the individual client balanee
balance for that client.

When, in respect of a client who is a beneficiary of a pool, there is a
negative individual client batance balance and a positive client
equity balance in relation to that pool, the credit for that pool must
be offset against the debit for that pool reducing the client equity
balance for that client.

Client money received after failure of the firm

R

Client money received by the firm after a primary pooling event in respect
of a pool must not be pooled with client money held in any client money
account operated by the firm either in respect of that pool or any other pool
at the time of the primary pooling event. It must be placed in a client bank
account that has been opened after that event and must be handled in
accordance with the client money rules, and returned to the relevant client
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without delay, except to the extent that:

Secondary pooling events

G

R

R

When a bank fails and the firm decides not to make good the shortfall in
the amount of client money held at that bank, a secondary pooling event
will occur in accordance with CASS 7A.3.6R. The firm would be expected
to reflect the shortfall that arises at the failed bank in the general pool
(where the firm maintains only a general pool) and, where relevant, in a
particular sub-pool (where the firm maintains both a general pool and one
or more sub-pools) in its records of the entitlement of clients and of money
held with third parties under CASS 7.6 (Records, accounts and
reconciliations).

If a secondary pooling event occurs as a result of the failure of a bank
where one or more general client bank accounts are held for the general
pool or a particular sub-pool, then:

1) in relation to every general client bank account of the firm
maintained in respect of that pool, the provisions of CASS 7A.3.8R,
CASS 7A.3.13R and CASS 7A.3.14R will apply;

2 in relation to every designated client bank account held by the
firm with the failed bank for the relevant pool, the provisions of
CASS 7A.3.10R, CASS 7A.3.13R and CASS 7A.3.14R will apply;

3 in relation to each designated client fund account held by the firm
with the failed bank for the relevant pool, the provisions of CASS
7A.3.11R, CASS 7A.3.13R and CASS 7A.3.14R will apply;

4) any money held at a bank, other than the bank that has failed, in
designated client bank accounts for the relevant pool, is not
pooled with any other client money held for that pool or any

other pool; and

(5) any money held in a designated client fund account in respect of
that pool, no part of which is held by the bank that has failed, is
not pooled with any other client money held for that pool or any

other pool.

If a secondary pooling event occurs as a result of the failure of a bank
where one or more designated client bank accounts or designated client
fund accounts are held in respect of a pool, then:
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1) in relation to every designated client bank account held by the
firm with the failed bank in respect of that pool, the provisions of
CASS 7A.3.10R, CASS 7A.3.13R and CASS 7A.3.14R will apply;
and

@) in relation to each designated client fund account held by the firm
with the failed bank_in respect of that pool, the provisions of
CASS 7A.3.11R, CASS 7A.3.13R and CASS 7A.3.14R will apply.

7A.3.8 R Money held in each general client bank account and client transaction
account of the firm for the general pool or a sub-pool must be treated as
pooled and:

1) any shortfall in client money held, or which should have been
held, in general client bank accounts or client transaction
accounts for the relevant pool, that has arisen as a result of the
failure of the bank, must be borne by all the clients of that pool
whose client money is held in eithera such general client bank
account or client transaction account of the firm, rateably in
accordance with their entitlements;

(@) a new client money entitlement must be calculated for each client
of the relevant pool by the firm, to reflect the requirements in (1),
and the firm’s records must be amended to reflect the reduced
client money entitlement;

4) the firm must use the new client money entitlements, calculated in
accordance with (2), for the purposes of reconciliations pursuant
to CASS 7.6.2R (Records and accounts) for that pool, and where
relevant SYSC 4.1.1R (General organisational requirements) and
SYSC 6.1.1R (Compliance).

7A.3.10 R  Foreach client with a designated client bank account maintained by the
firm for the general pool or a particular sub-pool and held at the failed
bank:

(1) any shortfall in client money held, or which should have been
held, in designated client bank accounts that has arisen as a result
of the failure, must be borne by all the clients of the relevant pool
whose client money is held in a designated client bank account of
the firm at the failed bank, rateably in accordance with their client
money entitlements;

(2) a new client money entitlement must be calculated for each of the
relevant clients of the relevant pool by the firm, and the firm’s
records must be amended to reflect the reduced client money
entitlement;
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4) the firm must use the new client money entitlements, calculated
in accordance with (2), for the purposes of reconciliations
pursuant to CASS 7.6.2R (Records and accounts) in respect of the
relevant pool, and where relevant SYSC 4.1.1R (General
organisational requirements) and SYSC 6.1.1R (Compliance).

7A.3.11 R  Money held by the firm in each designated client fund account for the
general pool or a particular sub-pool with the failed bank must be treated
as pooled with any other designated client fund accounts for the general
pool or a particular sub-pool as the case may be efthe-firm which contain
part of the same designated fund and:

(1) any shortfall in client money held, or which should have been
held, in designated client fund accounts that has arisen as a result
of the failure, must be borne by each of the clients of the relevant
pool whose client money is held in that designated fund, rateably
in accordance with their entitlements;

(2) a new client money entitlement must be calculated for each client
of the relevant pool by the firm, in accordance with (1), and the
firm’s records must be amended to reflect the reduced client
money entitlement;

4) the firm must use the new client money entitlements, calculated in
accordance with (2), for the purposes of reconciliations pursuant
to CASS 7.6.2R (Records and accounts) for the relevant pool, and
where relevant SYSC 4.1.1R (General organisational
requirements) and SYSC 6.1.1R (Compliance).

Client money received after the failure of a bank

7A3.13 R Client money received by the firm after the failure of a bank, that would
otherwise have been paid into a client bank account at that bank, for
either the general pool or a particular sub-pool:

(2)  must be, subject to (1), placed in a separate client bank account
relating to the general pool or the particular sub-pool as the case
may be that has been opened after the secondary pooling event
and either:

(@) on the written instruction of the client, transferred to a bank
other than the one that has failed; or
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(b) returned to the client as soon as possible.

Failure of an intermediate broker, settlement agent or OTC counterparty: Pooling

7A3.16 R

7A3.17 R

If a secondary pooling event occurs as a result of the failure of an
intermediate broker, settlement agent or OTC counterparty, then in
relation to every general client bank account and client transaction
account of the firm relating to the general pool or a particular sub-pool
as the case may be, the provisions of CASS 7A.3.17R and CASS

7A.3.18R will apply.

Money held in each general client bank account and client transaction
account of the firm relating to the general pool or a particular sub-pool
as the case may be, must be treated as pooled and:

(1) any shortfall in client money held, or which should have been held,
in general client bank accounts and client transaction accounts,
that has arisen as a result of the failure, must be borne by all the
clients whose client money is held in either a general client bank
account or a client transaction account of the firm relating to the
general pool or the particular sub-pool as the case may be, rateably
in accordance with their entitlements;

(2) anew client money entitlement must be calculated for each client
by the firm, to reflect the requirements of (1), and the firm's
records must be amended to reflect the reduced client money
entitlement _relating to the general pool or the particular sub-pool
as the case may be;

Client money received after the failure of an intermediate broker, settlement
agent or OTC counterparty

7A3.18 R

Client money received by the firm after the failure of an intermediate
broker, settlement agent or OTC counterparty, that would otherwise have
been paid into a client transaction account at that intermediate broker,
settlement agent or OTC counterparty relating to the general pool or a
particular sub-pool as the case may be:

(2)  must be, subject to (1), placed in a separate client bank account
relating to the general pool or the particular sub-pool as the case
may be, that has been opened after the secondary pooling event
and either:

(@ on the written instruction of the client, transferred to a third
party other than the one that has failed; or
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(b) returned to the client as soon as possible.

After CASS 11 insert the following new chapter. The text is not underlined.

12 Commodity Futures Trading Commission Part 30 exemption order
12.1 Application

12.1.1 R This chapter applies to a firm conducting business pursuant to the Part 30
exemption order.

12.1.2 G  United States (‘US’) legislation restricts the ability of non-US firms to
trade on behalf of customers resident in the US (“‘US customers’) on non-
US futures and options exchanges. The relevant US regulator (the CFTC)
operates an exemption system for firms authorised under the Act. Under the
Part 30 exemption order, eligible firms may apply for confirmation of
exemptive relief from Part 30 of the General Regulations under the US
Commodity Exchange Act. Under this system, both the applicant firm and
the FCA must make certain written representations to the CFTC.

12.2 Treatment of client money

12.2.1 G  Under condition 2(g) of the Part 30 exemption order, a firm with
exemptive relief represents to the CFTC that it consents to refuse to allow
any US customer the option of not having its money treated as client money
if it is held or received in respect of transactions on non-US exchanges,
unless that US customer is an "eligible contract participant” as defined in
section 1a(12) of the Commodity Exchange Act, 7 U.S.C.

12.2.2 G  The FCA understands that in complying with condition 2(g) of the Part 30
exemption order, a firm is representing that it will not:

(1) make use of the opt-out arrangements in CASS 7.1.7CR to CASS
7.1.7GG,; or

(2)  conduct business to which the client money rules do not apply
because of the exemption for CRD credit institutions and approved
banks in CASS 7.1.8R to CASS 7.1.11AR; or

(3) enter into any arrangement relating to the transfer of full ownership
of the client’s money to the firm for the purposes set out in CASS
7.2.3R(1);

in relation to business conducted pursuant to the Part 30 exemption order.

LME bond arrangements
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For firms with exemptive relief under the Part 30 exemption order, the
CFTC has issued certain no-action letters which, on the FCA’s
understanding, would allow such firms to use an LME bond arrangement as
an alternative to complying with condition 2(g) of the Part 30 exemption
order. Under an LME bond arrangement, a firm may arrange for a binding
letter of credit to be issued to cover the ‘secured amount’ (as defined by
section 30.7 of the General Regulations under the US Commaodity
Exchange Act). The letter of credit must be drawn up in a pre-specified
format and may be issued in respect of either:

(1)  an omnibus account in favour of a specified trustee; or
(2)  aspecified client who is the named beneficiary.

A firm must not reduce the amount of, or cancel a letter of credit issued
under, an LME bond arrangement where this will cause the firm to be in
breach of the conditions of the Part 30 exemption order.

A firm must notify the FCA immediately if it arranges the issue of a letter
of credit for a specified client who is the named beneficiary under an LME
bond arrangement.

A firm’s use of an LME bond arrangement does not remove the need for
the firm to act in accordance with the client money rules.

Amend the following as shown.

Transitional Provisions

TP 1.1
1) (2) 3) (4) ®) (6)
Material to Transitional provision Transitional Handbook
which the provision: provision:
transitional dates in force | coming into
provision force
applies
10 | CASS
7.2.3R(2) ...
10 | CASS R (1) The rule in column (1) Indefinitely 1 July 2014
A | 7.411AR(2) applies when a firm enters
into a new contract with a
bank to provide a client
bank account.
(2) In relation to an
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arrangement under which a

firm holds a client bank

account with a bank that is

in place as at the date in

column (5), and as soon as it

is permitted to do so under

that arrangement, the firm

must terminate any contract

that does not comply with

the rule in column (1) and

enter into a new contract (in

respect of which (1) shall

apply). If necessary to

comply with the rule in

column (1), a firm must

move client money into

another client bank account

under compliant terms.

Insert the following new rows in the appropriate numerical position in Schedule 1 (Record
keeping requirements). The new text is not underlined.

Sch 1.3G
Handbook Subject of Contents of When record Retention period
reference record record must be made
CASS 6.5.3R Default record | Refer to the Refer to the Five years from the
keeping rule concerned | rule concerned | later of:
FC):?\S/ISS:SOH for (1) the date it was
created; and
(2) if it has been
modified since the
date in (1), the date it
was most recently
modified
CASS Trustee firm’s | Relevant When election | Five years after
7.1.15GR election to provisions, date | made or ceasing to use the
comply, orto | of election and | decision taken | election
cease to of any decision | to cease to
comply, with | to cease to comply
specific CASS | comply
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7 provisions

CASS 7.1.15JR

Trustee firm’s

Relevant

When election

Five years after

election to provisions, date | made or ceasing to use the
comply, orto | of election and | decision taken | election
cease to of any decision | to cease to
comply, with | to cease to comply
specific CASS | comply
7 provisions
CASS 7.6.4R Default record | Refer to the Refer to the Five years from the
keeping rule concerned | rule concerned | later of:
provision for .
(1) the date it was
CASS T created; and
(2) if it has been
modified since the
date in (1), the date it
was most recently
modified
CASS 7.19.6R | For each sub- | All the client From the date | Five years following
pool beneficiaries of | on which the the date on which
established by | that sub-pool sub-pool is client money was last
the firm created held by the firm in
relation to the sub-
pool to which the
record applied
CASS 7.19.7R | For each sub- | (a) The name Prior to the Five years following

pool
established by
the firm

of the sub-pool

(b) The
identity of the
net margined
omnibus
account to
which the sub-
pool relates;

(c) Each client
bank account
and each client
transaction
account
maintained for
the sub-pool;

(d) the
applicable sub-
pool disclosure
document for

date on which
the firm intends
to receive or
hold client
money for that
sub-pool

the date on which
client money was last
held by the firm in
relation to the sub-
pool to which the
record applied

Page 50 of 252




FCA 2014/36

the sub-pool.

CASS 7.19.8R | For each sub- | A list of all the | From the date | Five years following
pool sub-pools the on which a the date on which
established by | firm has sub-pool is client money was last
the firm created. created held by the firm in

relation to a sub-pool
to which the record
applied

CASS 7.19.9R | For each sub- | A sub-pool At the time of | Five years following
pool disclosure establishing the | the date on which
established by | document relevant sub- client money was last
the firm pool held by the firm in

relation to a sub-pool
to which the sub-pool
disclosure document

applied

Amend the following as shown:

Handbook Subject of Contents of When record Retention period
reference record record must be made
CASS 7.1.15C Not specified (see
R default provision
CASS 7.6.4R

Insert the following new rows in the appropriate numerical position in Schedule 2
(Notification requirements). The new text is not underlined.

Sch 2.1G
Handbook Matter to be Contents of Trigger Time allowed
reference notified notification event
CASS Material change | Fact of Firm Not less than two
7.19.21R to sub-pool proposed determining | months before the
change, risks | that it wishes | date on which the firm
and to make intends the change to
consequences | material take effect
to change to a
beneficiaries | sub-pool
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CASS Establishment of | Firm wishes Firm Not less than two
7.19.22R a sub-pool of to establish a | determining | months before the
client money to sub-pool of that it wishes | date on which the firm
FCA client money | to establisha | intends to receive or
sub-pool of hold client money for
client money | that sub-pool
CASS Non-compliance, | The fact that | Non- Without delay
7.19.24R or inability to the firm has compliance
comply with, not complied | with the
with the with, or is applicable
requirements in unable to requirement
CASS 7.19.11R comply with,
or CASS the
7.19.18R requirements
of CASS
7.19.11R or
CASS
7.19.18R (as
applicable)

In CASS Sch 2.1G amend the following as shown and move to its appropriate numerical

position.
Handbook Matter to be Contents of Trigger Time allowed
reference notified notification event
CASS+435R | LME bond Issue of an Upon issue of | Immediately
CASS 12.2.5R | arrangements individual an individual
letter of credit | letter of
issued by the | credit under
firm an LME bond
arrangement
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Part 2:

6.1.12
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Comes into force on 1 December 2014

Custody rules

Application

R

(1)

(3)

A firm must ensure that any arrangement relating to the transfer of
full ownership of a client’s safe custody asset to the firm for the
purposes set out in CASS 6.1.6R(1) and CASS 6.1.6AR(1) is the
subject of a written agreement made on a durable medium between
the firm and the client.

Regardless of the form of the agreement in (1) (which may have
additional commercial purposes), it must cover the client’s agreement
to:

(@) the terms for the arrangement relating to the transfer of the
client’s full ownership of the safe custody asset to the firm:;

(b) any terms under which the ownership of the safe custody asset
is to transfer from the firm back to the client; and

(c)  (tothe extent not covered by the terms under (b)), any terms
for the termination of:

[0} the arrangement under (a); or

(ii)  the overall agreement in (1).

A firm must retain a copy of the agreement under (1) from the date
the agreement is entered into and until five years after the agreement
is terminated.

The terms referred to in CASS 6.1.6BR(2)(b) may include, for example,

terms under which the arrangement relating to the transfer of full ownership

of the safe custody asset to the firm is not in effect from time to time, or is

contingent on some other condition.

Delivery versus payment transactions transaction exemption

R

1)

A Subject to (2) and CASS 6.1.12BR and with the written agreement
of the relevant client, a firm need not treat this chapter as applying in
respect of a delivery versus payment transaction through a

commercial-settlementsystem commercial settlement system if #-is
intended that the safe custody asset is-either to-be:
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@ in respect of a client’s purchase, due-te-the-chent-within-one

obligation the firm intends for the asset in question to be due
to the client within one business day following the client’s
fulfilment of its payment obligation to the firm; or

(b) in respect of a client's sale,

within one business day following the firm’s fulfilment of its

payment obligation to the client.

safe-custedy-assets: If the payment or delivery by the firm to the
client has not occurred by the close of business on the third business
day following the date on which a firm makes use of the exemption
under (1), the firm must stop using that exemption for the transaction.

If the period referred to in CASS 6.1.12R(2) has expired before such a
delivery versus payment transaction through a commercial settlement
system has settled, a firm may, until settlement and provided that
doing so is consistent with the firm’s permissions and it complies
with (4), segregate the firm’s own money as client money (in
accordance with the client money rules) of an amount equivalent to
the value at which that safe custody asset is reasonably expected to
settle instead of holding the client’s safe custody assets (in
accordance with the custody rules).

Where a firm intends to segregate money as client money instead of
the client’s safe custody asset under (3) it must, before doing so,
ensure that this would result in money being held for the relevant
client in respect of the shortfall under CASS 7.7.2R (statutory trust).

Where a firm segregates an amount of client money instead of the
client’s safe custody assets under (3) it must also:

(@ ensure the money is segregated under CASS 7.4 (Segregation
of client money) and recorded as being held for the relevant
client(s) under CASS 7.6 (Records, accounts and
reconciliations);

(b) keep a record of the actions the firm has taken under this rule
which includes a description of the safe custody asset in
guestion, identifies the relevant affected client, and specifies
the amount of money that the firm has appropriated as client
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money to cover the value of the safe custody asset; and

©) update the record made under (5)(b) when the transaction in
question has settled and the firm has re-appropriated the

money.

The amount of client money a firm segregates for the purposes of
CASS 6.1.12R(3) may be determined by the previous day’s closing
mark to market valuation of the relevant safe custody asset or, if in
relation to a particular safe custody asset none is available, the most
recent available valuation.

Where a firm is segregating money for the purposes of CASS
6.1.12R(3) it should, as reqularly as necessary, and having regard to

Principle 10:

(@) review the value of the safe custody asset in guestion in line

with (1); and

(b)  where the firm has found that the value of the safe custody
asset has changed, adjust the amount of money it has
appropriated to ensure that these monies are sufficient to cover
the latest value of the safe custody asset.

A firm cannot, in respect of a particular delivery versus payment transaction,

make use of the exemption under CASS 6.1.12R in either or both of the

following circumstances:

A

(2)

it is not a direct member or participant of the relevant commercial
settlement system, nor is it sponsored by such a member or
participant, in accordance with the terms and conditions of that
commercial settlement system:;

the transaction in question is being settled by another person on
behalf of the firm through an account held at the relevant
commercial settlement system by that other person.

Where a firm does not meet the requirements in CASS 6.1.12R or CASS

6.1.12BR for use of the exemption in CASS 6.1.12R, the firm is subject to

the custody rules in respect of any safe custody asset it holds in connection

with the delivery versus payment transaction in question.

@

In line with CASS 6.1.12R, where a firm receives a safe custody asset
from a client in respect of a delivery versus payment transaction the
firm is carrying out through a commercial settlement system in respect
of a client’s sale, and the firm has not fulfilled its payment obligation
to the client by close of business on the third business day following
the date of the client’s fulfilment of its delivery obligation to the firm,
the firm should consider whether the custody rules apply in respect of
the safe custody asset pursuant to CASS 6.1.1R(1A) to (1D).
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(2) Upon settlement of a delivery versus payment transaction a firm is
carrying out through a commercial settlement system (including when
it is settled within the three business day period referred to in CASS
6.1.12R), in respect of:

(a) aclient’s purchase, the custody rules apply to the relevant safe
custody asset the firm receives upon settlement; and

(b) aclient’s sale, the client money rules will apply to the relevant
money received on settlement.

6.1.12E R (1) Ifafirm makes use of the exemption under CASS 6.1.12R, it must
obtain the client’s written agreement to the firm’s use of this

exemption.

(2) Inrespect of each client, the written agreement in (1) must be retained
during the time that the firm makes use, or intends to make use, of the
exemption under CASS 6.1.12R in respect of that client’s safe custody
assets.

Trustees and depositaries (except depositaries of AIFs)

6.1.16F R
Reference Rule
CASS 6.3.1R to CASS 6:34R Depositing safe custody assets with
6.3.4BG third parties
Arrangers

6.1.16J R  Only the custody rules in the table below apply to a firm when arranging
safeguarding and administration of assets:

Reference Rule

CASS 6.3.1R(1A) and CASS 6.3.2G | Arranging for assets to be deposited
with third parties
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CASS 6.3.4AR and CASS 6.3.4BG Third-party custody agreements

Holding of client assets

Allocated but unclaimed safe custody assets

(@)

|70

Irm

The purpose of CASS 6.2.10R is to set out the requirements a firm must
comply with if it chooses to divest itself of a client’s unclaimed safe custody
assets.

Before acting in accordance with CASS 6.2.10R to CASS 6.2.16G, a firm
should consider whether its actions are permitted by law and consistent with
the arrangements under which the safe custody assets are held. These
provisions relate to a firm’s obligations as an authorised person.

A firm may either (i) liquidate an unclaimed safe custody asset it holds for a
client, at market value, and pay away the proceeds or (ii) pay away an
unclaimed safe custody asset it holds for a client, in either case, to a
registered charity of its choice provided:

(1)  this is permitted by law and consistent with the arrangements under
which that safe custody asset is held;

(2) it has held that safe custody asset for at least 12 years;

(3) inthe 12 years preceding the divestment of that safe custody asset, it
has not received instructions relating to any safe custody assets from
or on behalf of the client concerned:;

(4) itcan demonstrate that it has taken reasonable steps to trace the client
concerned and return that safe custody asset; and

(5) the firm complies with CASS 6.2.14R: the undertaking requirement.

(1)  Taking reasonable steps in CASS 6.2.10R(4) includes following this
course of conduct:

(@ determining, as far as reasonably possible, the correct contact
details for the relevant client;

(b)  writing to the client at the last known address either by post or
by electronic mail to inform it:

(i) of the name of the firm with which the client first
deposited the safe custody asset in question;

(i) of the firm’s intention to pay the safe custody asset to
charity under CASS 6.2.10R if it does not receive
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instructions from the client within 28 days;

where the client has not responded after the 28 days referred
to in (b), attempting to communicate the information set out in
(b) to the client on at least one further occasion by any means
other than that used in (b) including by post, electronic mail,
telephone or media advertisement;

subject to (e) and (f), where the client has not responded
within 28 days following the most recent communication,
writing again to the client at the last known address either by
post or by electronic mail to inform them that:

(i)  asthe firm received no instructions from the client, it
will in 28 days pay the safe custody asset to charity
under CASS 6.2.10R; and

(ii)  an undertaking will be provided by the firm or a
member of its group to pay to the client concerned a
sum equal to the value of the safe custody asset at the
time it was liquidated or paid away in the event of the
client seeking to claim the safe custody asset in future;

if the firm has carried out the steps in (b) or (c) and in
response has received positive confirmation in writing that the
client is no longer at a particular address, the firm should not
use that address for the purposes of (d);

if, after carrying out the steps in (a), (b) and (c), the firm has
obtained positive confirmation that none of the contact details
it holds for the relevant client are accurate or, if utilised, the
communication is unlikely to reach the client, the firm does
not have to comply with (d); and

waiting a further 28 days following the most recent
communication under this rule before divesting itself of the
safe custody asset under CASS 6.2.10R.

Compliance with (1) may be relied on as tending to establish

compliance with CASS 6.2.10R(4).

Contravention of (1) may be relied on as tending to establish

contravention of CASS 6.2.10R(4).

For the purpose of CASS 6.2.11E(1)(a), a firm may use any available means

to determine the correct contact details for the relevant client, including

telephoning the client, searching internal records, media advertising,

searching public records, mortality screening, using credit reference agencies

or tracing agents.

Where a firm liguidates a safe custody asset under CASS 6.2.10R, it must
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pay away the proceeds to charity as soon as practicable.

Where a firm divests itself of a client’s safe custody asset under CASS

6.2.10R, it must comply with either (1)(a) or (1)(b) and, in either case, (2).

1)

(@)

The firm must unconditionally undertake to pay to the client
concerned a sum equal to the value of the safe custody asset at
the time it was liquidated or paid away in the event of the client
seeking to claim the safe custody asset in future.

The firm must ensure that an unconditional undertaking in the
terms set out in (1) is made by a member of its group and there
is suitable information available for relevant clients to identify
the member of the group granting the undertaking.

Any undertaking under this rule must be:

(@

(b)

(©

authorised by the firm’s governing body where (1) applies or the
governing body of the group member where (2) applies;

legally enforceable by any person that had a legally enforceable
claim to the unclaimed safe custody asset in question at the time
it was divested by the firm, or by an assign or successor in title
to such claim; and

retained by the firm, and, where (2) applies, by the group
member, indefinitely.

If a firm pays away a client’s unclaimed safe custody assets to charity

or liquidates a client’s unclaimed safe custody assets and pays the

proceeds to charity under CASS 6.2.10R it must make and retain, or

where the firm already has such records, retain:

(@

(b)
(©

records of all safe custody assets divested under CASS 6.2.10R
(including details of the value of each asset at that time and the
identity of the client to whom the asset was allocated);

all relevant documentation (including charity receipts); and

details of the communications the firm had or attempted to
make with the client concerned pursuant to CASS 6.2.10R(4).

Records in (1) must be retained indefinitely.

If a member of the firm’s group has provided an undertaking under

CASS 6.2.14R(1)(b), then the records in (1) must be readily accessible

to that group member.

Costs associated with divesting allocated but unclaimed client assets

G

Any costs associated with the firm divesting itself of safe custody assets

pursuant to CASS 6.2.10R to CASS 6.2.15R should be paid for from the

Page 59 of 252



FCA 2014/36

firm’s own funds, including:

(1) any costs associated with the firm carrying out the steps in CASS
6.2.10R(4) or CASS 6.2.11E; and

(2) the cost of any insurance purchased by a firm or the relevant member
of its group to cover any legally enforceable claim in respect of the
assets divested under CASS 6.2.10R.

6.3 Depositing assets and arranging for assets to be deposited with third parties

23 2 T E OB

Third-party custody agreements

6.3.4A R Afirm must have entered into a written agreement with any person with
whom it deposits clients’ safe custody assets under CASS 6.3.1R, or with
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whom it arranges safequarding and administration of assets which are
clients’ safe custody assets. This agreement must, at minimum:

(1) set out the binding terms of the arrangement between the firm and the
third party;

(2) bein force for the duration of that arrangement; and

(3) clearly set out the custody service(s) that the third party is contracted
to provide.

6.3.4B G  Afirm should consider carefully the terms of any agreement entered into
with a third party under CASS 6.3.4AR. The following terms are examples
of the issues that should be addressed in these agreements (where relevant):

(1)  that the title of the account in the third party’s books and records
indicates that any safe custody asset credited to it does not belong to
the firm;

that the third party will hold or record a safe custody asset belonging
to the firm's client separately from any applicable asset belonging to
the firm or to the third party;

S

the arrangements for reqgistration or recording of the safe custody
asset, if this will not be registered in the firm’s client's name;

=

the restrictions over the circumstances in which the third party may
withdraw assets from the account;

=

the procedures and authorities for the passing of instructions to, or
by, the firm;

@

the procedures for the claiming and receiving of dividends, interest
payments and other entitlements accruing to the firm’s client; and

S

the provisions detailing the extent of the third party's liability in the
event of the loss of a safe custody asset caused by the fraud, wilful
default or negligence of the third party or an agent appointed by him.

S

7 Client money rules

7.1.8 R
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Directive] [deleted]

In relation to the application of the client money rules (and any other rule in
so far as it relates to matters covered by the client money rules) to the firms
referred to in (1) and (2), the following is not client money:

(1)  any deposits within the meaning of the CRD held by a CRD credit
institution; and

[Note: article 13(8) of MiFID and article 18(1) of the MiFID
Implementing Directive]

(2)  any money held by an approved bank that is not a CRD credit
institution in an account with itself in relation to designated
investment business carried on for its clients.

A firm referred to in CASS 7.1.8AR must comply, as relevant, with CASS
7.1.8BAG to CASS 7.1.10CR.

The effect of CASS 7.1.8AR s that, unless notified otherwise in accordance
with CASS 7.1.8DR or CASS 7.1.10AR, clients of CRD credit institutions
or approved banks that are not CRD credit institutions should expect that
where they pass money to such firms in connection with designated
investment business these sums will not be held as client money.

A firm holding money in either of the ways described in CASS 7.1.8AR
must, before providing designated investment business services to the client
in respect of those sums, notify the client that:

(1) the money held for that client is held by the firm as banker and not as
a trustee under the client money rules; and

(2) if the firm fails, the client money distribution rules will not apply to
these sums and so the client will not be entitled to share in any
distribution under the client money distribution rules.

A firm holding money in either of the ways described in CASS 7.1.8AR in
respect of a client and providing the services to it referred to in CASS
7.1.8CR must:

(1)  explain to its clients the circumstances, if any, under which it will
cease to hold any money in respect of those services as banker and
will hold the money as trustee in accordance with the client money
rules; and

(2)  set out the circumstances in (1), if any, in its terms of business so
that they form part of its agreement with the client.
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i Where a firm receives money that would

otherwise be held as client money but for CASS 7.1.8AR:

@

it should be able to account to all of its clients for ameunts-held-en
their-behalf sums held for them at all times; and

that money should, pursuant to Principle 10, be allocated to the
relevant client promptly. This should be done no later than ten
business days after the firm has received the money.

If a CRD credit institution or an approved bank that is not a CRD credit

institution wishes to hold client money for a client (rather than hold the

money in either of the ways described in CASS 7.1.8AR) it must, before

providing designated investment business services to the client, disclose the

following information to the client:

@

(2)

(3)

that the money held for that client in the course of or in connection
with the business described under (2) is being held by the firm as
client money under the client money rules;

a description of the relevant business carried on with the client in
respect of which the client money rules apply to the firm; and

that, if the firm fails, the client money distribution rules will apply to
money held in relation to the business in question.

Firms carrying on MiFID business are reminded of their obligation to

supply investor compensation scheme information to clients under COBS

6.1.16R (Compensation Information).

A CRD credit institution or an approved bank that is not a CRD credit

institution must, in respect of any client money held in relation to its

Page 63 of 252



FCA 2014/36

designated investment business that is not MiFID business, comply with the
obligations referred to in COBS 6.1.16R (Compensation information).

7.1.11 G A-ereditinstitutionisreminded-that the-exemption-for-depesitsis-not-an
absolute exemption from the client money rules. [deleted]

7111A R (1)

)

el+en1—meney—|cu+esr [deleted]

7.2 Treatment of client money

7.2.3B R (1) Afirm must ensure that any arrangement relating to the transfer of
full ownership of a client’s money to the firm for the purposes set
out in CASS 7.2.3R(1) and CASS 7.2.3AR(1) is the subject of a
written agreement made on a durable medium between the firm and
the client.

(2)  Regardless of the form of the written agreement in (1) (which may
have additional commercial purposes), it must cover the client’s

agreement to:

(@) the terms for the arrangement relating to the transfer of the
client’s full ownership of money to the firm;

(b)  any terms under which the ownership of money is to transfer
from the firm back to the client; and

(c)  (to the extent not covered by the terms under (b)), any terms

for the termination of:

(i) the arrangement under (a); or

(ii)  the overall agreement in (1).

(3) A firm must retain a copy of the agreement under (1) from the date
the agreement is entered into and until five years after the

Page 64 of 252


http://fshandbook.info/FS/glossary-html/handbook/Glossary/C?definition=G239
http://fshandbook.info/FS/glossary-html/handbook/Glossary/C?definition=G162

7.2.3C G
7.2.8 R
7.2.8A G
7.28AA R

FCA 2014/36

agreement is terminated.

The terms referred to in CASS 7.2.3BR(2)(b) may include, for example,
terms under which the arrangement relating to the transfer of full
ownership of money to the firm is not in effect from time to time, or is
contingent on some other condition.

13 H 7

Delivery versus payment transaction exemption

The exclusion from the client money rules for delivery versus payment
transactions under CASS 72.8R 7.2.8AAR is an example of an exclusion
from the client money rules which is permissible by virtue of recital 26 of
MiFID.

(1)  Subject to (2) and CASS 7.2.8ABR and with the agreement of the
relevant client, money need not be treated as client money in respect
of a delivery versus payment transaction through a commercial
settlement system if:

(@) inrespect of a client's purchase, the firm intends for the
money from the client to be due to it within one business day
following the firm’s fulfilment of its delivery obligation to
the client; or

(b) inrespect of a client's sale, the firm intends for the money in
guestion to be due to the client within one business day
following the client's fulfilment of its delivery obligation to
the firm.
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If the payment or delivery by the firm to the client has not occurred
by the close of business on the third business day following the
date on which the firm makes use of the exemption under (1), the
firm must stop using that exemption for the transaction.

A firm cannot, in respect of a particular delivery versus payment

transaction, make use of the exemption under CASS 7.2.8AAR in either or

both of the following circumstances:

@

it is not a direct member or participant of the relevant commercial
settlement system, nor is it sponsored by such a member or
participant, in accordance with the terms and conditions of that
commercial settlement system;

the transaction in guestion is being settled by another person on
behalf of the firm through an account held at the relevant
commercial settlement system by that other person.

Where a firm does not meet the requirements in CASS 7.2.8AAR or CASS

7.2.8ABR for the use of the exemption in CASS 7.2.8AAR, the firm is

subject to the client money rules in respect of any money it holds in

connection with the delivery versus payment transaction in guestion.

(1)

A

In line with CASS 7.2.8AAR, where a firm receives money from the
client in fulfilment of the client’s payment obligation in respect of a
delivery versus payment transaction the firm is carrying out through
a commercial settlement system in respect of a client’s purchase and
the firm has not fulfilled its delivery obligation to the client by close
of business on the third business day following the date of the
client’s fulfilment of its payment obligation to the firm, the firm
must treat the client money in accordance with the client money
rules until delivery by the firm to the client occurs.

Upon settlement of a delivery versus payment transaction a firm is
carrying out through a commercial settlement system (including
when it is settled within the three business day period referred to in
CASS 7.2.8AAR(2)) then, in respect of:

(a) a client’s purchase, the custody rules apply to the relevant
safe custody asset the firm receives upon settlement; and

(b)  aclient’s sale, the client money rules will apply to the
relevant money received on settlement.

If a firm makes use of the exemption under CASS 7.2.8AAR, it must
obtain the client’s written agreement to the firm’s use of the

exemption.

In respect of each client, the written agreement in (1) must be
retained during the time that the firm makes use, or intends to make
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use, of the exemption under CASS 7.2.8AAR in respect of that
client’s monies.

Money ceases to be client money (having regard to CASS 7.2.17R where
applicable) if:

@) itis:

©) transferred in accordance with CASS 7.2.17BR; or

(d)  transferred in accordance with CASS 7.2.17DR; or

9) it is transferred by the firm to a clearing member in connection with
a regulated clearing arrangement and the clearing member remits
payment directly to the indirect clients of the firm in accordance
with CASS 7.2.15CR(2); or

(10) itis paid to charity under CASS 7.2.19R or CASS 7.2.25R.

Transfer of business

1.217A G

A firm may transfer client money to a third party as part of transferring all
or part of its business if, in respect of each client with an interest in the
client money that is sought to be transferred, it:

(1)  obtains the consent or instruction of that client at the time of the
transfer of business (see CASS 7.2.15R(2)(a)); or

(2)  complies with CASS 7.2.17BR (see CASS 7.2.15R(2)(c)); or

3) complies with CASS 7.2.17DR (see CASS 7.2.15R(2)(d)).

Subject to CASS 7.2.17DR, money ceases to be client money for a firm if:

[€0)] it is transferred by the firm to another person as part of a transfer of
business to that person where the client money relates to the
business being transferred:;

2 it is transferred on terms which require the other person to return a
client’s transferred sums as soon as practicable at the client’s

request;
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3) a written agreement between the firm and the relevant clients
provides that:

@ the firm may transfer the client’s client money to another
person; and

(b) (i)  the sums transferred will be held by the person to
whom they are transferred in accordance with the
client money rules for the clients; or

(ii)  if not held in accordance with (i), the firm will
exercise all due skKill, care and diligence in assessing
whether the person to whom the client money is
transferred will apply adeguate measures to protect
these sums; and

4) the firm complies with the requirements in (3)(b)(ii) (if applicable).

7.2.17C

I®

In considering how and whether to introduce the written agreement
referred to in CASS 7.2.17BR(3), firms should have regard to any relevant
obligations to clients, including requirements under the Unfair Terms

Requlations.

Transfer of business: de minimis sums

7.217D R (1) Client money belonging to those categories of clients set out in (2)
and in respect of those amounts set out in (2) ceases to be client
money of the firm if it is transferred by the firm to another person:

(@ as part of a transfer of business to that other person where
these sums relate to the business being transferred; and

(b)  onterms which require the other person to return a client’s
transferred sums as soon as practicable at the client’s

request.

(2 (3 For retail clients the amount is £25.

(b)  For all other clients the amount is £100.

7.2.17TE G  For the avoidance of doubt, sums transferred under CASS 7.2.17DR do not,
for the purposes of that rule, require the instruction or specific consent of
each client at the time of the transfer or a written agreement as set out in
CASS 7.2.17BR(3).

Transfer of business: client notifications

7.2.17F R  Where a firm transfers client money belonging to its clients under either or
both of CASS 7.2.17BR and CASS 7.2.17DR, it must ensure that those
clients are notified no later than seven days after the transfer takes place:
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(€8] whether or not the sums will be held by the person to whom they
have been transferred in accordance with the client money rules
and, if not, how the sums being transferred will be held by that

person;

(2)  the extent to which the sums transferred will be protected under a
compensation scheme; and

(3)  that the client may opt to have the client’s transferred sum returned
to it as soon as practicable at the client’s request.

The firm must notify the FCA of its intention to effect any transfer of client
money under either or both of CASS 7.2.17BR and CASS 7.2.17DR at least
seven days before it transfers the client money in question.

The purpose of the CASS 7.2.19R rule-en-alocated-but-uneclaimed-client
money is to allow a Tirm, in the normal course of its business, set out the
requirements firms must comply with in order to cease to treat as client
money any unclaimed balanees balance which is; allocated to an individual
client-when-these-balaneesremain-unclaimed.

Before acting in accordance with CASS 7.2.19R to CASS 7.2.26R, a firm
should consider whether its actions are permitted by law and consistent
with the arrangements under which the client money is held. For the
avoidance of doubt, these provisions relate to a firm’s obligations as an
authorised person and to the treatment of client money under the client

money rules.

; . Lienedcli

bal £ I hat it I bl I
client-concerned-and-toreturn-the-balance: A firm may pay away to a

registered charity of its choice a client money balance which is allocated to
a client and if it does so the released balance will cease to be client money
under CASS 7.2.15R(10), provided:

(1) this is permitted by law and consistent with the arrangements under
which the client money is held;

(2) thefirm held the balance concerned for at least six years following
the last movement on the client’s account (disregarding any
payment or receipt of interest, charges or similar items);

3) it can demonstrate that it has taken reasonable steps to trace the
client concerned and to return the balance; and

(4) the firm complies with CASS 7.2.22R.

Where the client money balance held by a firm is, in aggregate, £100 or
less for a client other than a retail client or, for a retail client, £25 or less,
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the firm may comply with CASS 7.2.25R instead of CASS 7.2.19R.

1)

Taking Reasenable reasonable steps in CASS 7.2.19R(3) sheuld
include includes following this course of conduct:

(@)

(b)

(©)

(d)

€)

SRteFiRg-Rto-2 ”.”He” agle_en’mnt H “I”el'. the ell_ent
GGIIS.EFI'Itsl t_e Elgl'e; ’l“”' |ell'easu|g altell tllne pel,leFeI oftime It
of that clientfrom-client- bank-accounts determining, as far
as reasonably possible, the correct contact details for the
relevant client;

determining tlnat_thele Ras-been ho FROvement oR the e_llents
balanee-for-a-period g.l at Ieﬁaslta;e 58, S (netmtlns_ Ea.'l'd'“g
#ems) writing to the client at the last known address either
by post or by electronic mail to inform it of the firm’s
intention to no longer treat the client money balance as
client money and to pay the sums concerned to charity if the
firm does not receive instructions from the client within 28

days;

'”".'““g 0 El'e.el'e, “.t a tln_e tastknown aelelless'mleunmg the
lelllentel tlnell_ulns |||ten’t|e_||_el “el Ie|||g_ e tleatllng that |
elaim- where the client has not responded after the 28 days
referred to in (b), attempting to communicate the
information set out in (b) to the client on at least one further
occasion by any means other than that used in (b) including
by post, electronic mail, telephone or media advertisement;

makingand-retainingrecords-of al-balancesreleased-from
client-bank-accountsand subject to (e) and (), where the
client has not responded within 28 days following the most
recent communication, writing again to the client at the last
known address either by post or by electronic mail to
inform them that:

(i) as the firm did not receive a claim for the relevant
client money balance, it will in 28 days pay the
balance to a reqgistered charity; and

(i) an undertaking will be provided by the firm or a
member of its group to pay to the client concerned a
sum equal to the balance paid away to charity in the
event of the client seeking to claim the balance in
future;

lortaki I I lidclai )
released-balanees- if the firm has carried out the steps in (b)

or (c) and in response has received positive confirmation in
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writing that the client is no longer at a particular address,
the firm should not use that address for the purposes of (d);

if, after carrying out the steps in (a), (b) and (c), the firm has
obtained positive confirmation that none of the contact
details it holds for the relevant client are accurate or, if
utilised, the communication is unlikely to reach the client,
the firm does not have to comply with (d); and

waiting a further 28 days following the most recent
communication under this rule before paying the balance to
a reqistered charity.

For the purpose of CASS 7.2.20E(1)(a), a firm may use any available

means to determine the correct contact details for the relevant client,

including telephoning the client, searching internal records, media

advertising, searching public records, mortality screening, using credit

reference agencies or tracing agents.

Where a firm wishes to release a balance allocated to an individual

client under CASS 7.2.19R it must comply with either (a) or (b)

and, in either case, (2):

(@

the firm must unconditionally undertake to pay to the client
concerned a sum equal to the balance paid away to charity in
the event of the client seeking to claim the balance in future;
or

the firm must ensure that an unconditional undertaking in the
terms set out in (a) is made by a member of its group and
there is suitable information available for relevant clients to
identify the member of the group granting the undertaking.

The undertakings in this rule must be:

(a)

(b)

authorised by the firm’s governing body where (1)(a) applies
or by the governing body of the group member where (1)(b)

applies;

legally enforceable by any person who had a legally
enforceable claim to the balance in question at the time it
was released by the firm, or by an assign or successor in title
to such claim; and
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(c) retained by the firm, and, where (1)(b) applies, by the group
member, indefinitely.

If a firm pays away client money under CASS 7.2.19R(4) it must
make and retain, or where the firm already has such records, retain:

@ records of all balances released from client bank accounts
under CASS 7.2.19R (including details of the amounts and
the identity of the client to whom the money was allocated);

(b) all relevant documentation (including charity receipts); and

(©) details of the communications the firm had or attempted to
make with the client concerned pursuant to CASS

7.2.19R(3).

The records in (1) must be retained indefinitely.

If a member of the firm’s group has provided an undertaking under
CASS 7.2.22R(2) then the records in (1) must be readily accessible
to that group member.

De minimis amounts of unclaimed client money

G The purpose of CASS 7.2.25R is to allow a firm to pay away to charity

client money balances of (i) £25 or less for retail clients or (ii) £100 or less

for other clients when those balances remain unclaimed. If a firm follows

this process, the money will cease to be client money (see CASS

7.2.15R(10)).

|70

A firm may pay away to a reqgistered charity of its choice a client money

balance which is allocated to a client and if it does so the released balance

will cease to be client money under CASS 7.2.15R(10), provided:

1

(2

the balance in guestion is (i) for a retail client, in agqgregate, £25 or
less, or (ii) for a professional client, in aggregate, £100 or less;

the firm held the balance concerned for at least six years following
the last movement on the client’s account (disregarding any
payment or receipt of interest, charges or similar items);

the firm has made at least one attempt to contact the client to return
the balance using the most up-to-date contact details the firm has
for the client, and the client has not responded to such
communication within 28 days of the communication having been
made; and

the firm makes and/or retains records of all balances released from
client bank accounts in according with this rule. Such records must
include the information in CASS 7.2.23(1)(a) and (b).
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Costs associated with paying away allocated but unclaimed client money

G

Any costs associated with the firm ceasing to treat unclaimed client money
balances as client money pursuant to CASS 7.2.18G to CASS 7.2.25R
should be paid for from the firm’s own funds, including:

(1)  any costs associated with the firm carrying out the steps in CASS
7.2.19R(3), CASS 7.2.20E or CASS 7.2.25R(3); and

(2)  the cost of any insurance purchased by a firm or the relevant
member of its group to cover any legally enforceable claim in
respect of the client money paid away.

Segregation of client money

G

7411D G

7.4.14

7.4.15

7.4.16

CASS 7.4.11AR does not prevent a firm from depositing client money in
overnight money market deposits which are clearly identified as being client

money (for example in the client bank account acknewledgment-letter

acknowledgment letter).

Firms are reminded of their obligations under CASS 7.8 (Netification-and
acknowledgement-of-trust Acknowledgment letters) for client bank accounts.
Firms should also ensure that client bank accounts meet the requirements in
the relevant Glossary definitions, including regarding the titles given to the
accounts.

Payment Approaches for the segregation of client money inte-a-chient-bank
account

G

R

G

Fwe The two approaches that a firm can adopt in discharging its

obligations under the-client-money-segregationreguirements this section

are:

(1)  the'normal approach’; or

(2)  the 'alternative approach'.
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The alternative approach to client money segregation

7417A G (1)

In certain circumstances, use of the normal approach for a particular
business line of a firm could lead to significant operational risks to
client money protection. These may include a business line under
which clients’ transactions are complex, numerous, closely related
to the firm’s proprietary business and/or involve a number of
currencies and time zones. In such circumstances, subject to meeting
the relevant criteria and fulfilling the relevant notification and audit
requirements, a firm may use the alternative approach to segregating
client money for that business line.

Under the alternative approach, client money is received into and
paid out of a firm's own bank account. A firm that adopts the
alternative approach to segregating client money should, if it is
following the standard method of client money reconciliation (see
CASS 7 Annex 1 paragraph 2), carry out an internal client money
reconciliation on each business day (‘T0’) and calculate how much
money it either needs to withdraw from, or place in from its own
bank account or its client bank account as a result of any
discrepancy arising between its client money requirement and its
client money resource as at the close of business on the previous
business day (‘T-1").

The alternative approach mandatory prudent segregation required
under CASS 7.4.18BR is designed to address the risks that:

(a) client money in a firm’s own bank account may not be
available to be pooled for distribution to clients on the
occurrence of a primary pooling event; and

(b) at the time of a primary pooling event the firm may not have
segregated in its client bank account a sufficient amount of
client money to meet its client money requirement.

7.4.17B R A firm that wishes to adopt the alternative approach for a particular

business line must first establish, and document in writing, its reasons for
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concluding, that:

(1) adopting the normal approach would lead to greater operational
risks to client money protection compared to the alternative

approach;

(2)  adopting the alternative approach (including complying with the
requirements for alternative approach mandatory prudent
segregation under CASS 7.4.18BR) would not result in undue
operational risk to client money protection; and

(3)  the firm has systems and controls that are adequate to enable it to
operate the alternative approach effectively and in compliance with
Principle 10 (Clients’ assets).

74.17C

|70

A firm must retain any documents created under CASS 7.4.17BR in relation
to a particular business line for a period of at least five years after the date
it ceases to use the alternative approach in connection with that business
line.

74.17D R  Atleast three months before adopting the alternative approach for a
particular business line, a firm must:

(1) inform the FCA in writing that it intends to adopt the alternative
approach for that particular business line; and

(2) if requested by the FCA, make any documents it created under CASS
7.4.17BR available to the FCA for inspection.

7417E R (1) Inaddition to the requirement under CASS 7.4.17DR, before adopting
the alternative approach, a firm must send a written report to the FCA
prepared by an independent auditor of the firm in line with a
reasonable assurance engagement, stating the matters set out in (2).

(2) The written report in (1) must state whether, in the auditor’s opinion:

(a) the firm’s systems and controls are suitably designed to enable
it to comply with CASS 7.4.18AR to CASS 7.4.18BR; and

(b) the firm’s calculation of its alternative approach mandatory
prudent segregation amount under CASS 7.4.18BR is suitably
designed to enable the firm to comply with CASS 7.4.18BR.

7417F R (1) Afirm that uses the alternative approach must review, at least on an
annual basis and with no more than one year between each review,
whether its reasons for adopting the alternative approach for a
particular business line, as documented under CASS 7.4.17BR,
continue to be valid.

(2) If, following the review in (1), a firm finds that its reasons for
adopting the alternative approach are no longer valid for a particular
business line, it must stop using the alternative approach for that
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business line as soon as reasonably practicable, and in any event
within six months of the conclusion of its review in (1).

A firm that uses the alternative approach must not materially change how it
will calculate and maintain the alternative approach mandatory prudent
segregation amount under CASS 7.4.18BR unless:

(1) anauditor of the firm has prepared a report that complies with the
requirements in CASS 7.4.17ER(2)(b) in respect of the firm’s
proposed changes; and

(2)  the firm provides a copy of the report prepared by the auditor under
(a) to the FCA before implementing the change.

A firm is reminded that, under SUP 3.4.2R, it must take reasonable steps to
ensure that its auditor has the required skill, resources and experience to
perform its function.

(2)  payitout in accordance with the rule regarding the discharge of a
firm's-fiduciary-duty-to-the chient (see CASS72.15R)- [deleted]

A firm that uses the alternative approach for a particular business line must,

on each business day (‘TQ0’):

(1)  receive any money from and pay any money to (or, in either case, on
behalf of) clients into and out of its own bank accounts;

(2)  perform the necessary reconciliations of records and accounts
required under CASS 7.6 (Records, accounts and reconciliations);

(3)  adjust the balances held in its client bank account (by effecting
transfers between its own bank account and its client bank account)
to address any difference arising between its client money
requirement and its client money resource as at the close of business
on the previous business day (‘T-1"), so that the correct amount
reflected in the reconciliations under (2) is segregated in its client
bank account; and
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(4)  subject to CASS 7.4.18AAR below, keep segregated in its client
bank account the balance held under (3) until it has performed a
reconciliation on the following business day (‘T+1’) and as a result
of that reconciliation is undertaking further adjustments under (3).

During the period between the adjustment in CASS 7.4.18AR(3) and the
completion of the next reconciliations in CASS 7.4.18AR(2), a firm that
uses the alternative approach for a particular business line may:

[€0)] increase the balance held in its client bank account by making
intra-day transfers (during TO) from its own bank account to its
client bank account before the completion of the internal client
money reconciliation under CASS 7.4.18AR(2) (that is expected
sometime later on TO) only if:

(@) the firm reasonably expects that the client money
requirement for the previous business day (T-1) will
increase above the client money resource currently (during
TO0) held inits client bank account; and

(b)  such reasonable expectations are based on the working
calculation of the client money requirement relating to the
previous business day (T-1) that the firm has already
determined on that business day (during TO0) (as part of the
process of completing its internal client money
reconciliation); or

(2 decrease the balance held in its client bank account by making
intra-day transfers (during TO) from its client bank account to its
own bank account before the completion of the internal client
money reconciliation under CASS 7.4.18AR(2) (that is expected
sometime later on TO) only if:

(@) the firm reasonably expects that the client money
requirement for the previous business day (T-1) will
decrease below the client money resource currently held
(during TO) in its client bank account; and

(b)  such reasonable expectations are based on the working
calculation of the client money requirement relating to the
previous business day (T-1) that the firm has already
determined on that business day (during TO) (as part of the
process of completing its internal client money
reconciliation).

However, in doing so, a firm must act prudently and should take
appropriate steps to manage the risk of not having segregated an
amount that appropriately reflects its actual client money
requirement at any given time.
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It is anticipated that CASS 7.4.18AAR may be used by firms which

maintain client bank accounts in a number of different time zones and

making adjustments to the balances of those client bank accounts is

dependent on meeting cut off times for money transfers in those time zones.

1)

A firm that uses the alternative approach must, in addition to CASS
7.4.18AR, pay an amount (determined in accordance with this rule)
of its own money into its client bank account and subsequently
retain that money in its client bank account (alternative approach
mandatory prudent segregation). The amount segregated by a firm
in its client bank account under this rule is client money for the
purposes of the client money rules and the client money distribution
rules.

The amount required to be segregated under this rule must be an
amount that a firm reasonably determines would be sufficient, at
the time it makes the determination, to protect client money against
the risk that at any time in the following three months the following
categories of client money may not have been fully segregated in its
client bank account or may not be (or become) available for
pooling under CASS 7A.2.4R(1), were a primary pooling event to
occur:

@ client money that is received and held by the firm in its own
bank account during the period between:

(i) the firm’s adjustment of client bank account
balances under CASS 7.4.18AR(3) on a particular
business day; and

(i) the firm’s subsequent adjustments under CASS
7.4.18AR(3) on the following business day; and

(b) money received and held by the firm in its own bank
account which the firm does not initially identify as part of
its client money requirement, but which subsequently does
become part of its client money requirement;

with the effect that the firm’s alternative approach mandatory
prudent segregation under this rule will reduce, as far as possible,
any shortfall that might have been produced as a result of (a) or (b)
on the occurrence of a primary pooling event.

(@ Subject to (c), in reaching its determination under (2) of the
amount of money that would be sufficient to address the
risks referred to in (2) for the forthcoming three months, a
firm must take into account the following in respect of each
business line for which it uses the alternative approach, and
for at least the previous three months:
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(i) the firm’s client money requirement over the course
of that prior period (excluding any amount that was
required to be segregated under this rule during that
prior period for the purposes of alternative
approach mandatory prudent segregation);

(i) the daily adjustment payments that the firm made
into its client bank account under CASS
7.4.18AR(3); during that prior period; and

(ii1) the amount of money received by the firm in its own
bank account which it did not initially identify as
part of its client money requirement, but which
subsequently, and during that prior period, became
part of its client money requirement;

as shown in its internal records.

In reaching its determination under (2) a firm must also take
into account, but at all times having regard to the
requirement under (2), any impact that particular events, the
seasonal nature of each relevant business line, or any other
aspect of those business lines may have on:

(i) the firm’s client money requirement during the
forthcoming three months for which the amount of
alternative approach mandatory prudent
segregation required under this rule is being
determined;

(i) the daily adjustment payments that the firm is likely
to make into its client bank account under CASS
7.4.18AR(3) in that same period; and

(ii1) the amount of unidentified receipts of money that
the firm is likely to receive into its own bank
account and which will subsequently, in that same
period, become part of its client money

requirement.

If, at the time of its determination under (2), the firm has not
been trading for three months in a business line for which it
is using the alternative approach, then it must use the
records that are available to it and must also factor in
reasonable forecasts, as required under (b), to establish a
three-month reference period.

A firm must, at reqular intervals that are at least quarterly,
repeat and complete the combined process of:
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(i) determining the amount that it is required to
segregate for the purposes of alternative approach
mandatory prudent segregation under (2) and (3);

(i) making necessary adjustments to its records to
reflect any changes to its client money requirement;
and

(ii1) paying any additional amounts of its own money
into its client bank account to increase the firm’s
alternative approach mandatory prudent
segregation or withdrawing any excess amounts
from its client bank account to decrease the firm’s
alternative approach mandatory prudent
segregation after it has adjusted its records under

(ii).

(b) The combined process of (a)(i) to (iii) must take no longer
than 10 business days.

©) To the extent that a firm’s compliance with (a)(i) and (ii)
results in there being an excess in the firm’s client bank
account, the firm may cease to treat that money as client

money.

(5) A firm must ensure that the individual responsible for CASS
oversight under CASS 1A.3.1R, CASS 1A.3.1AR or CASS
1A.3.1CR (as appropriate) reviews the adequacy of the amount of
the firm’s alternative approach mandatory prudent segregation
maintained under this rule at least annually.

7.4.19 G Afirm that adopts the alternative approach may:
@ e allcli . banl ;

(2} choose to operate the alternative approach for some types of
buci ; e, i iors) and
the normal approach Tor other types of business (for example,
. linbility i \if the f I hat

@ L
paragraph-4-0f CASS7-Annex-1G)- [deleted]

Alternative approach mandatory prudent segregation record

74.19A R A firm must create and keep up-to-date records so that any amount of
money that is, pursuant to CASS 7.4.18BR:

1) paid into a client bank account and retained as client money; or
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2 withdrawn from a client bank account;

can be easily ascertained (the alternative approach mandatory prudent
segreqgation record).

7419B R The alternative approach mandatory prudent segregation record under

CASS 7.4.19AR must record:

[€0)] the date of the first determination under CASS 7.4.18BR(2) and
each subsequent review undertaken under CASS 7.4.18BR(4), and
the total amount that the firm determined was required to be
segregated under CASS 7.4.18BR(2) as at that date;

(2) the date of any payment of the firm’s own money into a client bank
account, or withdrawal of any excess from a client bank account
under CASS 7.4.18BR, and for each such occasion:

(@ the amount of the payment or withdrawal;
(b) the fact that the money was paid or withdrawn by the firm in
accordance with CASS 7.4.18BR; and
©) as at that date, the total amount actually segregated by the
firm under CASS 7.4.18BR.
7.4.19C R  The alternative approach mandatory prudent segregation record must be
retained for five years after the firm ceases to segregate any money in
accordance with CASS 7.4.18BR.
74.19D G  Nothing in CASS 7.4.17AG to CASS 7.4.19CR prevents a firm from also
making use of the prudent segregation rule in CASS 7.4.21R.
7.6 Records, accounts and reconciliations
Non-standard method of internal client money reconciliation
7.6.6A R Q) Before using a non-standard method of internal client money

reconciliation, a firm must:

(@ establish and document in writing its reasons for
concluding that the method of internal client money
reconciliation it proposes to use will:

(1) (for the normal approach to segregating client
money) check whether the amount of client money
recorded in the firm’s records as being segregated
in client bank accounts meets the firm’s obligation
to its clients under the client money rules on a
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(ii) (for the alternative approach to segregating client
money) calculate the amount of client money to be
segregated in client bank accounts which meets
the firm’s obligations to its clients under the client
money rules on a daily basis;

notify the FCA of its intentions to use a non-standard
method of internal client money reconciliation; and

send a written report to the FCA prepared by an
independent auditor of the firm in line with a reasonable
assurance engagement and stating the matters set out in
CASS 7.6.6AR(2).

The written report in (1)(c) must state whether in the auditor’s

opinion:

(a)

(b)

the method of internal client money reconciliation which
the firm will use is suitably designed to enable it to (as

applicable):

[0} (for the normal approach to segregating client
money) check whether the amount of client money
recorded in the firm’s records as being segregated
in client bank accounts meets the firm’s obligation
to its clients under the client money rules on a

(i) (for the alternative approach to segregating client
money) calculate the amount of client money to be
segregated in client bank accounts which meets
the firm’s obligations to its clients under the client
money rules on a daily basis; and

the firm’s systems and controls are suitably designed to
enable it to carry out the method of internal client money
reconciliation the firm will use.

A firm using a non-standard method of internal client money

reconciliation must not materially change its method of

undertaking internal reconciliations of client money balances

unless:

(a)

the firm has established and documented in writing its
reasons for concluding that the changed methodology will
meet the requirements in (1)(a)(i) and (ii), as applicable;

an auditor of the firm has prepared a report that complies
with the requirements in (1)(c) and (2) in respect of the
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firm’s proposed changes; and

(c) the firm provides a copy of the report prepared by the
auditor under (3)(a) to the FCA before implementing the

change.

G A firm is reminded that, under SUP 3.4.2R, it must take reasonable steps
to ensure that its auditor has the required skill, resources and experience to
perform its function.

Records

R (D)

[deleted]
(2 Afirm-must-make-theserecords-on-the-date- it starts-using-a-method
¥ I it ol bal I I -
fora-period-offive years-afterceasingto-use-it: [deleted]

firm's auditor that the firm has in ol I I whicl
adequate-to-enable-it-to-use-another-method-effectively. [deleted]

Netification-and-acknewledgementof-trust Acknowledgment letters
Purpose

G The main purposes of an acknowledgement letter are:

(1)  to put the bank, exchange, clearing house, intermediate broker,
OTC counterparty or other person (as the case may be) on notice of
a firm’s clients’ interests in client money that has been deposited
with, or has been allowed to be held by, such person;

(2)  toensure that the client bank account or client transaction account
has been opened in the correct form (eq, whether the client bank
account is being correctly opened as a general client bank account,
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a designated client bank account or a designated client fund
account), and is distinguished from any account containing money
that belongs to the firm; and

(3)  toensure that the bank, exchange, clearing house, intermediate
broker, OTC counterparty or other person (as the case may be)
understands and agrees that it will not have any recourse or right
against money standing to the credit of the client bank account or
client transaction account, in respect of any sum owed to such
person, or to any other third person, on any other account.

Banks Client bank account acknowledgment letters

7.8.1 R (1) When-a-firm-opens-a For each client bank account, the a firm must
give-or-have-given-written-netice, in accordance with CASS 7.8.5R,
complete and sign a client bank account acknowledgement letter
clearly identifying the client bank account, and send it to the bank
with whom the client bank account is, or will be, opened, requesting
the bank to acknowledge to-it-in-writing-that: and agree to the terms
of the letter by countersigning it and returning it to the firm.

?." FOREY Sta”dE“'g. Ee tll'e e'e’d't of “'e;aeeelu'l't 'Sll'elld b? the

(2) -. . - - -g..’-

o liont ba " hor ban iblo.
Subject to CASS 7.8.13R and CASS 7.8.14R, a firm must not hold or

receive any client money in or into a client bank account unless it has
received a duly countersigned client bank account acknowledgement
letter from the relevant bank that has not been inappropriately
redrafted (see CASS 7.8.7R) and clearly identifies the client bank
account.

Exchanges, clearing houses, intermediary brokers or OTC counterparties Client

transaction account acknowledgement letters

89 R (1) e which undertal .- iabiliy inves :
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OTCcounterparty: This rule does not apply to a firm to which CASS
7.8.3R(1) applies.

)

(@) #—th&exehange—ele%mg—he%e—wﬁe#medmte—b#eke#ep@ie _

open positions and the repayment of any money. For each client
transaction account, a firm must, in accordance with CASS 7.8.5R,
complete and sign a client transaction account acknowledgement
letter clearly identifying the client transaction account. That letter
must be sent to the person with whom the client transaction account
is, or will be, opened, requesting such person to acknowledge and
agree to the terms of the letter by countersigning it and returning it to
the firm.

(3)  Subject to CASS 7.8.13R and CASS 7.8.14R, a firm must not allow
the relevant person to hold any client money in a client transaction
account maintained by that person for the firm unless the firm has
received a duly countersigned client transaction account
acknowledgement letter from that person that has not been
inappropriately redrafted (see CASS 7.8.7R) and that clearly
identifies the client transaction account.

Authorised central counterparty acknowledgment letters

R (1)  Afirm which places client money at an authorised central
counterparty in connection with a requlated clearing arrangement
must, in accordance with CASS 7.8.5R, complete and sign an
authorised central counterparty acknowledgement letter clearly
identifying the relevant client transaction account. That letter must
be sent to the authorised central counterparty with whom the client
transaction account is, or will be, opened, requesting such
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authorised central counterparty to acknowledge receipt of the letter
by countersigning it and returning it to the firm.

(2)  Afirm which has complied with CASS 7.8.3R(1) may allow the
authorised central counterparty to hold client money on the relevant
client transaction account, whether or not the authorised central
counterparty has countersigned and returned the authorised central
counterparty acknowledgement letter it received from the firm.

Acknowledgement letters in general

G In drafting acknowledgement letters under CASS 7.8.1R, CASS 7.8.2R or
CASS 7.8.3R, a firm is required to use the relevant template in CASS 7
Annex 2R, CASS 7 Annex 3R or CASS 7 Annex 4R, respectively.

R When completing an acknowledgment letter under CASS 7.8.1R(1), CASS

7.8.2R(1) or CASS 7.8.3R(1), a firm:

(1)  must not amend any of the acknowledgement letter fixed text;

(2)  subject to (3), must ensure the acknowledgement letter variable text
is removed, included or amended as appropriate; and

3) must not amend any of the acknowledgement letter variable text in a
way that would alter or otherwise change the meaning of the
acknowledgement letter fixed text.

G CASS 7 Annex 5G contains guidance on using the template acknowledgment
letters, including when and how firms should amend the acknowledgement
letter variable text that is in square brackets.

R (1) If, on countersigning and returning the acknowledgement letter to a

firm, the relevant person has also:

(@ made amendments to any of the acknowledgement letter fixed
text; or

(b) made amendments to any of the acknowledgement letter
variable text in a way that would alter or otherwise change
the meaning of the acknowledgement letter fixed text;

the acknowledgement letter will have been inappropriately redrafted
for the purposes of CASS 7.8.1R(2) or CASS 7.8.2R(3) (as

applicable).

(2) For the purposes of CASS 7.8.1R(2) or CASS 7.8.2R(3), amendments
made to the acknowledgement letter variable text in the
acknowledgement letter returned to a firm by the relevant person,
will not have the result that the letter has been inappropriately
redrafted if those amendments do not affect the meaning of the
acknowledgement letter fixed text, have been specifically agreed with
the firm and do not cause the acknowledgement letter to be
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inaccurate.

A firm must use reasonable endeavours to ensure that any individual that has

countersigned an acknowledgement letter that has been returned to the firm

was authorised to countersign the letter on behalf of the relevant person.

@

A firm must retain each countersigned client bank account
acknowledgement letter and client transaction account
acknowledgement letter it receives, from the date of receipt until the
expiry of five years from the date on which the last client bank
account or client transaction account to which the acknowledgement
letter relates is closed.

A firm must retain a copy of each authorised central counterparty
acknowledgment letter it sends to an authorised central counterparty
under CASS 7.8.3R(1) from the date it was sent until the expiry of
five years from the date the last client transaction account to which
the acknowledgement letter relates is closed.

A firm must also retain any other documentation or evidence it believes is

necessary to demonstrate that it has complied with each of the applicable

requirements in this section (such as any evidence it has obtained to ensure

that the individual that has countersigned an acknowledgment letter returned

to the firm was authorised to countersign the letter on behalf of the relevant

person).

A

This rule applies to:

(@ any countersigned client bank account acknowledgement
letter or client transaction account acknowledgement letter
received by a firm under CASS 7.8.1R(2) or CASS 7.8.2R(3)
respectively; and

(b) any authorised central counterparty acknowledgement letter
sent by a firm under CASS 7.8.3R(1), whether or not it has
been countersigned by the relevant authorised central
counterparty and received by the firm.

A firm must, periodically (at least annually and whenever it is aware
that something referred to in an acknowledgement letter has
changed) review each of its acknowledgement letters to ensure that
they all remain accurate.

Whenever a firm finds an inaccuracy in an acknowledgement letter, it
must promptly draw up a replacement acknowledgement letter under
CASS 7.8.1R, CASS 7.8.2R or CASS 7.8.3R, as applicable, and, if it
is an acknowledgement letter required to be sent under CASS 7.8.1R
or CASS 7.8.2R, ensure that the new acknowledgement letter is duly
countersigned and returned by the relevant person.

Under CASS 7.8.11R, a firm should draw up and send out a replacement
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acknowledgement letter whenever:

(1)

2

there has been a change in any of the parties’ names or addresses as
set out in the letter; or

the firm becomes aware of an error or misspelling in the drafting of
the letter.

If a firm’s client bank account or client transaction account is transferred to

another person, the firm must promptly draw up a new acknowledgement

letter under CASS 7.8.1R, CASS 7.8.2R or CASS 7.8.3R, as applicable, and,

if it is an acknowledgement letter required to be sent under CASS 7.8.1R or

CASS 7.8.2R, ensure that the new acknowledgement letter is duly

countersigned and returned by the relevant person within 20 business days

of the firm sending it to that person.

If a firm opens a client bank account after a primary pooling event, the firm

must:

@

promptly draw up and send out a new acknowledgement letter under
CASS 7.8.1R;

not hold or receive any client money in or into the client bank
account unless it has sent the acknowledgement letter to the relevant

person; and

if the firm has not received a duly countersigned acknowledgement
letter that has not been inappropriately redrafted (see CASS 7.8.7R)
within 20 business days of the firm sending the acknowledgement
letter, withdraw all money standing to the credit of the account and
deposit it in a client bank account with another bank as soon as

possible.
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After CASS 7 Annex 1G insert the following new annexes. The text is not underlined.

7 Annex 2R Client bank account acknowledgment letter template

[letterhead of firm subject to CASS 7.8.1R, including full name and address of firm]
[name and address of bank]
[date]

Client Money Acknowledgment Letter (pursuant to the rules of the Financial Conduct
Authority)

We refer to the following [current/deposit account[s]] [and/or] [money market deposit[s]]
which [name of CASS firm], regulated by the Financial Conduct Authority (Firm Reference
Number [FRN]), (“us”, “we” or “our”) [has opened or will open] [and/or] [has deposited or
will deposit] with [name of bank] (“you” or “your”):

[insert the account title[s], the account unique identifier[s] (for example, as relevant, sort
code and account number, deposit number or reference code) and (if applicable) any
abbreviated name of the account([s] as reflected in the bank’s systems]

([collectively,] the “Client Bank Account[s]”).

In relation to [each of] the Client Bank Account|[s] identified above you acknowledge that we
have notified you that:

(@) we are under an obligation to keep money we hold belonging to our clients separate
from our own money;

(b) we have opened, or will open, the Client Bank Account for the purpose of depositing
money with you on behalf of our clients; and

(c) we hold all money standing to the credit of the Client Bank Account in our capacity as
trustee under the laws applicable to us.

In relation to [each of] the Client Bank Account[s] above you agree that:

(d) you do not have any recourse or right against money in the Client Bank Account in
respect of any sum owed to you, or owed to any third party, on any other account
(including any account we use for our own money), and this means for example that
you do not have any right to combine the Client Bank Account with any other account
and any right of set-off or counterclaim against money in the Client Bank Account;

(e) you will title, or have titled, the Client Bank Account as stated above and that such
title is different to the title of any other account containing money that belongs to us
or to any third party; and

(F) you are required to release on demand all money standing to the credit of the Client
Bank Account upon proper notice and instruction from us or a liquidator, receiver,
administrator, or trustee (or similar person) appointed for us in bankruptcy (or similar
procedure), in any relevant jurisdiction, except for:
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(1) any properly incurred charges or liabilities owed to you on, and arising from
the operation of, the Client Bank Account; and
(2) until the fixed term expires, any amounts held for the time being under a fixed
term deposit arrangement which cannot be terminated before the expiry of the
fixed term,
provided that you have a contractual right to retain such money under (1) or (2) and
that this right is notwithstanding paragraphs (a) to (c) above and without breach of
your agreement to paragraph (d) above.

We acknowledge that:

(9) you are not responsible for ensuring compliance by us with our own obligations,
including as trustee, in respect of the Client Bank Account[s].

You and we agree that:

(h) the terms of this letter shall remain binding upon the parties, their successors and
assigns, and, for the avoidance of doubt, regardless of any change in name of any
party;

(i) this letter supersedes and replaces any previous agreement between the parties in
connection with the Client Bank Account[s], to the extent that such previous
agreement is inconsistent with this letter;

(1) in the event of any conflict between this letter and any other agreement between the
parties in connection with the Client Bank Account[s], this letter agreement shall
prevail,

(k) no variation to the terms of this letter shall be effective unless it is in writing, signed
by the parties and permitted under the rules of the Financial Conduct Authority;

() this letter shall be governed by the laws of [insert appropriate jurisdiction] [firms may
optionally use this space to insert additional wording to record an intention to
exclude any rules of private international law that could lead to the application of the
substantive law of another jurisdiction]; and

(m)the courts of [insert same jurisdiction as previous] shall have non-exclusive
jurisdiction to settle any dispute or claim arising out of or in connection with this
letter or its subject matter or formation (including non-contractual disputes or claims).

Please sign and return the enclosed copy of this letter as soon as possible. We remind you
that, pursuant to the rules of the Financial Conduct Authority, we are not allowed to use the
Client Bank Account[s] to deposit any money belonging to our clients with you until you
have acknowledged and agreed to the terms of this letter.

For and on behalf of [name of CASS firm]
X

Authorised Signatory

[Signed by [name of third party administrator] on behalf of [CASS firm]]
Print Name:

Title:
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ACKNOWLEDGED AND AGREED:

For and on behalf of [name of bank]

X

Authorised Signatory
Print Name:
Title:

Contact Information: [insert signatory’s phone number and email address]

Date:
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7 Annex 3R Client transaction account acknowledgment letter template

[letterhead of firm subject to CASS 7.8.2R, including full name and address of firm]
[name and address of counterparty]
[date]

Client Money Acknowledgment Letter (pursuant to the rules of the Financial Conduct
Authority)

We refer to the following transaction account[s] which [name of CASS firm], regulated by the
Financial Conduct Authority (Firm Reference Number [FRN]), (“us”, “we” or “our”) has
opened or will open with [name of counterparty] (“you” or “your”):

[insert the account title[s], the account unique identifier[s] (for example, as relevant,
account number, reference code or pool ID) and (if applicable) any abbreviated name of
the account[s] as reflected in the counterparty’s systems]

([collectively,] the “Client Transaction Account[s]”).

In relation to [each of] the Client Transaction Account[s] identified above you acknowledge
that we have notified you that:

(@) we are under an obligation to keep money we hold belonging to our clients separate
from our own money;

(b) we have opened, or will open, the Client Transaction Account for the purpose of
placing money with you on behalf of our clients in connection with carrying out one
or more transactions with or through you; and

(c) you are instructed to promptly credit to this Client Transaction Account any money
you receive in respect of any transaction that we have notified to you as being carried
out on behalf of our clients.

In relation to [each of] the Client Transaction Account[s] identified above you agree that:

(d) all money standing to the credit of the Client Transaction Account is payable to us in
our capacity as trustee under the laws applicable to us[, except where, in accordance
with your default management procedures in respect of a default by us, you transfer
money credited to the Client Transaction Account to anyone other than us in
accordance with articles 4(4) or 4(5) of Commission Delegated Regulation (EU) No
149/2013 of 19 December 2012];

(e) you do not have any recourse or right against money credited to the Client
Transaction Account in respect of any sum owed to you, or owed to any third party,
on any other account (including any account we use for our own money), and this
means for example that you do not have any right to combine the Client Transaction
Account with any other account and any right of set-off or counterclaim against
money in the Client Transaction Account; and

(F) you will title, or have titled, the Client Transaction Account as stated above and that
such title is different to the title of any other account containing money that is payable
to us in a capacity other than as trustee or that is payable to any third party.
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(9) the terms of this letter shall remain binding upon the parties, their successors and
assigns, and, for the avoidance of doubt, regardless of any change in name of any

party;

(h) this letter supersedes and replaces any previous agreement between the parties in
connection with the Client Transaction Account[s], to the extent that such previous

agreement is inconsistent with this letter;

(i) in the event of any conflict between this letter and any other agreement between the
parties in connection with the Client Transaction Account[s], this letter agreement

shall prevail;

(1) no variation to the terms of this letter shall be effective unless it is in writing, signed
by the parties and permitted under the rules of the Financial Conduct Authority;

(K) this letter shall be governed by the laws of [insert appropriate jurisdiction] [firms may
optionally use this space to insert additional wording to record an intention to
exclude any rules of private international law that could lead to the application of the

substantive law of another jurisdiction]; and

(I) the courts of [insert same jurisdiction as previous] shall have non-exclusive
jurisdiction to settle any dispute or claim arising out of or in connection with this
letter or its subject matter or formation (including non-contractual disputes or claims).

Please sign and return the enclosed copy of this letter as soon as possible. We remind you
that, pursuant to the rules of the Financial Conduct Authority, we are not allowed to permit
you to hold any money belonging to our clients on the Client Transaction Account[s] until

you have acknowledged and agreed to the terms of this letter.

For and on behalf of [name of CASS firm]
X

Authorised Signatory
Print Name:
Title:

ACKNOWLEDGED AND AGREED:
For and on behalf of [name of counterparty]

X

Authorised Signatory

Print Name:

Title:

Contact Information: [insert signatory’s phone number and email address]
Date:
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7 Annex 4R Authorised central counterparty acknowledgment letter template

[letterhead of firm subject to CASS 7.8.3R, including full name and address of firm]
[name and address of authorised central counterparty]
[date]

Client Money Acknowledgment Letter (pursuant to the rules of the Financial Conduct
Authority)

We refer to the following transaction account[s] which [name of CASS firm], regulated by the
Financial Conduct Authority (Firm Reference Number [FRN]), (“us”, “we” or “our”) has
opened or will open with [name of authorised Central counterparty] (“you” or “your”):

[insert the account title[s], the account unique identifier[s] (for example, as relevant,
account number, reference code or pool ID) and (if applicable) any abbreviated name of
the account[s] as reflected in the authorised central counterparty’s systems]

([collectively,] the “Client Transaction Account[s]”).

In relation to [each of] the Client Transaction Account[s] identified above we are writing to
put you on notice that:

(a) we are under an obligation to keep money we hold belonging to our clients separate
from our own money;

(b) we have opened, or will open, the Client Transaction Account for the purpose of
placing money with you on behalf of our clients in connection with carrying out one
or more transactions with or through you;

(c) you are instructed to promptly credit to this Client Transaction Account any money
you receive in respect of any transaction that we have notified to you as being carried
out on behalf of our clients;

(d) all money standing to the credit of the Client Transaction Account is payable to us in
our capacity as trustee under the laws applicable to us, except where, as a part of your
default management process in respect of a default by us, you transfer money credited
to the Client Transaction Account to anyone other than us in accordance with article
48 of Regulation (EU) No 648/2012 of 4 July 2012;

(e) you do not have any recourse or right against money credited to the Client
Transaction Account in respect of any sum owed to you, or owed to any third party,
on any other account (including any account we use for our own money), and this
means for example that you do not have any right to combine the Client Transaction
Account with any other account and any right of set-off or counterclaim against
money in the Client Transaction Account; and

(F) we understand the title of the Client Transaction Account is, or will be, as stated
above and that such title is different to the title of any other account containing money
that is payable to us in a capacity other than as trustee or is payable to any third party.

[Please confirm your receipt of this letter by signing and returning the enclosed copy of this
letter as soon as possible.]
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For and on behalf of [name of CASS firm]

X

Authorised Signatory
Print Name:
Title:

[RECEIPT CONFIRMED:
For and on behalf of [name of authorised central counterparty]

X

Authorised Signatory

Print Name:

Title:

Contact Information: [insert signatory’s phone number and email address]
Date:]
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7 Annex 5G  Guidance notes for acknowledgement letters (CASS 7.8)

Introduction

1 This annex contains guidance on the use of the templates for acknowledgment
letters in CASS 7 Annex 2R, CASS 7 Annex 3R and CASS 7 Annex 4R.

2 Unless stated otherwise, a reference to ‘counterparty’ in this annex is:

(@) inthe context of a client bank account acknowledgment letter (and CASS 7
Annex 2R), to the relevant bank;

(b) in the context of a client transaction account acknowledgement letter (and
CASS 7 Annex 3R), to the relevant exchange, clearing house, intermediate
broker, OTC counterparty or other person (as the case may be); and

(c) inthe context of an authorised central counterparty acknowledgment letter
(and CASS 7 Annex 4R), to the relevant authorised central counterparty.

General

3 Under CASS 7.8.1R(2) and CASS 7.8.2R(3), firms are required to have in place a
duly signed and countersigned acknowledgment letter for a client bank account or
client transaction account (respectively) before they are allowed to hold or receive
client money in or into the client bank account, or allow the relevant person to hold
any client money on the client transaction account (respectively).

4 However, a firm may place client money at an authorised central counterparty in
connection with a regulated clearing arrangement if it has provided the relevant
authorised central counterparty with a signed and completed authorised central
counterparty acknowledgement letter (see CASS 7.8.3R).

5 For each client bank account or client transaction account, a firm is required to
complete, sign and send to the counterparty an acknowledgement letter identifying
that account and in the form set out in CASS 7 Annex 2R (Client bank account
acknowledgment letter template), CASS 7 Annex 3R (Client transaction account
acknowledgment letter template) or CASS 7 Annex 4R (Authorised central
counterparty acknowledgment letter), as appropriate.

6 When completing an acknowledgment letter using the appropriate template, a firm
is reminded that it must not amend any of the text which is not in square brackets
(acknowledgment letter fixed text). A firm should also not amend the non-italicised
text that is in square brackets. It may remove or include square bracketed text from
the letter, or replace bracketed and italicised text with the necessary wording, in
either case as appropriate. The notes below give further guidance on this.

Clear identification of relevant accounts

7 A firm is reminded that for each client bank account or client transaction account it
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needs to have in place an acknowledgment letter. Accordingly, it is important that it
is clear to which account or accounts each acknowledgement letter relates. As a
result, the templates in CASS 7 Annex 2R, CASS 7 Annex 3R and CASS 7 Annex
4R require that the acknowledgment letter include the full title and at least one
unique identifier, such as a sort code and account number, deposit number,
reference code or pool ID, for each client bank account or client transaction
account to which the letter relates.

The title and unique identifiers included in an acknowledgment letter for a client
bank account or client transaction account should be the same as those reflected in
both the records of the firm and the relevant counterparty, as appropriate, for that
account. Where a counterparty’s systems are not able to reflect the full title of an
account, that title may be abbreviated to accommodate that system, provided that:

@ the account may continue to be appropriately identified in accordance with
the requirements of CASS 7 (eg, ‘designated’ may be shortened to ‘des’,
‘designated fund’ may be shortened to ‘des fnd’, ‘segregated’ may be
shortened to ‘seg’, ‘account’ may be shortened to ‘acct’, etc); and

(b) when completing an acknowledgment letter, such letter must include both
the long and short versions of the account title.

A firm should ensure that all relevant account information is contained in the space
provided in the body of the acknowledgment letter. Nothing should be appended to
an acknowledgement letter.

In the space provided in the template letters for setting out the account title and
unique identifiers for each relevant account/deposit, a firm may include the required
information in the format of the following table:

Full account title Unique identifier Title reflected in
[name of bank]
systems

[Investment Firm Client [00-00-00 12345678] | [INV FIRM CLIENT
Bank Account] A/C]

Where an acknowledgment letter is intended to cover a range of client bank
accounts or client transaction accounts, some of which may not exist as at the date
the acknowledgment letter is countersigned by the relevant person (or, in the case
of an authorised central counterparty acknowledgment letter, the date it is sent by
the firm to the relevant authorised central counterparty), a firm should set out in the
space provided in the body of the acknowledgment letter that it is intended to apply
to all present and future accounts which: (a) are titled in a specified way (eg, with
the word “client’ in their title); and (b) which possess a common unique identifier
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or which may be clearly identified by a range of unique identifiers (eg, all accounts
numbered between XXXX1111 and ZZZZ9999). For example, in the space
provided in the template letter in CASS 7 Annex 2R which allows a firm to include
the account title and a unique identifier for each relevant account, a firm should
include a statement to the following effect:

Any account open at present or to be opened in the future which
contains the term [‘client’][insert appropriate abbreviation of the term
‘client’ as agreed and to be reflected in the Bank’s systems] in its title
and which may be identified with [the following [insert common
unique identifier]][an account number from and including
[XXXX1111] to and including [Z2Z2ZZ9999]][clearly identify range of
unique identifiers].

Signature and countersignatures

A firm should ensure that each acknowledgment letter is signed and countersigned
by all relevant parties and individuals (including where a firm or its counterparty
may require more than one signatory).

An acknowledgment letter that is signed or countersigned electronically should not,
for that reason alone, result in a breach of the rules in CASS 7.8. However, where
electronic signatures are used, a firm should consider whether, under CASS 7.4.7R
and taking into account the governing law and choice of competent jurisdiction, it
needs to ensure that the electronic signature and the certification by any person of
such signature would be admissible as evidence in any legal proceedings in the
relevant jurisdiction in relation to any question as to the authenticity or integrity of
the letter.

Completing an acknowledgment letter

A firm should use at least the same level of care and diligence when completing an
acknowledgment letter as it would in managing its own commercial agreements.

A firm should ensure that each acknowledgment letter is legible (eg, any
handwritten details should be easy to read), produced on the firm’s own letter-
headed paper, dated and addressed to the correct legal entity (eg, where the
counterparty belongs to a group of companies).

A firm should also ensure each acknowledgment letter includes all the required
information (such as account names and numbers, the parties’ full names, addresses
and contact information, and each signatory’s printed name and title).

A firm should similarly ensure that no square brackets remain in the text of each
acknowledgement letter (ie, after having removed or included square bracketed
text, as appropriate, or having replaced square bracketed and italicised text with the
required information as indicated in the templates in CASS 7 Annex 2R, CASS 7
Annex 3R and CASS 7 Annex 4R) and that each page of the acknowledgment letter
is numbered.

A firm should complete an acknowledgement letter so that no part of the letter can
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be easily altered (eg, the letter should be signed in ink rather than pencil).

In respect of a client bank account acknowledgement letter’s governing law and
choice of competent jurisdiction (see paragraphs (l) and (m) of the template in
CASS 7 Annex 2R) or a client transaction account acknowledgment letter’s
governing law and choice of competent jurisdiction (see paragraphs (k) and (I) of
the template in CASS 7 Annex 3R), the letter should reflect a firm’s agreement with
its counterparty that the laws of a particular jurisdiction will govern the
acknowledgment letter and that the courts of that same jurisdiction will have non-
exclusive jurisdiction to settle any disputes arising out of, or in connection with, the
acknowledgment letter, its subject matter or formation.

If a firm does not, in any client bank account acknowledgement letter or client
transaction account acknowledgment letter, utilise the governing law and choice of
competent jurisdiction that is the same as either or both:

@ the law and the jurisdiction under which either the firm or the relevant
counterparty are organised; and

(b) that specified in the underlying agreement/s (eg, banking, custody or
clearing services agreement) with the relevant counterparty;

then the firm should consider whether it is at risk of breaching either CASS
7.8.5R(3) or, in the case of a client bank account acknowledgement letter, CASS
74.7R.

The FCA recognises that some firms and their counterparties may wish to clarify
through additional words in the governing law provision (see paragraph (I) of the
template in CASS 7 Annex 2R and paragraph (k) of the template in CASS 7 Annex
3R) that they are agreeing that the substantive law of the governing jurisdiction
shall apply and that their intention is that a court should not decide to apply the
substantive provisions of some other law instead of the parties’ chosen governing
law (a ‘renvoi’). Where this is the case firms are permitted to insert additional text
that seeks to provide increased legal certainty in the space provided. There is no
restriction as to what additional words may be used (eg, additional words such as
“without regard to the principles of choice of law” may be appropriate in the
circumstances), but a firm should at all times have regard to the need to comply
with CASS 7.8.5R(3). However, for the majority of firms the FCA does not expect
additional wording for the governing law provision to be necessary. This is likely to
be the case where only a court that is subject to ‘Rome I’ (Regulation (EC) No
593/2008 of the European Parliament and of the Council of 17 June 2008) is likely
to accept jurisdiction over a dispute arising out of or in connection with the relevant
acknowledgement letter.

Authorised signatories

A firm is required, under CASS 7.8.8R, to use reasonable endeavours to ensure that
any individual that has countersigned an acknowledgement letter returned to the
firm was authorised to countersign the letter on behalf of the relevant counterparty.

If an individual that has countersigned an acknowledgement letter does not provide
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the firm with sufficient evidence of his/her authority to do so then the firm is
expected to make appropriate enquires to satisfy itself of that individual’s authority.

Evidence of an individual’s authority to countersign an acknowledgment letter may
include a copy of the counterparty’s list of authorised signatories, a duly executed
power of attorney, use of a company seal or bank stamp, and/or material verifying
the title or position of the individual countersigning the acknowledgment letter.

A firm should ensure it obtains at least the same level of assurance over the
authority of an individual to countersign the acknowledgment letter as the firm
would seek when managing its own commercial arrangements.

Third party administrators

If a firm uses a third party administrator (“TPA’) to carry out the administrative
tasks of drafting, sending and processing a client bank account acknowledgment
letter, the text “[Signed by [Name of Third Party Administrator] on behalf of
[CASS Firm]]” should be inserted to confirm that the acknowledgement letter was
signed by the TPA on behalf of the firm.

In these circumstances, the firm should first provide the TPA with the requisite
authority (such as a power of attorney) before the TPA will be able to sign the
client bank account acknowledgment letter on the firm’s behalf. A firm should also
ensure that the acknowledgment letter continues to be drafted on letter-headed
paper belonging to the firm.

Designated client bank accounts and designated client fund accounts

A firm must ensure that each of its client bank accounts follows the naming
conventions prescribed in the Glossary. This includes ensuring that (i) all client
bank accounts include the term “client” in their title; and (ii) all designated client
bank accounts or designated client fund accounts include, as appropriate, the terms
‘designated’ or “designated fund’ in their title, or in each case an appropriate
abbreviation in circumstances where this is permitted by the Glossary definition.

All references to the term “Client Bank Account[s]” in a client bank account
acknowledgment letter should also be made consistently in either the singular or
plural, as appropriate.

Indirect clearing arrangements

For use with client transaction accounts maintained with a clearing member who
facilitates indirect clearing through a regulated clearing arrangement, the square-
bracketed text in paragraph (d) of the template letter in CASS 7 Annex 3R should
remain in the letter.

All references to the term “Client Transaction Account[s]” in a client transaction
account acknowledgment letter should be made consistently in either the singular or
plural, as appropriate.

Direct clearing arrangements
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For use with client transaction accounts maintained with an authorised central
counterparty in respect of a regulated clearing arrangement, a firm may identify
whether each account is an omnibus client account or an individual client account
in the space provided in the body of the template letter in CASS 7 Annex 4R. For
example, if using the table mentioned in paragraph 10 above, a firm may include an
additional column in which for each account it includes the reference “Individual
Client Account” or “Omnibus Client Account”, as appropriate.

All references to the term “Client Transaction Account[s]” in an authorised central
counterparty acknowledgment letter should be made consistently in either the
singular or plural, as appropriate.

Money market deposits

The client bank account acknowledgment letter in CASS 7 Annex 2R may be used
with money market deposits identified as being client money.

A firm should ensure that client money placed in a money market deposit is clearly
identified as client money (see CASS 7.4.11CG).

Before a firm places client money in a money market deposit, it must have a client
bank account acknowledgement letter for that deposit. If the unique identifier
which will be associated with a money market deposit consisting of client money is
unable to be included in a client bank account acknowledgment letter before it is
duly countersigned and returned to the firm, a firm should set out in the body of the
letter: (a) the title and other account information for the client bank account from
which the deposits will be placed with the bank; and (b) how the firm will notify
the bank that a money market deposit placed with it consists of client money (eg, by
the inclusion of the words “Client Money Deposit’). For example, in the space
provided in the template letter in CASS 7 Annex 2R which allows a firm to include
the account title and a unique identifier for each relevant account/deposit, a firm
should include a statement to the following effect:

[[CASS Firm] money market deposits placed from [title of relevant [client
bank account], [sort code], [account number]] and identified with the
reference ‘[Client Money Deposit]’ as being client money)]

A firm which operates the alternative approach to client money segregation (see
CASS 7.4.18AR) might not make deposits of client money in a money market
deposit from another client bank account. In these circumstances, the firm need
only include in the body of the letter how the firm will notify the bank that a money
market deposit placed with it consists of client money. For example, the relevant
space in the template letter in CASS 7 Annex 2R may set out that:

[[CASS firm] money market deposits identified with the reference
‘[Client Money Deposit]” as being client money]

Page 101 of 252



FCA 2014/36

Amend the following as shown.

A Client money distribution

TA.2 Primary pooling events

7A.2.7A G Ifafirm opens a client bank account after a primary pooling event, it must
comply with CASS 7.8.14R regarding acknowledgement letters.

9 Prime-brokerage Information to clients

After CASS 9.3 insert the following new section. The text is not underlined.
9.4 Information to clients concerning custody assets and client money

941 G  Firms are reminded that, under COBS 6.1.7R, a firm that holds client
designated investments or client money must provide its clients with specific
information about how the firm holds those client designated investments
and client money and how certain arrangements might give rise to specific
consequences or risks for those client designated investments and client
money.

9.4.2 R Afirm that holds custody assets or client money must:

(1) provide the information in COBS 6.1.7R for any custody assets the
firm may hold for a client, including any custody assets which are
not designated investments; and

(2) provide the information in COBS 6.1.7R and in (1) to each of its
clients.

943 G  Afirm should provide the information required in CASS 9.4.2R to any client
for whom it holds custody assets or client money, including a retail client, a
professional client and an eligible counterparty.

944 G @ Firms are reminded of their obligation, under COBS 4.2.1R, to be
fair, clear and not misleading in their communications with clients.

(2) Firms are also reminded of the requirements in respect of
communications made to retail clients under COBS 4.5.
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Transitional Provisions and Schedules

TP 1 Transitional Provisions

TP 11

1) (2) 3) (4) () (6)

Material to which Transitional provision Transitional Handbook
the transitional provision: provisions:

provision applies date in force | coming into

force

/A | CASS6.1.6BR

|70

Firms need not comply From 1 1 December
with this rule in respect of | December 2014

any arrangement relating | 2014 to 1 June
to the transfer of full 2015
ownership of a client’s
safe custody asset to the
firm for the purposes set
out in CASS 6.1.6R(1) and
CASS 6.1.6AR(1) that
existed before 1
December 2014, unless
and until the arrangement
is materially amended on
or after that date. Firms
must comply with this
rule in respect of any
arrangement for such
purposes that is entered
into on or after 1
December 2014.

7B | CASS6.1.12R to (1) Firms need not From 1 1 December
CASS 6.1.12CR comply with these rules in | December 2014
respect of a business 2014 to 1 June
relationship with a 2015
particular client consisting
of the provision of either
or both MiFID business
and designated investment
business services that

|70
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existed before 1
December 2014, unless
and until the terms
governing the relationship
are materially amended on
or after that date. Firms
must comply with these
rules in respect of any
such relationship that is
entered into on or after 1
December 2014.

(2) Where the rules in
column (2) are disapplied
by (1), CASS 6.1.12R to
CASS 6.1.16G will
continue to apply as they
were in force as at 30
November 2014.

CASS 6.3.4BR

|70

Firms need not comply

From 1

with this rule in respect of

December

1 December

2014

arrangements with third

2014 to 1 June

parties with whom it
deposits clients’ safe
custody assets or arranges
safeguarding and
administration of assets
which are clients’ safe
custody assets that were
entered into before 1
December 2014, unless
and until they are
materially amended on or
after that date. Firms
must comply with this
rule in respect of any
arrangements with such
third parties that are
entered into on or after 1
December 2014.

2015

CASS 7.1.8CR to

CASS 7.1.8DR

and CASS

7.1.10A to CASS

7.1.10CR

|70

Firms need not comply

From 1

with these rules in respect

December

1 December

2014

of a business relationship

2014 to 1 June

with a particular client
that existed before 1
December 2014, unless
and until the terms
governing the relationship
are materially amended on

2015
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or after that date. Firms
must comply with this
rule in respect of any such
relationship that is entered
into on or after 1
December 2014.

CASS 7.2.3BR

|70

Firms need not comply

From 1

with this rule in respect of

December

1 December

2014

any arrangement relating

2014 to 1 June

to the transfer of full
ownership of a client’s
money to the firm for the
purposes set out in CASS
7.2.3R(1) and CASS
7.2.3AR(1) that existed
before 1 December 2014,
unless and until the
arrangement is materially
amended on or after that
date. Firms must comply
with this rule in respect of
any arrangement for such
purposes that is entered
into on or after 1
December 2014.

2015

10B

CASS 7.2.8AAR

to CASS 7.2.8ER

|70

(1) These rules do not
apply in respect of a
business relationship with

From 1
December

1 December

2014

2014 to 1 June

a particular client that
existed before 1
December 2014, unless
and until the terms
governing the relationship
are materially amended on

or after that date. Firms
must comply with this
rule in respect of any such
relationship that is entered
into on or after 1
December 2014.

(2) Where the rules in
column (2) are disapplied
by (1), CASS 7.2.8R to
CASS 7.2.11G will
continue to apply as they
were in force as at 30
November 2014.

2015
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10C

CASS 7.4.17BR

to CASS
7.4.19CR

|70

(1) Firms that are
operating the alternative

From 1
December

1 December

2014

approach for any business

2014 to 31

line on 30 November
2014, having previously
sent a written
confirmation to the FCA
under CASS 7.4.15R, need

not comply with the rules
in column (1) for such
business line during the
period in column (5) and
may continue to segregate
client money during that
period for such business
line on the basis set out in
that confirmation to the
FCA, unless and until
during the period in
column (5) they start
complying with CASS
7.4.18AR to CASS
7.4.19CR for such
business line having
already complied with
CASS 7.4.17BR to CASS
7.4.17ER.

(2) In circumstances
where the rules in column
(2) are disapplied by (1),
CASS 7.4.16G to CASS
7.4.19G will continue to
apply as they were in
force as at 30 November
2014.

May 2015

10D

CASS 7.6.6AR

|70

(1) A firm operating an

From 1

internal reconciliation of

December

1 December
2014

client money balances that

2014to 31

is not a standard method

May 2015

of internal client money
reconciliation as at 30
November 2014 need not
comply with this rule,
except to the extent
referred to in (3).

(2) Where a firm does not
comply with the rule in
column (2) in accordance
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with (1), CASS 7.6.7R and
CASS 7.6.8R will
continue to apply to that
firm as they were in force
as at 30 November 2014.

(3)(a) In order for a firm
within (1) to operate an
internal reconciliation that
is not a standard method
of internal client money
reconciliation on 1 June
2015 it must, before that
date, have complied with
CASS 7.6.6AR(1)(b) and

(©).

(3)(b) A firm within
paragraph (1) that
materially changes its
internal reconciliation
method that is not a
standard method of
internal client money
reconciliation on or after
1 December 2014 must,
notwithstanding (1),
comply with the rule in
column (2) from the date
it makes these material

changes.

(4) In order for any firm
not within (1) to operate
an internal reconciliation
that is not a standard
method of internal client
money reconciliation on 1
December 2014 it must,
before that date, have
complied with CASS
7.6.6AR(1)(b) and (c).

10E

The changes to

CASS 7.8 in Part
2 of Annex C of
the Client Assets
Sourcebook
(Amendment No
5) Instrument
2014

|70

(1) Where the conditions

From 1

in (2) are met in respect of

December

1 December

2014

a firm’s client bank
account or client
transaction account, the
changes effected by the
provisions in the Annex
listed in column (2) do not
apply to the firm in

2014 to 1 June

2015
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respect of the client bank
account or client
transaction account and
therefore the provisions in
CASS 7.8.1R and CASS
7.8.2R amended by that
Annex will continue to
apply as they were in
force as at 31 November
2014.

(2) The conditions are: (a)
the client bank account or
client transaction account
was opened by the firm
before 1 December 2014;
(b) the firm complied with
CASS 7.8.1R or CASS
7.8.2R (as appropriate) in
respect of the client bank
account or client
transaction account
before 1 December 2014;
and (c) the client bank
account or client
transaction account is not
transferred to another
person during the period

in column (5).

12A

CASS 9.4R

|70

Firms need not comply

From 1

with this rule in respect of

December

1 December

2014

a business relationship
with a particular client
consisting of the provision

of either or both MiFID
business and designated
investment business
services that existed
before 1 December 2014,
unless and until the terms
governing the relationship
are materially amended on

or after that date. Firms
must comply with this
rule in respect of any such
relationship that is entered
into on or after 1
December 2014.

2014 to 1 June

2015
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Insert the following new rows in the appropriate numerical position in Schedule 1 (Record
keeping requirements). The new text is not underlined.

Sch 1.3G
Handbook Subject of Contents of When record | Retention period
reference record record must be made
CASS Written The agreement | When Five years from
6.1.6BR(3) agreement agreement date agreement
regarding any made terminated
arrangement
relating to the
transfer of full
ownership of a
client’s safe
custody asset to
the firm for the
purposes set out
in CASS
6.1.6R(1) and
CASS 6.1.6AR(1)
CASS Firm’s Description of Maintain up to | Not specified (see
6.1.12R(4) segregation of safe custody date default provision
money as client asset in CASS 6.5.3R)
money under this | question,
rule identity of
relevant client,
amount of
money
segregated
CASS Client’s Client’s written | At the time of | During the time the
6.1.12ER agreement to agreement client’s firm makes use or
firm’s use of agreement intends to make use
exemption in of the exemption in
CASS 6.1.12R CASS 6.1.12R in
respect of that
client’s safe
custody assets
CASS Safe custody Details of asset | When asset Indefinite
6.2.15R assets divested divested, divested
by the firm under | relevant

CASS 6.2.10R

documentation
and the firm’s
attempts to
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contact the client

concerned
CASS Client’s Client’s written | At the time of | During the time the
7.2.8ADR agreement to agreement client’s firm makes use or
firm’s use of agreement intends to make use
exemption in of the exemption in
CASS 7.2.8R CASS 7.2.8R in
respect of that
client’s monies
CASS Client money Details of When balance | Indefinite
7.2.23R paid to charity by | balances released
the firm under released,
CASS 7.2.19R relevant
documentation
and the firm’s
attempts to
contact the client
concerned
CASS Client money Details of When balance | Not specified (see
7.2.25R(4) paid to charity by | balances released default provision
the firm under released and CASS 7.6.4R)
CASS 7.2.25R relevant
documentation
CASS Firm’s adoption | Reasons for Before Five years after it
7.4.17BR of the alternative | concluding that | adopting ceases to use the
approach the normal alternative alternative
approach would | approach approach in

lead to greater
risk to client
money, adopting
the alternative
approach would
not result in
undue risk to
client money, the
alternative
approach is
appropriate for
use by the
particular
business line,
and the firm has
adequate
systems and
controls

connection with
that business line
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CASS Alternative Details of money | Maintain up to | Five years (after
7.4.19AR to | approach segregated under | date the firm ceases to
CASS alternative CASS 7.4.18BR retain money as
7.4.1CR approach required by client money under
mandatory these rules CASS 7.4.18BR)
prudent
segregation
record
CASS Acknowledgment | Countersigned From date of Five years from
7.8.9R(1) letters acknowledgment | receipt closure of last
letter account to which
the
acknowledgment
letter relates
CASS Acknowledgment | Copy of From date firm | Five years from
7.8.9R(2) letters acknowledgment | sends the letter | closure of last
letter sent to account to which
authorised the
central acknowledgment
counterparty letter relates
under CASS
7.8.3R(1)
CASS Acknowledgment | Any other None specified | None specified (see
7.8.10R letters documentation default provision

or evidence the
firm believes
necessary to
demonstrate
compliance with
CASS 7.8

CASS 7.6.4R)

Insert the following new rows in the appropriate numerical position in Schedule 2
(Notification requirements). The new text is not underlined.

Sch 2.1G
Handbook Matter to be Contents of Trigger Time allowed
reference notified notification event
CASS The firm’s That intention | Forming the | Not less than seven
7.2.17GR intention to intention days before the

transfer client
money under
CASS 7.2.17BR
and/or 7.2.17DR

transfer of the client
money in question
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CASS Firm’s intention | Firm’s At least three | At least three months
7.4.17DR to adopt the intention to months prior | prior to adopting the
alternative adopt the to adopting alternative approach
approach for a alternative the for that business line
particular approach for a | alternative
business line particular approach for
business line | that business
line
CASS 7.6.6AR | Firm’s intention | Firm’s Forming the | Before using a non-
to use a non- intention to intention standard method of
standard method | use a non- internal client money
of internal client | standard reconciliation
money method of
reconciliation internal client
money
reconciliation
Part 3: Comes into force on 1 June 2015

[Editor’s Note: Some of the amendments set out in this Part amend provisions set out in Parts
1 and 2 of this Annex.]

Application for affiliates

1.29A G

1.2.11 R

(2) For business that is not MiFID business, the operation of the
custody chapter or the client money chapter may differ if a firm’s
client is an affiliated company and depending on certain other
conditions (see, for example, CASS 6.1.10BR and CASS #+12AR
7.10.26R).

1)

(2) In accordance with CASS #+45HR 7.10.36R, a firm which is
subject to the client money chapter and holds money both (i) in its
capacity as a trustee firm and (ii) other than in its capacity as a
trustee firm must not keep money held in in its capacity as a trustee
firm in the same client bank account or client transaction account as
money held other than in its capacity as a trustee firm.
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1.2.13 G  Afirm may opt to hold under a single chapter money that would otherwise
be held under different chapters (see CASS #13-R 7.10.3R and CASS
+LA5BAR 7.10.30R). However, making such an election does not remove
the requirement under CASS 1.2.11R(1).

3 Collateral
3.2 Requirements
Application
3.24 G  When appropriate, firms that enter into the arrangements with retail clients

covered in this chapter will be expected to identify in the statement of
custody assets sent to the client in accordance with COBS 16.4 (Statements
of client designated investments or client money) or CASS 9.5 (Reporting
to clients on request) details of the assets which form the basis of the
arrangements. Where the firm utilises global netting arrangements, a
statement of the assets held on this basis will suffice.

6 Custody rules

6.1 Application

Termination of title transfer collateral arrangements

6.18A R (1) If a client communicates to a firm that it wishes (whether pursuant to
a contractual right or otherwise) to terminate an arrangement relating
to the transfer of full ownership of its safe custody asset to a firm for
the purposes set out in CASS 6.1.6R(1) and CASS 6.1.6AR(1) and
the client’s communication is not in writing, the firm must make a
written record of the client’s communication which also records the
date the communication was received.

(2)  Afirm must keep a client’s written communication, or a written
record of the client’s communication in (1), for five years, starting
from the date the communication was received by the firm.

3) @ If a firm agrees to the termination of an arrangement relating
to the transfer of full ownership of a client’s safe custody
asset to the firm, it must notify the client of its agreement in
writing. The notification must state when the termination is
to take effect and whether or not the client’s safe custody
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asset will be held under the custody rules by the firm
thereafter.

(b) If a firm does not agree to terminate an arrangement relating
to the transfer of full ownership of a client’s safe custody
asset to the firm, it must notify the client of its disagreement

in writing.

(4)  Afirm must keep a written record of any notification it makes to a
client under (3) for a period of five years, starting from the date the
notification was made.

CASS 6.1.8AR(3)(a) refers only to a firm’s agreement to terminate an
existing arrangement relating to the transfer of full ownership of a client’s
safe custody asset to the firm. Such agreement by a firm does not
necessarily need to amount to the termination of its entire agreement with
the client.

When a firm notifies a client under CASS 6.1.8AR(3)(a) of when the
termination of an arrangement relating to the transfer of full ownership of
the safe custody asset to a firm is to take effect, it should take into account:

(1) any relevant terms relating to such a termination that have been
agreed with the client; and

(2)  the period of time it reasonably requires to return the safe custody
asset to the client or to update the registration under CASS 6.2
(Holding of client assets) and update its records under CASS 6.6
(Records, accounts and reconciliations),

If an arrangement relating to the transfer of full ownership of safe custody
assets to a firm for the purposes set out in CASS 6.1.6R(1) and CASS
6.1.6AR(1) is terminated, then the exemption at CASS 6.1.6R(1) no longer

applies.

(1)  Following the termination of an arrangement relating to the transfer
of full ownership of safe custody assets to a firm for the purposes set

out in CASS 6.1.6R(1) and CASS 6.1.6AR(1), where a firm does not
immediately return the safe custody assets to the client the firm
should consider whether the custody rules apply in respect of the
safe custody assets pursuant to CASS 6.1.1R(1A) to (1C).

(2)  Where the custody rules apply to a firm for safe custody assets in
these circumstances then the firm is required to comply with those
rules and should, for example, update the registration under CASS
6.2 (Holding of client assets), update its records under CASS 6.6
(Records, accounts and reconciliations) and treat any shortfall in
accordance with CASS 6.6.54R (in each case as appropriate).
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4) Where a firm intends to segregate money as client money instead of
the client’s safe custody asset under (3) it must, before doing so,
ensure that this would result in money being held for the relevant
client in respect of the shortfall under CASS #£2R 7.12.2R

(statutory trust).
()

@) ensure the money is segregated under CASS 4 7.13
(Segregation of client money) and recorded as being held for
the relevant client(s) under CASS %6 7.15 (Records, accounts
and reconciliations);

Reference Rule
CASS 6.2.3R and CASS6:2.6G Registration and recording of legal
CASS 6.2.3BG title
CASS 65 6.6 Records, accounts and
reconciliations

1) Subject to (2), when a firm is acting as trustee or depositary of an
AIF the firm need comply only with the custody rules in the table

below:

Reference Rule
CASS 6.2.3R, CASS 6-24R Registration and recording of
6.2.3BG to CASS 6.2.6G legal title

CASS 6.5.1R-CASS 6:5.2AR, Records, accounts and
CASS6-5-3R,-CASS6-5-13R(1A) | reconciliations
and-CASS-6-5-14G CASS 6.6.2R
CASS 6.6.4R, CASS 6.6.6R,
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CASS 6.6.7R, CASS 6.6.57R(2)
and CASS 6.6.58G

@) When a firm is acting as trustee or depositary of an AIF that is an
authorised AIF the firm must, in addition to the custody rules set out
in (1), also comply with the custody rules in the table below:

Reference Rule

CASS-6:54-G(1A) - CASS Records, accounts and
6.5.4G(4), CASS 6.5.5R, CASS reconciliations

CASS 6.6.8R, CASS 6.6.11R to
CASS 6.6.32G, CASS 6.6.41G,
CASS 6.6.43G and CASS
6.6.47G.

6.1.16J R  Only the custody rules in the table below apply to a firm when arranging
safeguarding and administration of assets:

Reference Rule

it third nart]

Registration and recording of legal title

6.2.3 R  Totheextentpracticable;a A firm must effect appropriate registration or

recording of legal title to a safe custody asset in the name of:

) the client {er-where-appropriate-the-trustee-firmy), unless the client is

an authorised person acting on behalf of its client, in which case it
may be registered in the name of the client of that authorised person;

(3) any other third party, if the firm is not a trustee firm but is prevented
from regqistering or recording legal title in the way set out in (1) or (2)
and provided that:
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4) the firm, if either:

@) it is not a trustee firm but is prevented from registering or
recording legal title in the way set out in (1), (2) or (3) and

provided that:

[0} the safe custody asset is subject to the law or market
practice of a jurisdiction outside the United Kingdom
and the firm has taken reasonable steps to determine
that it is in the client's best interests to register or
record it in that way, or that it is not feasible to do
otherwise, because of the nature of the applicable law
or market practice; and

B) the firm has notified the client if a professional client,
(ii)  or obtained prior written consent if a retail client; or

(b) it is a trustee firm and is prevented from registering or
recording legal title in the way set out in (1) or (2).

6.2.3B G  Afirm, when complying with CASS 6.2.3R(3) or CASS 6.2.3R(4)(a), will be
expected to demonstrate that adequate investigations have been made of the
jurisdiction concerned by reference to local sources, which may include an
appropriate legal opinion.

6.2.4 R A firm must accept the same level of responsibility to its client for any
nominee company controlled by the firm, or any nominee company controlled
by an affiliated company of the firm, with respect of any requirements of the
custody rules.

6.2.5 R Afirm may only register or record legal title to its own applicable assets
asset in the same name as that in which legal title to a client’s safe custody
asset is registered or recorded if the firm's applicable asset is separately
identified from the client’s safe custody asset in the firm's records, and either
or both of the conditions in (1) and (2) are met:.

1) he firm! licabl v identified in the firm!
records-from-the-safecustody-assets:or The firm’s holding of its own

applicable asset arises incidentally to:

(@ designated investment business it carries on for the account of
any client; or

(b)  steps taken by the firm to comply with an applicable custody
rule;

and, in the case of either (a) or (b), the situation where registration or
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recording of legal title of the firm’s applicable asset is in the same
name as the client’s safe custody asset under this rule remains in
place only to the extent that it is reasonably necessary.

The reqistration or recording of legal title of the firm’s own
applicable asset in the same name as the client’s safe custody asset is
only as a result of the law or market practice of a jurisdiction outside

of the United Kingdom the-firm-registers-or-recordsa-safe-custody

6.2.6 G  Adfirmwhencomplying-with-CASS6:2.3R(3)-6r CASS6-2.3R{4)- will-be

Consistent with a firm’s requirements to protect clients’ safe custody
assets and have adequate organisation arrangements in place (CASS
6.2.1R and CASS 6.2.2R), before a firm reqgisters or records legal title
to its own applicable asset in the same name as that in which legal
title to a client’s safe custody asset is registered or recorded under
CASS 6.2.5R, it should consider whether there are any means to avoid

doing so.

Examples of where the conditions under CASS 6.2.5R(1) might be
met include in the course of a firm:

(@ correcting a dealing error that relates to a transaction for the
account of a client; or

(b) maintaining a small balance of the firm’s own applicable
assets for purely operational or compliance purposes (eq, as a
float to cover potential custody shortfalls) in an amount that is
proportionate to the total amount of safe custody assets held
for clients; or

©) allocating safe custody assets to clients following settlement
of a bulk order; or

[(s)] facilitating a client transaction that involves fractional
entitlements; or

(€e) making good a shortfall.

Depositing safe custody assets with third parties

6.3.1 R

(1A) Aﬁm%#%#&#&nges—m&mg&m%a#ee%mdy—rwestmem _

through-a-third-party-must-exercise-al-due-skill-care-and-diligence-in
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the-selection-and-appointment-of-the-third-party- [deleted]
)

(4)

FegHed-i this |_ule FRe-HFm |nust_|nalee the-record-on-the-date H
mal'elesr the seleet|Fe|| a'l'd 'F'.'HSt xeep-it-from t:'e ella_telel Sueh sel IeleltlenF
custody-assets-belonging-to-clients: [deleted]

[Note: articles16(H()and article 17(1) of the MiFID implementing

Directive]

In discharging its obligations under this-seetion CASS 6.3.1R, a firm should
also consider, as appropriate, together with any other relevant matters:

1) once-a-safe-custody-asset-has-beenlodged-by-the-firm-w
party. the third party's performance of its services to the firm;

3) current industry standard reports, for example Finanecial Reporting
and-Auditing-Group-(FRAG)-21-repert “Assurance reports on

internal controls of services organisations made available to third
parties” made in line with Technical Release AAF 01/06 of The
Institute of Chartered Accountants in England and Wales or s
equivalent;

(5) the eredit-rating credit-worthiness of the third party; and

(6) any other activities undertaken by the third party and, if relevant, any
affiliated company; and

whether the third party has the appropriate requlatory permissions.

S

A firm must make a record of the grounds upon which it satisfies
itself as to the appropriateness of its selection and appointment of a
third party under CASS 6.3.1R. The firm must make the record on
the date it makes the selection or appointment and must keep it from
that date until five years after the firm ceases to use the third party to
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hold safe custody assets belonging to clients.

A firm must make a record of each periodic review of its selection
and appointment of a third party that it conducts under CASS 6.3.1R,
its considerations and conclusions. The firm must make the record
on the date it completes the review and must keep it from that date
until five years after the firm ceases to use the third party to hold safe
custody assets belonging to clients.

[deleted]

A Subject to (2), a firm must only deposit safe custody assets with a
third party in a jurisdiction which specifically regulates and
supervises the safekeeping of safe custody assets for the account of
another person with a third party who is subject to such regulation.

A firm must take the necessary steps to ensure that any client's safe custody

assets deposited with a third party are identifiable separately from the

applicable assets belonging to the firm and from the applicable assets

belonging to that third party, by means of differently titled accounts on the

books of the third party or other equivalent measures that achieve the same
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level of protection.

[Note: article 16(1)(d) of the MiFID implementing Directive]

CASS 6.5 (Records, accounts and reconciliations) is deleted in its entirety. The deleted text
is not shown.

After CASS 6.5 (deleted) insert the following new section. The text is not underlined

6.6

6.6.1

6.6.2

6.6.3

6.6.4

6.6.5

6.6.6

Records, accounts and reconciliations

Records and accounts

G

This section sets out the requirements a firm must meet when keeping
records and accounts of the safe custody assets it holds for clients.

A firm must keep such records and accounts as necessary to enable it at any
time and without delay to distinguish safe custody assets held for one client
from safe custody assets held for any other client, and from the firm's own
applicable assets.

[Note: article 16(1)(a) of the MiFID implementing Directive]

A firm must maintain its records and accounts in a way that ensures their
accuracy, and in particular their correspondence to the safe custody assets
held for clients.

[Note: article 16(1)(b) of the MiFID implementing Directive]
A firm must maintain a client-specific safe custody asset record.

The requirements in CASS 6.6.2R to CASS 6.6.4R are for a firm to keep
internal records and accounts of clients’ safe custody assets. Therefore, any
records falling under those requirements should be maintained by the firm,
and should be separate to any records the firm may have obtained from any
third parties, such as those with whom it may have deposited, or through
whom it may have registered legal title to, clients’ safe custody assets.

Right to use agreements

R

A firm must keep a copy of every executed client agreement that includes
that firm's right to use safe custody assets for its own account (see CASS
6.4.1R), including in the case of a prime brokerage agreement the disclosure
annex referred to in CASS 9.3.1R.

General record-keeping
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Unless otherwise stated, a firm must ensure that any record made under the
custody rules is retained for a period of five years starting from the later of:

1) the date it was created; and

(@) (if it has been modified since the date it was created), the date it was
most recently modified.

For each internal custody record check, each physical asset reconciliation
and each external custody reconciliation carried out by a firm, it must make
a record including:

1) the date it carried out the relevant process;
@) the actions the firm took in carrying out the relevant process; and

3 a list of any discrepancies the firm identified and the actions the firm
took to resolve those discrepancies.

Policies and procedures

G

Firms are reminded that they must, under SYSC 6.1.1R, establish, implement
and maintain adequate policies and procedures sufficient to ensure
compliance of the firm with the rules in this chapter. This should include, for
example, establishing and maintaining policies and procedures concerning:

1) the frequency and method of the checks and reconciliations the firm
is required to carry out under this section;

@) the frequency with which the firm is required to review its
arrangements in compliance with this chapter; and

(3) the resolution of discrepancies and the treatment of shortfalls under
this section.

Internal custody record checks

G

1) An internal custody record check is one of the steps a firm takes to
satisfy its obligations under:

@) Principle 10 (Clients’ assets);

(b) CASS 6.2.2R (Requirement to have adequate organisational
arrangements);

(©) CASS 6.6.2R to CASS 6.6.4R (Records and accounts); and

(d) where relevant, SYSC 4.1.1R (General requirements) and
SYSC 6.1.1R (Compliance).

@) An internal custody record check is a check as to whether the firm's
records and accounts of the safe custody assets held by the firm
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(including, for example, those deposited with third parties under
CASS 6.3 (Depositing safe custody assets with third parties))
correspond with the firm’s obligations to its clients to hold those safe
custody assets.

1) A firm must perform an internal custody record check:

@) subject to (2), as regularly as is necessary but without
allowing more than one month to pass between each internal
custody record check; and

(b) as soon as reasonably practicable after the date to which the
internal custody record check relates.

2 A firm that holds no safe custody assets other than physical safe
custody assets must perform an internal custody record check as
regularly as necessary but, in any case, no less often than its physical
asset reconciliations under CASS 6.6.22R.

CASS 6.6.44R sets out the matters which a firm must have regard to when
determining the frequency at which to undertake an internal custody record
check.

A firm must perform an internal custody record check using either the
internal custody reconciliation method or the internal system evaluation
method. It must not use a combination of these methods.

A firm must only use its internal records (for example, its depot and client-
specific ledgers for safe custody assets or other internal accounting records)
in order to perform an internal custody record check.

CASS 6.6.14R means that a firm must not base its internal custody record
checks on any records that the firm may have obtained from any third
parties, such as those with whom it may have deposited, or through whom it
may have registered legal title to, clients’ safe custody assets.

The internal custody reconciliation method for internal custody record checks

A firm may only use the internal custody reconciliation method if:

1) it separately maintains an aggregate safe custody asset record and a
client-specific safe custody asset record; and

@) its aggregate safe custody asset record and its client-specific safe
custody asset record are capable of being compared.

The internal custody reconciliation method requires a firm to perform a
comparison between its aggregate safe custody asset record and its client-
specific safe custody asset record, as at the date of the internal custody
record check.
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The internal system evaluation method for internal custody record checks

G

R

G

1)

@)

The internal system evaluation method is available to any firm,
including one that is not able to use the internal custody
reconciliation method because it does not meet the requirements at
CASS 6.6.16R(1) and (2).

The purpose of the internal system evaluation method is to detect
weaknesses in a firm’s systems and controls and any recordkeeping
discrepancies. However, this method is not designed to substitute a
firm’s other measures for ensuring compliance with the custody
rules, such as monitoring the accuracy of its records (see also CASS
6.2.2R and CASS 6.6.3R).

The internal system evaluation method requires a firm to:

1)

)

©)

establish a process that evaluates:

(@)

(b)

the completeness and accuracy of the firm’s internal records
and accounts of safe custody assets held by the firm for
clients, in particular whether sufficient information is being
completely and accurately recorded by the firm to enable it
to:

Q) comply with CASS 6.6.4R; and

(i) readily determine the total of all the safe custody
assets that the firm holds for its clients; and

whether the firm’s systems and controls correctly identify and
resolve all discrepancies in its internal records and accounts
of safe custody assets held by the firm for clients;

run the evaluation process established under (1) on the date of each
internal custody record check; and

promptly investigate and, without undue delay, resolve any causes of
discrepancies that the evaluation process reveals.

The evaluation process under CASS 6.6.19R(1) should verify that the firm’s
systems and controls correctly identify and resolve at least the following
types or causes of discrepancies:

(1)

)
(3)

items in the firm’s records and accounts that might be erroneously
overstating or understating the safe custody assets held by a firm (for
example, ‘test’ entries and ‘balancing’ entries);

negative balances;

processing errors;
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4 journal entry errors (eg, omissions and unauthorised system entries);
and

5) IT errors (eg, software issues that could lead to inaccurate records).

Physical asset reconciliations

G

1) A physical asset reconciliation is a separate process to the internal
custody record check. Firms that hold physical safe custody assets
for clients are required to perform both processes.

@) The purpose of a physical asset reconciliation is to check that a
firm’s internal records and accounts of the physical safe custody
assets kept by the firm for clients are accurate and complete, and to
ensure any discrepancies are investigated and resolved.

A firm that holds physical safe custody assets must perform a physical asset
reconciliation for all the physical safe custody assets it holds for clients:

1) as regularly as is necessary but without allowing more than six
months to pass between each physical asset reconciliation; and

(@) as soon as reasonably practicable after the date to which the physical
asset reconciliation relates.

CASS 6.6.44R sets out the matters which a firm must have regard to when
determining the frequency at which to undertake a physical asset
reconciliation.

When performing a physical asset reconciliation a firm must:

1) count all the physical safe custody assets held by the firm for clients
as at the date to which the physical asset reconciliation relates; and

(@) compare the count in (1) against what the firm’s internal records and
accounts state as being in the firm’s possession as at the same date.

A firm must perform each physical asset reconciliation under CASS 6.6.24R
using the total count method or the rolling stock method.

Regardless of the method used, a firm should ensure that all safe custody
assets held by the firm as physical safe custody assets for clients are subject
to a physical asset reconciliation at the frequency required under CASS
6.6.22R.

If a firm completes a physical asset reconciliation in a single stage, such that
the firm:

1) performs a single count under CASS 6.6.24R(1) which encompasses
all the physical safe custody assets held by the firm for clients as at
the date to which the physical asset reconciliation relates; and
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@) compares that count against the firm’s internal records and accounts
in accordance with CASS 6.6.24R(2),

then the firm will have used the total count method for that physical asset
reconciliation.

If a firm completes a physical asset reconciliation in two or more stages,
such that the firm:

1) performs two or more counts under CASS 6.6.24R(1) (each on a
separate occasion and relating to a different stock line or group of
stock lines forming part of the firm’s overall holdings of physical
safe custody assets) which, once all of the counts are complete,
encompass all the physical safe custody assets held by the firm for
clients; and

@) compares each of those counts against the firm’s internal records and
accounts in accordance with CASS 6.6.24R(2),

then the firm will have used the rolling stock method for that physical asset
reconciliation.

(1)  The rolling stock method allows a firm to perform its physical asset
reconciliation in several stages, with each stage referring to a line of
stock or group of stock lines in a designated investment selected by a
firm (for example, all the shares with an issuer whose name begins
with the letter *A’ or all the stock lines held in connection with a
particular business line).

(2)  Where a firm uses the rolling stock method to perform a physical
asset reconciliation, all the stages in that physical asset
reconciliation must be completed in time to ensure the firm complies
with CASS 6.6.22R.

(1) If a firm wishes to use the rolling stock method to perform a physical
asset reconciliation it must first establish and document in writing its
reasons for concluding that the way in which it will carry out its
physical asset reconciliation is adequately designed to mitigate the
risk of the firm’s records being manipulated or falsified.

(2)  Afirm must retain any documents created under (1) for a period of at
least five years after the date it ceases to use the rolling stock method
to perform its physical asset reconciliation.

The documents under CASS 6.6.30R(1) should, for example, cover the
systems and controls the firm will have in place to mitigate the risk of
‘teeming and lading’ in respect of all the physical safe custody assets held
by the firm for clients and across all the firm’s business lines.

To meet the requirement to have adequate organisational arrangements
under CASS 6.2.2R, a firm should consider performing “‘spot checks’ as to
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whether title to an appropriate sample of physical safe custody assets that it
holds is registered correctly under CASS 6.2.3R (Registration and recording
of legal title).

External custody reconciliations

G

The purpose of an external custody reconciliation is to ensure the
completeness and accuracy of a firm’s internal records and accounts of safe
custody assets held by the firm for clients against those of relevant third
parties.

A firm must conduct, on a regular basis, reconciliations between its internal
records and accounts of safe custody assets held by the firm for clients and
those of any third parties by whom those safe custody assets are held.

[Note: article 16(1)(c) of the MiFID implementing Directive]

In CASS 6.6.34R, the third parties whose records and accounts a firm is
required to reconcile its own internal records and accounts with must
include:

1) the third parties with which the firm has deposited clients’ safe
custody assets; and

@) where the firm has not deposited a client’s safe custody asset with a
third party, the third parties responsible for the registration of legal
title to that safe custody asset.

Examples of the sorts of third parties referred to at CASS 6.6.35R(2) include
central securities depositaries, operators of collective investment schemes,
and administrators of offshore funds.

A firm must conduct external custody reconciliations:

1) as regularly as necessary but with no more than one month between
each external custody reconciliation; and

@) as soon as reasonably practicable after the date to which the external
custody reconciliation relates.

CASS 6.6.44R sets out the matters which a firm must consider when
determining the frequency at which to undertake an external custody
reconciliation.

Where a firm holds clients’ safe custody assets electronically with a central
securities depositary which is able to provide adequate information to the
firm on its holdings on a daily basis, it is best practice under CASS
6.6.37R(1) for the firm to conduct an external custody reconciliation each
business day in respect of those assets.

Where a firm deposits safe custody assets belonging to a client with a third
party, in complying with the requirements of CASS 6.6.34R, the firm should
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seek to ensure that the third party provides the firm with adequate
information (for example, in the form of a statement) as at a date specified
by the firm which details the description and amounts of all the safe custody
assets credited to the relevant account(s) and that this information is
provided in sufficient time to allow the firm to carry out its external custody
reconciliations under CASS 6.6.37R.

If a firm acting as trustee or depositary of an AIF that is an authorised AIF
deposits safe custody assets belonging to a client with a third party, under
article 89(1)(c) (Safekeeping duties with regard to assets held in custody) of
the AIFMD level 2 regulation, the firm should seek to ensure that the third
party provides the firm with adequate information (for example, in the form
of a statement) as at a date or dates specified by the firm which details the
description and amounts of all the safe custody assets credited to the
account(s) and that this information is provided in adequate time to allow
the firm to carry out the periodic reconciliations required under article
89(1)(c) (Safekeeping duties with regard to assets held in custody) of the
AIFMD level 2 regulation.

External custody reconciliations must be performed for each safe custody
asset held by the firm for its clients, except for physical safe custody assets.
A reconciliation of transactions involving safe custody assets, rather than of
the safe custody assets themselves, will not satisfy the requirement under
CASS 6.6.34R.

A firm acting as trustee or depositary of an AIF that is an authorised AIF
should perform the reconciliation under article 89(1)(c) (Safekeeping duties
with regard to assets held in custody) of the AIFMD level 2 regulation:

1) as regularly as is necessary having regard to the frequency, number
and value of transactions which the firm undertakes in respect of safe
custody assets, but with no more than one month between each
reconciliation; and

(@) as soon as reasonably practicable after the date to which the
reconciliation relates;

to ensure the accuracy of its internal records and accounts against those of
third parties by whom client’s safe custody assets are held.

Frequency of checks and reconciliations under this section

R

When determining the frequency at which it will undertake its internal
custody record checks under CASS 6.6.11R, physical asset reconciliations
under CASS 6.6.22R, and external custody reconciliations under CASS
6.6.37R, a firm must have regard to:

1) the frequency, number and value of transactions which the firm
undertakes in respect of clients’ safe custody assets; and

@) the risks to which clients’ safe custody assets are exposed, such as
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the nature, volume and complexity of the firm’s business and where
and with whom safe custody assets are held.

A firm must make and retain records sufficient to show and explain
any decision it has taken under CASS 6.6.44R when determining the
frequency of its internal record custody checks, physical asset
reconciliations and external custody reconciliations. Subject to (2),
such records must be retained indefinitely.

If any decision under CASS 6.6.44R is superseded by a subsequent
decision under that rule then the record of that earlier decision
retained in accordance with (1) need only be retained for a further
period of five years from the subsequent decision.

Subject to (3), a firm must review the frequency at which it conducts
internal custody record checks, physical asset reconciliations and
external custody reconciliations at least annually to ensure that it
continues to comply with CASS 6.6.11R, CASS 6.6.22R and CASS
6.6.37R, respectively, and has given due consideration to the matters
in CASS 6.6.44R.

For each review a firm undertakes under (1), it must record the date
and the actions it took in reviewing the frequency of its internal
custody record checks, physical asset reconciliations and external
custody reconciliations.

A firm need not carry out a review under (1) in respect of its internal
custody record checks, physical asset reconciliations or external
custody reconciliations, if it already conducts the particular process
in respect of all relevant safe custody assets each business day.

Independence of person performing checks and reconciliations

G

Whenever possible, a firm should ensure that checks and reconciliations are
carried out by a person (for example an employee of the firm) who is
independent of the production or maintenance of the records to be checked
and/or reconciled.

Resolution of discrepancies

G

In this section, a discrepancy should not be considered to be resolved until it
is fully investigated and corrected, and any associated shortfall is made good
by way of the firm ensuring that:

1)

)

it is holding (under the custody rules) each of the safe custody assets
that the firm ought to be holding for each of its clients; and

its own records, and the records of any relevant other person (such as
a third party with whom the firm deposited the safe custody assets)
accurately correspond to the position under (1).
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When a firm identifies a discrepancy as a result of carrying out an internal
custody record check, physical asset reconciliation or external custody
reconciliation, the firm must promptly investigate the reason for the
discrepancy and resolve it without undue delay and must take appropriate
steps under CASS 6.6.54R for the treatment of any shortfalls until that
discrepancy is resolved.

When a firm identifies a discrepancy outside of its processes for an internal
custody record check, physical asset reconciliation or external custody
reconciliation, the firm must take all reasonable steps both to investigate the
reason for the discrepancy and to resolve it. It must also take appropriate
steps under CASS 6.6.54R for the treatment of shortfalls until that
discrepancy is resolved.

Where the discrepancy identified under CASS 6.6.49R or CASS 6.6.50R has
arisen as a result of a breach of the custody rules, the firm should ensure it
takes sufficient steps to avoid a reoccurrence of that breach (see Principle 10
(Clients’ assets), CASS 6.6.3R and, as applicable, SYSC 4.1.1R(1) and SYSC
6.1.1R).

Items recorded or held within a suspense or error account fall within the
scope of discrepancies in this section.

Items recorded in a firm’s records and accounts that are no longer recorded
by relevant third parties (such as ‘liquidated stocks’) also fall within the
scope of discrepancies in this section.

Treatment of shortfalls

R

1) This rule applies where a firm identifies a discrepancy as a result of,
or that reveals, a shortfall, which the firm has not yet resolved.

@) Subject to (3), until the discrepancy is resolved a firm must do one of
the following:

@ appropriate a sufficient number of its own applicable assets
to cover the value of the shortfall and hold them for the
relevant clients under the custody rules in such a way that the
applicable assets, or the proceeds of their liquidation, will be
available for distribution for the benefit of the relevant clients
in the event of the firm’s failure and, in doing so:

(i) ensure that the applicable assets are clearly
identifiable as separate from the firm’s own property
and are recorded by the firm in its client-specific
safe custody asset record as being held for the
relevant client;

(i) keep a record of the actions the firm has taken under
this rule which includes a description of the
shortfall, identifies the relevant affected clients, and
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lists the applicable assets that the firm has
appropriated to cover the shortfall; and

update the record made under (ii) whenever the
discrepancy is resolved and the firm has re-
appropriated the applicable assets; or

(provided that doing so is consistent with the firm’s
permissions and would result in money being held for the
relevant client) in respect of the shortfall under CASS 7.7.2R
(statutory trust) appropriate a sufficient amount of its own
money to cover the value of the shortfall, hold it for the
relevant client as client money under the client money rules
and, in doing so:

(i)

(i)

(iii)

ensure the money is segregated under CASS 7.13
(Segregation of client money) and recorded as being
held for the relevant client under CASS 7.15
(Records, accounts and reconciliations);

keep a record of the actions the firm has taken under
this rule which includes a description of the
shortfall, identifies the relevant affected clients, and
specifies the amount of money that the firm has
appropriated to cover the shortfall; and

update the record made under (ii) whenever the
discrepancy is resolved and the firm has re-
appropriated the money; or

appropriate a number of applicable assets in accordance with
(@) and an amount of money in accordance with (b) which, in
aggregate, are sufficient to cover the value of the shortfall.

If the firm, where justified, concludes that another person is
responsible for the discrepancy then, regardless of any dispute with
that other person or whether the discrepancy is due to a timing
difference between the accounting systems of that other person and
that of the firm, the firm must take all reasonable steps to resolve the
situation without undue delay with the other person. Until the
discrepancy is resolved the firm must consider whether it would be
appropriate to notify the affected client of the situation, and may take
steps under (2) for the treatment of shortfalls until that discrepancy is
resolved.

In considering whether it should notify affected clients under CASS 6.6.54R
(3), a firm should have regard to its obligations under the client’s best
interests rule to act honestly, fairly and professionally in accordance with
the best interests of its clients, and to Principle 7 (communications with
clients).
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The value of a shortfall for the purposes of CASS 6.6.54R may be
determined by the previous day’s closing mark to market valuation
or, if in relation to a particular safe custody asset none is available,
the most recently available valuation.

Where a firm is taking the measures under CASS 6.6.54R(2) in
respect of a particular shortfall it should, as regularly as necessary,
and having regard to Principle 10:

@) review the value of the shortfall in line with (1); and

(b) where the firm has found that the value of the shortfall has
changed, adjust either or both the number of own applicable
assets and the amount of money it has appropriated to ensure
that in aggregate the assets and monies set aside are sufficient
to cover the changed value of the shortfall.

Notification requirements

R

A firm must inform the FCA in writing without delay if:

(1)

()

©)

(4)

()

(6)

its internal records and accounts of the safe custody assets held by
the firm for clients are materially out of date, or materially inaccurate
or invalid, so that the firm is no longer able to comply with the
requirements in CASS 6.6.2R to CASS 6.6.4R; or

if it is a firm acting as trustee or depositary of an AIF and has not
complied with, or is materially unable to comply with, the
requirements in CASS 6.6.2R or in article 89(1)(b) or 89(1)(c)
(Safekeeping duties with regard to assets held in custody) of the
AIFMD level 2 regulation; or

it will be unable, or materially fails, to take the steps required under
CASS 6.6.54R for the treatment of shortfalls; or

it will be unable, or materially fails, to conduct an internal custody
record check in compliance with CASS 6.6.11R to CASS 6.6.19R; or

it will be unable, or materially fails, to conduct a physical asset
reconciliation in compliance with CASS 6.6.22R to CASS 6.6.30R;
or

it will be unable, or materially fails, to conduct an external custody
reconciliation in compliance with CASS 6.6.34R to CASS 6.6.37R.

Annual audit of compliance with the custody rules

G

Firms are reminded that the auditor of the firm has to confirm in the report
submitted to the FCA under SUP 3.10 (Duties of auditors: notification and
report on client assets) that the firm has maintained systems adequate to
enable it to comply with the custody rules.
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CASS 7.1 to CASS 7.8 and CASS 7 Annex 1 are deleted in their entirety. The deleted text is

not shown.

After CASS 7.9 [deleted] insert the following new sections. The text is not underlined.

7.10

7.10.1

7.10.2

7.10.3

Client money rules

Application and purpose

R This chapter applies to a firm that receives money from or holds money for,
or on behalf of, a client in the course of, or in connection with, its:

1)
()

MiFID business; and/or

designated investment business;

unless otherwise specified in this section.

G Afirmis reminded that when CASS 7.10.1R applies it should treat client
money in an appropriate manner so that, for example:

(1)

()

(3)

if it holds client money in a client bank account that account is held in
the firm’s name in accordance with CASS 7.13.13R;

if it allows another person to hold client money this is effected under
CASS 7.14; and

its internal client money reconciliation takes into account any client
equity balance relating to its margined transaction requirements.

Opt-in to the client money rules

R (1)

)

A firm that receives or holds money to which this chapter applies in
relation to:

(@ its MiFID business; or

(b) its MiFID business and its designated investment business which
is not MiFID business;

and holds money in respect of which CASS 5 applies, may elect to
comply with the provisions of this chapter in respect of all such money
and if it does so, this chapter applies as if all such money were money
that the firm receives and holds in the course of, or in connection with,
its MiFID business.

A firm that receives or holds money to which this chapter applies solely
in relation to its designated investment business which is not MiFID
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business and receives or holds money in respect of which the insurance
client money chapter applies, may elect to comply with the provisions
of this chapter in respect of all such money and if it does so, this
chapter applies as if all such money were money that the firm receives
and holds in the course of or in connection with its designated
investment business.

(3) A firm must make and retain a written record of any election it makes
under this rule, including the date from which the election is to be
effective. The firm must make the record on the date it makes the
election and must keep it for a period of five years after ceasing to use
it.

(4) This rule is subject to CASS 1.2.11R.

Firms are reminded that, under CASS 1.2.11R, they must not keep money in
respect of which the client money chapter applies in the same client bank
account or client transaction account as money for which the insurance
client money chapter applies.

The opt-in to the client money rules in this chapter does not apply in respect
of money that a firm holds outside of the scope of the insurance client money
chapter.

If a firm has opted to comply with this chapter, the insurance client money
chapter will have no application to the activities to which the election
applies.

A firm that is only subject to the insurance client money chapter may not opt
to comply with this chapter.

Money that is not client money: 'opt outs' for any business other than insurance
mediation activity

R

CASS 7.10.9G to CASS 7.10.15G do not apply to a firm in relation to money
held in connection with its MiFID business to which this chapter applies or
in relation to money for which the firm has made an election under CASS
7.10.3R(1) .

Professional client opt-out

G

R

The 'opt out' provisions provide a firm with the option of allowing a
professional client to choose whether their money is subject to the client
money rules (unless the firm is conducting insurance mediation activity).

Subject to CASS 7.10.12R, money is not client money when a firm (other than
a sole trader) holds that money on behalf of, or receives it from, a
professional client, other than in the course of insurance mediation activity,
and the firm has obtained written acknowledgement from the professional
client that:
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(1) money will not be subject to the protections conferred by the client
money rules;

(2) asaconsequence, this money will not be segregated from the money of
the firm in accordance with the client money rules and will be used by
the firm in the course of its own business; and

(3) the professional client will rank only as a general creditor of the firm.

'Opt-outs' for non-1IMD business

G

R

For a firm whose business is not governed by the Insurance Mediation
Directive, it is possible to 'opt out' on a one-way basis. However, in order to
maintain a comparable regime to that applying to MiFID business, all
'MIFID type' business undertaken outside the scope of MiFID should comply
with the client money rules or be 'opted out’ on a two-way basis.

Money is not client money if a firm, in respect of designated investment
business which is not an investment service or activity, an ancillary service,
a listed activity or insurance mediation activity:

(1) holds it on behalf of or receives it from a professional client who is not
an authorised person; and

(2) has sent a separate written notice to the professional client stating the
matters set out in CASS 7.10.10R (1) to (3).

When a firm undertakes a range of business for a professional client and has
separate agreements for each type of business undertaken, the firm may treat
client money held on behalf of the client differently for different types of
business; for example, a firm may, under CASS 7.10.10R or CASS 7.10.12R,
elect to segregate client money in connection with securities transactions and
not segregate (by complying with CASS 7.10.10R or CASS 7.10.12R) money
in connection with contingent liability investments for the same client.

When a firm transfers client money to another person, the firm must not enter
into an agreement under CASS 7.10.10R or CASS 7.10.12R with that other
person in relation to that client money or represent to that other person that
the money is not client money.

CASS 7.10.14R prevents a firm, when passing client money to another person
under CASS 7.14.2R (Transfer of client money to a third party), from making
use of the 'opt out' provisions under CASS 7.10.10R or CASS 7.10.12R.

Credit institutions and approved banks

R

In relation to the application of the client money rules (and any other rule in
so far as it relates to matters covered by the client money rules) to the firms
referred to in (1) and (2), the following is not client money:

(1) any deposits within the meaning of the CRD held by a CRD credit
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institution; and

[Note: article 13(8) of MiFID and article 18(1) of the MiFID
Implementing Directive]

(2) any money held by an approved bank that is not a CRD credit
institution in an account with itself in relation to designated investment
business carried on for its clients.

A firm referred to in CASS 7.10.16R must comply, as relevant, with CASS
7.10.18G to CASS 7.10.24R.

The effect of CASS 7.10.16R is that, unless notified otherwise in accordance
with CASS 7.10.20R or CASS 7.10.22R, clients of CRD credit institutions or
approved banks that are not CRD credit institutions should expect that where
they pass money to such firms in connection with designated investment
business these sums will not be held as client money.

A firm holding money in either of the ways described in CASS 7.10.16R
must, before providing designated investment business services to the client
in respect of those sums, notify the client that:

(1) the money held for that client is held by the firm as banker and not as a
trustee under the client money rules; and

(2) if the firm fails, the client money distribution rules will not apply to
these sums and so the client will not be entitled to share in any
distribution under the client money distribution rules.

A firm holding money in either of the ways described in CASS 7.10.16R in
respect of a client and providing the services to it referred to in CASS
7.10.19R must:

(1) explain to its clients the circumstances, if any, under which it will
cease to hold any money in respect of those services as banker and will
hold the money as trustee in accordance with the client money rules;
and

(2) setout the circumstances in (1), if any, in its terms of business so that
they form part of its agreement with the client.

Where a firm receives money that would otherwise be held as client money
but for CASS 7.10.16R:

(1) itshould be able to account to all of its clients for sums held for them
at all times; and

(2) that money should, pursuant to Principle 10, be allocated to the
relevant client promptly. This should be done no later than ten business
days after the firm has received the money.

If a CRD credit institution or an approved bank that is not a CRD credit
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institution wishes to hold client money for a client (rather than hold the
money in either of the ways described in CASS 7.10.16R) it must, before
providing designated investment business services to the client, disclose the
following information to the client:

1) that the money held for that client in the course of or in connection
with the business described under (2) is being held by the firm as
client money under the client money rules;

(@) a description of the relevant business carried on with the client in
respect of which the client money rules apply to the firm; and

(3)  that, if the firm fails, the client money distribution rules will apply to
money held in relation to the business in question.

Firms carrying on MiFID business are reminded of their obligation to supply
investor compensation scheme information to clients under COBS 6.1.16R
(Compensation Information).

A CRD credit institution or an approved bank that is not a CRD credit
institution must, in respect of any client money held in relation to its
designated investment business that is not MiFID business, comply with the
obligations referred to in COBS 6.1.16R (Compensation information).

Affiliated companies: MiFID business

G A firm that holds money on behalf of, or receives money from, an affiliated

company in respect of MiFID business must treat the affiliated company as
any other client of the firm for the purposes of this chapter.

Affiliated companies: non-MiFID business

R A firm that holds money on behalf of, or receives money from, an affiliated

company in respect of designated investment business which is not MiFID
business must not treat the money as client money unless:

(1) the firm has been notified by the affiliated company that the money
belongs to a client of the affiliated company; or

(2) the affiliated company is a client dealt with at arm's length; or

(3) the affiliated company is a manager of an occupational pension scheme
or is an overseas company; and

(@ the money is given to the firm in order to carry on designated
investment business for or on behalf of the clients of the affiliated
company; and

(b) the firm has been notified by the affiliated company that the
money is to be treated as client money.

Coins
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R The client money rules do not apply with respect to coins held on behalf of a
client if the firm and the client have agreed that the money (or money of that
type) is to be held by the firm for the intrinsic value of the metal which
constitutes the coin.

Solicitors

R (1)

()

©)

An authorised professional firm regulated by the Law Society (of
England and Wales), the Law Society of Scotland or the Law Society
of Northern Ireland that, with respect to its regulated activities, is
subject to the following rules of its designated professional body, must
comply with those rules and, where relevant paragraph (3), and if it
does so, it will be deemed to comply with the client money rules.

The relevant rules are:

(@) if the firm is regulated by the Law Society (of England and
Wales), the SRA Accounts Rules 2011;

(b) if the firmis regulated by the Law Society of Scotland, the Law
Society of Scotland Practice Rules 2011; and

(c) ifthe firmis regulated by the Law Society of Northern Ireland,
the Solicitors' Accounts Regulations 1998.

If the firm in (1) is a MiFID investment firm that receives or holds
money for, or on behalf of a client in the course of, or in connection
with its MiFID business, it must also comply with the MiFID client
money (minimum implementing) rules in relation to that business.

Long term insurers and friendly societies

R This chapter does not apply to the permitted activities of a long-term insurer
or a friendly society, unless it is a MiFID investment firm that receives money
from or holds money for or on behalf of a client in the course of, or in
connection with, its MiFID business.

Contracts of insurance

R (1)

)

Provided it complies with CASS 1.2.11R, a firm that receives or holds
client money in relation to contracts of insurance may elect to comply
with the provisions of the insurance client money chapter, instead of
this chapter, in respect of all such money.

This rule is subject to CASS 1.2.11R.

R A firm must make and retain a written record of any election which it makes
under CASS 7.10.30R.

Life assurance business
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(1) A firm which receives and holds client money in respect of life
assurance business in the course of its designated investment business

that is not MiFID business may:

(@ under CASS 7.10.3R (2) elect to comply with the client money
chapter in respect of such client money and in doing so avoid the
need to comply with the insurance client money chapter which
would otherwise apply to the firm in respect of client money
received in the course of its insurance mediation activity; or

(b) under CASS 7.10.30R, elect to comply with the insurance client
money chapter in respect of such client money.

(2) These options are available to a firm irrespective of whether it also
receives and holds client money in respect of other parts of its
designated investment business. A firm may not however choose to
comply with the insurance client money chapter in respect of client
money which it receives and holds in the course of any part of its
designated investment business which does not involve an insurance

mediation activity.

Trustee firms

R

R

A trustee firm which holds money in relation to its designated investment
business which is not MiFID business to which this chapter applies, must
hold any such client money separate from its own money at all times.

Subject to CASS 7.10.35R only the client money rules listed in the table
below apply to a trustee firm in connection with money that the firm
receives, or holds for or on behalf of a client in the course of or in
connection with its designated investment business which is not MiFID

business.

Reference

Rule

CASS 7.10.1R to CASS 7.10.6G, and
CASS 7.10.16R to CASS 7.10.27R

Application

CASS 7.10.33R to CASS 7.10.40G

Trustee firms

CASS 7.10.41G

General purpose

CASS 7.13.3R to CASS 7.13.4G

Depositing client money

CASS 7.13.8R to CASS 7.13.11G

Selection, appointment and review
of third parties

CASS 7.13.12R to CASS 7.13.19G

Client bank accounts

CASS 7.13.20R to CASS 7.13.25G

Diversification of client money
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CASS 7.13.26R to CASS 7.13.29G Qualifying money market funds

CASS 7.15.5R(3), CASS 7.15.7R and | Reconciliation of client money
CASS 7.15.12R to CASS 7.15.34R balances

CASS 7.16 The standard methods of internal
client money reconciliation

CASS 7.17.2R to CASS 7.17.4G Requirement

(1) Atrustee firm to which CASS 7.10.34R applies may, in addition to

)

(3)

the client money rules set out at CASS 7.10.34R, also elect to comply
with:

(@) all the client money rules in CASS 7.13 (Segregation of client
money);

(b) CASS 7.14 (Client money held by a third party);

(c) all the client money rules in CASS 7.15 (Records, accounts and
reconciliations); or

(d) CASS 7.18 (Acknowledgement letters).

A trustee firm must make a written record of any election it makes
under this rule, including the date from which the election is to be
effective. The firm must make the record on the date it makes the
election and must keep it for a period of five years after ceasing to
use it.

Where a trustee firm has made an election under (1) which it
subsequently decides to cease to use, it must make a written record of
this decision, including the date from which the decision is to be
effective, and keep that record from the date the decision is made for
a period of five years after the date it is to be effective.

A trustee firm to which CASS 7.10.34R applies and which is otherwise
subject to the client money rules must ensure that any client money it holds
other than in its capacity as trustee firm is segregated from client money it
holds as a trustee firm.

A trustee firm to which CASS 7.10.34R applies and which is otherwise
subject to the client money rules should ensure that in designing its systems
and controls it:

(1)

()

takes into account that the client money distribution rules will only
apply in relation to any client money that the firm holds other than in
its capacity as trustee firm; and

has regard to other legislation that may be applicable.
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A trustee firm to which CASS 7.10.34R applies may elect that:

@) the applicable provisions of CASS 7.13 (Segregation of client
money) and CASS 7.15 (Records, accounts and
reconciliations) under CASS 7.10.34R; and

(b)  and any further provisions it elects to comply with under
CASS 7.10.35R(1);

will apply separately and concurrently for each distinct trust that the
trustee firm acts for.

A trustee firm must make a written record of any election it makes
under this rule, including the date from which the election is to be
effective. The firm must make the record on the date it makes the
election and must keep it for a period of five years after ceasing to
use it.

Where a trustee firm has made an election under (1) which it
subsequently decides to cease to use, it must make a written record of
this decision, including the date from which the decision is to be
effective, and must keep that record from the date the decision is
made for a period of five years after the date it is to be effective.

A trustee firm may wish to make an election under CASS 7.10.38R if, for
example, it acts for a number of distinct trusts which it wishes, or is
required, to keep operationally separate. If a firm makes such an election
then it should:

(1)

)

establish and maintain adequate internal systems and controls to
effectively segregate client money held for one trust from client
money held for another trust; and

conduct internal client money reconciliations as set out in CASS 7.16
and external client money reconciliations under CASS 7.15.20R for
each trust.

The provisions in CASS 7.10.34R to CASS 7.10.39G do not affect the
general application of the client money rules regarding money that is held
by a firm other than in its capacity as a trustee firm.

General purpose

G

(1)

()

Principle 10 (Clients' assets) requires a firm to arrange adequate
protection for clients' assets when the firm is responsible for them.
An essential part of that protection is the proper accounting and
treatment of client money. The client money rules provide
requirements for firms that receive or hold client money, in whatever
form.

The client money rules also, where relevant, implement the
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provisions of MiFID which regulate the obligations of a firm when it
holds client money in the course of its MiFID business.

Treatment of client money

Title transfer collateral arrangements

R

R

R

(1)

()

1)

()

1)

Where a client transfers full ownership of money to a firm for the
purpose of securing or otherwise covering present or future, actual or
contingent or prospective obligations, such money should no longer
be regarded as client money.

[Note: recital 27 to MiFID]
Excepted from (1) is a transfer of the full ownership of money:
(@ belonging to a retail client;

(b) whose purpose is to secure or otherwise cover that client's
present or future, actual, contingent or prospective obligations
under a contract for differences or a rolling spot forex contract
that is a future, and in either case where that contract is entered
into with a firm acting as market maker; and

(c) which is made to that firm or to any other person arranging on
its behalf.

Subject to (2), where a firm makes arrangements for the purpose of
securing or otherwise covering present or future, actual, contingent or
prospective obligations of a retail client those arrangements must not
provide for the taking of a transfer of full ownership of any of that
client's money.

The application of (1) is confined to the taking of a transfer of full
ownership:

(@) whose purpose is to secure or otherwise cover that retail client's
obligations under a contract for differences or a rolling spot
forex contract that is a future, and in either case where that
contract is entered into with a firm acting as market maker; and

(b) which is made to that firm or to any other person arranging on
its behalf.

A firm must ensure that any arrangement relating to the transfer of
full ownership of a client’s money to the firm for the purposes set out
in CASS 7.11.1R(1) and CASS 7.11.2R(1) is the subject of a written
agreement made on a durable medium between the firm and the
client.
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(2) Regardless of the form of the written agreement in (1) (which may
have additional commercial purposes), it must cover the client’s
agreement to:

(@) the terms for the arrangement relating to the transfer of the
client’s full ownership of money to the firm;

(b) any terms under which the ownership of money is to transfer
from the firm back to the client; and

(c) (to the extent not covered by the terms under (b)), any terms for
the termination of:

(i) the arrangement under (a); or
(it)  the overall agreement in (1).

(3) A firm must retain a copy of the agreement under (1) from the date
the agreement is entered into and until five years after the agreement
is terminated.

The terms referred to in CASS 7.11.3R(2)(b) may include, for example,
terms under which the arrangement relating to the transfer of full ownership
of money to the firm is not in effect from time to time, or is contingent on
some other condition.

A title transfer financial collateral arrangement under the Financial
Collateral Directive is an example of a type of transfer of money to cover
obligations where that money will not be regarded as client money.

Where a firm has received full title or full ownership to money under a
collateral arrangement, the fact that it has also granted a security interest to
its client to secure its obligation to repay that money to the client would not
result in the money being client money. This can be compared to a situation
in which a firm takes a charge or other security interest over money held in
a client bank account, where that money would still be client money as there
would be no absolute transfer of title to the firm. However, where a firm has
received client money under a security interest and the security interest
includes a "right to use arrangement”, under which the client agrees to
transfer all of its rights to money in that account to the firm upon the
exercise of the right to use, the money may cease to be client money, but
only once the right to use is exercised and the money is transferred out of
the client bank account to the firm.

Firms are reminded of the client's best interest rule, which requires a firm to
act honestly, fairly and professionally in accordance with the best interests
of its clients when structuring its business particularly in respect of the
effect of that structure on firms' obligations under the client money rules.

Pursuant to the client's best interests rule, a firm should ensure that where a
retail client transfers full ownership of money to a firm:
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the client is notified that full ownership of the money has been
transferred to the firm and, as such, the client no longer has a
proprietary claim over this money and the firm can deal with it on its
own right;

the transfer is for the purposes of securing or covering the client's
obligations;

an equivalent transfer is made back to the client if the provision of
collateral by the client is no longer necessary; and

there is a reasonable link between the timing and the amount of the
collateral transfer and the obligation that the client owes, or is likely
to owe, to the firm.

Termination of title transfer collateral arrangements

R

G

G

1)

()

©)

(4)

If a client communicates to a firm that it wishes (whether pursuant to
a contractual right or otherwise) to terminate an arrangement relating
to the transfer of full ownership of its money to the firm for the
purposes set out in CASS 7.11.1R(1) and CASS 7.11.2R(1), and the
client’s communication is not in writing, the firm must make a
written record of the client’s communication, which also records the
date the communication was received.

A firm must keep a client’s written communication, or a written
record of the client’s communication in (1), for five years starting
from the date the communication was received by the firm.

@ If a firm agrees to the termination of an arrangement relating
to the transfer of full ownership of a client’s money to the
firm, it must notify the client of its agreement in writing. The
notification must state when the termination is to take effect
and whether or not the client’s money will be treated as client
money by the firm thereafter.

(b) If a firm does not agree to terminate an arrangement relating
to the transfer of full ownership of a client’s money to the
firm, it must notify the client of its disagreement in writing.

A firm must keep a written record of any notification it makes to a
client under (3) for a period of five years, starting from the date the
notification was made.

CASS 7.11.9R(3)(a) refers only to a firm’s agreement to terminate an
existing arrangement relating to the transfer of full ownership of a client’s
money to the firm. Such agreement by a firm does not necessarily need to
amount to the termination of its entire agreement with the client.

When a firm notifies a client under CASS 7.11.9R(3)(a) of when the
termination of an arrangement relating to the transfer of full ownership of
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the client’s money to the firm is to take effect, it should take into account:

(1) any relevant terms relating to such a termination that have been
agreed with the client; and

(2) the period of time it reasonably requires to return the money to the
client, or to update its records under CASS 7.15 (Records, accounts
and reconciliations) and to segregate the money as client money under
CASS 7.13 (Segregation of client money).

If an arrangement relating to the transfer of full ownership of a client’s
money to a firm for the purposes set out in CASS 7.11.1R(1) and CASS
7.11.2R(1) is terminated then, unless otherwise permitted under the client
money rules and notified to the client under CASS 7.11.9R(3)(a), the firm
must treat that money as client money from the start of the next business
day following the date of termination as set out in the firm’s notification
under CASS 7.11.9R(3)(a). Where the firm’s notification under CASS
7.11.9R(3)(a) does not state when the termination of the arrangement will
take effect, the firm must treat that money as client money from the start of
the next business day following the date on which the firm’s notification is
made.

A firm to which CASS 7.11.12R applies should, for example, update its
records under CASS 7.15 (Records, accounts and reconciliations) and
segregate the money as client money under CASS 7.13 (Segregation of
client money), from the relevant time at which the firm is required to treat
the money as client money.

Delivery versus payment transaction exemption

R

G

(1)  Subject to (2) and CASS 7.11.16R and with the agreement of the
relevant client, money need not be treated as client money in respect
of a delivery versus payment transaction through a commercial
settlement system if:

@ in respect of a client's purchase, the firm intends for the
money from the client to be due to it within one business day
following the firm’s fulfilment of its delivery obligation to
the client; or

(b) in respect of a client's sale, the firm intends for the money in
question to be due to the client within one business day
following the client's fulfilment of its delivery obligation to
the firm.

(2)  If the payment or delivery by the firm to the client has not occurred
by the close of business on the third business day following the date
on which the firm makes use of the exemption under (1), the firm
must stop using that exemption for the transaction.

The exclusion from the client money rules for delivery versus payment
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transactions under CASS 7.11.14R is an example of an exclusion from the
client money rules which is permissible by virtue of recital 26 of MiFID.

A firm cannot, in respect of a particular delivery versus payment
transaction, make use of the exemption under CASS 7.11.14R in either or
both of the following circumstances:

1)

@)

it is not a direct member or participant of the relevant commercial
settlement system, nor is it sponsored by such a member or
participant, in accordance with the terms and conditions of that
commercial settlement system;

the transaction in question is being settled by another person on
behalf of the firm through an account held at the relevant
commercial settlement system by that other person.

Where a firm does not meet the requirements in CASS 7.11.14R or CASS
7.11.16R for the use of the exemption in CASS 7.11.14R, the firm is subject
to the client money rules in respect of any money it holds in connection
with the delivery versus payment transaction in question.

1)

@)

In line with CASS 7.11.14R, where a firm receives money from the
client in fulfilment of the client’s payment obligation in respect of a
delivery versus payment transaction the firm is carrying out through
a commercial settlement system in respect of a client’s purchase, and
the firm has not fulfilled its delivery obligation to the client by close
of business on the third business day following the date of the
client’s fulfilment of its payment obligation to the firm, the firm
must treat the client money in accordance with the client money
rules until delivery by the firm to the client occurs.

Upon settlement of a delivery versus payment transaction a firm is
carrying out through a commercial settlement system (including
when it is settled within the three business day period referred to in
CASS 7.11.14R(2)) then, in respect of:

@ a client’s purchase, the custody rules apply to the relevant
safe custody asset the firm receives upon settlement; and

(b) a client’s sale, the client money rules will apply to the
relevant money received on settlement.

A firm will not be in breach of the requirement under CASS 7.13.6R to

receive client money directly into a client bank account if it:

1)

receives the money in question:

@) in accordance with CASS 7.11.14R(1)(a) but it is
subsequently required under CASS 7.11.14R(2) to hold that
money in accordance with the client money rules; or
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(b) in the circumstances referred to in CASS 7.11.18G(2)(b); and

pays the money in question into a client bank account promptly, and
in any event by close of business on the business day following:

@) the expiration of the relevant period referred to in CASS
7.11.14R(2); or

(b) receipt of the money in the circumstances referred to in CASS
7.11.18G(2)(b).

If a firm makes use of the exemption under CASS 7.11.14R, it must
obtain the client’s written agreement to the firm’s use of the
exemption.

In respect of each client, the record created in (1) must be retained
during the time that the firm makes use, or intends to make use, of
the exemption under CASS 7.11.14R in respect of that client’s
monies.

Subject to (2), money need not be treated as client money:

@) in respect of a delivery versus payment transaction for the
purpose of settling a transaction in relation to units in a
regulated collective investment scheme in either of the
following circumstances:

(i)  the authorised fund manager receives the money from
a client in relation to the authorised fund manager's
obligation to issue units, in an AUT or ACS, or to
arrange for the issue of units in an ICVC, in
accordance with COLL; or

(i)  the money is held in the course of redeeming units
where the proceeds of that redemption are paid to a
client within the time specified in COLL;

Where, in respect of money received in any of the circumstances set
out in (1), the authorised fund manager has not, by close of business
on the business day following the date of receipt of the money, paid
this money to the depositary of an AUT or ACS, the ICVC or to the
client as the case may be, the authorised fund manager must stop
using the exemption under (1) for that transaction.

An authorised fund manager will not be in breach of the requirement under
CASS 7.13.6R to receive client money directly into a client bank account if
it received the money in accordance with CASS 7.11.21R(1) and is
subsequently required under CASS 7.11.21R(2) to hold that money in
accordance with the client money rules.

Where proceeds of redemption paid to the client in accordance with CASS

Page 147 of 252



7.11.24

7.11.25

7.11.26

7.11.27

7.11.28

7.11.29

R

FCA 2014/36

7.11.21R(1)(a)(ii) are paid by cheque, the cheque should be issued from the
relevant client bank account.

1) If a firm makes use of the exemption under CASS 7.11.21R, it must
obtain the client’s written agreement to the firm’s use of the
exemption.

(2)  Inrespect of each client, the record created in (1) must be retained
for the duration of the time that the firm makes use of the exemption
under CASS 7.11.21R in respect of that client’s money.

Money due and payable to the firm

R

Q) Money is not client money when it becomes properly due and
payable to the firm for its own account.

(2) For these purposes, if a firm makes a payment to, or on the
instructions of, a client, from an account other than a client bank
account, until that payment has cleared, no equivalent sum from a
client bank account for reimbursement will become due and payable
to the firm.

Money will not become properly due and payable to the firm merely
through the firm holding that money for a specified period of time. If a firm
wishes to cease to hold client money for a client it must comply with CASS
7.11.34R (Discharge of fiduciary duty) or, if the balance is allocated but
unclaimed client money, CASS 7.11.50R (Allocated but unclaimed client
money) or CASS 7.11.57R (De minimis amounts of unclaimed client
money).

Money held as client money becomes due and payable to the firm or for the
firm's own account, for example, because the firm acted as principal in the
contract or the firm, acting as agent, has itself paid for securities in advance
of receiving the purchase money from its client. The circumstances in
which it is due and payable will depend on the contractual arrangement
between the firm and the client.

Firms are reminded that, notwithstanding that money may be due and
payable to them, they have a continuing obligation to segregate client
money in accordance with the client money rules. In particular, in
accordance with CASS 7.15.2R, firms must ensure the accuracy of their
records and accounts and are reminded of the requirement to carry out
internal client money reconciliations either in accordance with the standard
methods of internal client money reconciliation or the requirements for a
non-standard method of internal client money reconciliation.

When a client's obligation or liability, which is secured by that client's
asset, crystallises, and the firm realises the asset in accordance with an
agreement entered into between the client and the firm, the part of the
proceeds of the asset to cover such liability that is due and payable to the
firm is not client money. However, any proceeds of sale in excess of the
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immediately or be held in accordance with the client money rules.

Commission rebate

7.11.30 G  When afirm has entered into an arrangement under which commission is
rebated to a client, those rebates need not be treated as client money until
they become due and payable to the client in accordance with the terms of
the contractual arrangements between the parties.

7.11.31 G  When commission rebate becomes due and payable to the client, the firm
should:

(1) treat it as client money; or

(2) pay it out in accordance with the rule regarding the discharge of a
firm's fiduciary duty to the client (see CASS 7.11.34R);

unless the firm and the client have entered into an arrangement under which
the client has agreed to transfer full ownership of this money to the firm as
collateral against payment of future professional fees (see CASS 7.11.1R
(Title transfer collateral arrangements)).

Interest

71132 R A firm must pay a retail client any interest earned on client money held for
that client unless it has otherwise notified him in writing.

71133 G 1) The firm may, under the terms of its agreement with the client, pay
some, none, or all interest earned to the relevant client.

(@) Where interest is payable on client money by a firm to clients:

(@ such sums are client money and so, if not paid to, or to the
order of the clients, are required to be segregated in
accordance with CASS 7.13 (Segregation of client money);

(b) the interest should be paid to clients in accordance with the
firm’s agreement with each client; and

(c) if the firm’s agreement with the client is silent as to when
interest should be paid to the client the firm should follow
CASS 7.13.36R (Allocation of client money receipts);

irrespective of whether the client is a retail client or otherwise.

Discharge of fiduciary duty

71134 R Money ceases to be client money (having regard to CASS 7.11.40R where
applicable) if:

1) it is paid to the client, or a duly authorised representative of the
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client; or
itis:

(@)  paid to a third party on the instruction of, or with the specific
consent of, the client unless it is transferred to a third party
in the course of effecting a transaction under CASS 7.14.2R
(Transfer of client money to a third party); or

(b)  paid to a third party pursuant to an obligation on the firm
where:

Q) that obligation arises under an enactment; and

(i) the obligation under that enactment is applicable to
the firm as a result of the nature of the business being
undertaken by the firm for its client; or

(c)  transferred in accordance with CASS 7.11.42R; or
(d) transferred in accordance with CASS 7.11.44R; or

subject to CASS 7.11.38R, it is paid into a bank account of the
client (not being an account which is also in the name of the firm);
or

it is due and payable to the firm in accordance with CASS 7.11.25R
(Money due and payable to the firm); or

it is paid to the firm as an excess in the client bank account (see
CASS 7.15.29R(2) (Reconciliation discrepancies)); or

it is paid by an authorised central counterparty to a clearing
member other than the firm in connection with a porting
arrangement in accordance with CASS 7.11.35R; or

it is paid by an authorised central counterparty directly to the client
in accordance with CASS 7.11.36R; or.

it is transferred by the firm to a clearing member in connection with
a regulated clearing arrangement and the clearing member remits
payment to another firm or to another clearing member in
accordance with CASS 7.11.37R(1); or

it is transferred by the firm to a clearing member in connection with
a regulated clearing arrangement and the clearing member remits
payment directly to the indirect clients of the firm in accordance
with CASS 7.11.38R(2); or

it is paid to charity under CASS 7.11.50R or 7.11.57R.

7.11.35 R  Client money which the firm places at an authorised central counterparty
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in connection with a regulated clearing arrangement ceases to be client
money for that firm if, as part of the default management process of that
authorised central counterparty in respect of a default by the firm, it is
ported by the authorised central counterparty in accordance with article 48
of EMIR.

Client money which the firm places at an authorised central counterparty
in connection with a regulated clearing arrangement ceases to be client
money if, as part of the default management process of that authorised
central counterparty in respect of a default by the firm, it is paid directly to
the client by the authorised central counterparty in accordance with the
procedure described in article 48(7) of EMIR.

Client money received or held by the firm and transferred to a clearing
member who facilitates indirect clearing through a regulated clearing
arrangement ceases to be client money for that firm and, if applicable, the
clearing member, if the clearing member:

(1)  remits payment to another firm or to another clearing member in
accordance with default management procedures adopted by the
clearing member which comply with the requirements of article 4(4)
of the EMIR L2 Regulation; or

(2)  remits payment to the indirect clients of the firm in accordance with
default management procedures adopted by the clearing member
which comply with the requirements of articles 4(4) and 4(5) of the
EMIR L2 Regulation.

Client money received or held by the firm for a sub-pool ceases to be client
money for that firm to the extent that such client money is transferred by the
firm to an authorised central counterparty or a clearing member as a result
of porting.

A firm must not pay client money into a bank account of the client that has
been opened without the consent of that client.

When a firm draws a cheque or other payable order to discharge its
fiduciary duty to the client, it must continue to treat the sum concerned as
client money until the cheque or order is presented and paid by the bank.

Transfer of business

G

A firm may transfer client money to a third party as part of transferring all
or part of its business if, in respect of each client with an interest in the
client money that is sought to be transferred, it:

1) obtains the consent or instruction of that client at the time of the
transfer of business (see CASS 7.11.34R(2)(a)); or

(2)  complies with CASS 7.11.42R (see CASS 7.11.34R(2)(c)); or
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complies with CASS 7.11.44R (see CASS 7.11.34R(2)(d)).

Subject to CASS 7.11.44R, money ceases to be client money for a firm if:

1)

@)

3)

(4)

it is transferred by the firm to another person as part of a transfer of
business to that person where the client money relates to the
business being transferred;

it is transferred on terms which require the other person to return a
client’s transferred sums to the client as soon as practicable at the
client’s request;

a written agreement between the firm and the relevant client
provides that:

@) the firm may transfer the client’s client money to another
person; and

(b) (i)  the sums transferred will be held by the person to
whom they are transferred in accordance with the
client money rules for the clients; or

(i) if not held in accordance with (i), the firm will
exercise all due skill, care and diligence in assessing
whether the person to whom the client money is
transferred will apply adequate measures to protect
these sums; and

the firm complies with the requirements in (3)(b)(ii) (if applicable).

In considering how and whether to introduce the written agreement
referred to in CASS 7.11.42R (3), firms should have regard to any relevant
obligations to clients, including requirements under the Unfair Terms
Regulations.

Transfer of business: de minimis sums

R

1)

(2)

Client money belonging to those categories of clients set out in (2)
and in respect of those amounts set out in (2) ceases to be client
money of the firm if it is transferred by the firm to another person:

@) as part of a transfer of business to that other person where
these sums relate to the business being transferred; and

(b) on terms which require the other person to return a client’s
transferred sums as soon as practicable at the client’s
request.

@ For retail clients the amount is £25.

(b) For all other clients the amount is £100.
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For the avoidance of doubt, sums transferred under CASS 7.11.44R do not,
for the purposes of that rule, require the instruction or specific consent of
each client at the time of the transfer or a written agreement as set out in
CASS 7.11.42R (3).

Transfer of business: client notifications

R

Where a firm transfers client money belonging to its clients under either or
both of CASS 7.11.42R and CASS 7.11.44R, it must ensure that those
clients are notified no later than seven days after the transfer taking place:

1) whether or not the sums will be held by the person to whom they
have been transferred in accordance with the client money rules
and, if not, how the sums being transferred will be held by that
person;

(2) the extent to which the sums transferred will be protected under a
compensation scheme; and

(3) that the client may opt to have the client’s transferred sum
returned to it as soon as practicable at the client’s request.

The firm must notify the FCA of its intention to effect any transfer of client
money under either or both of CASS 7.11.42R and CASS 7.11.44R at least
seven days before it transfers the client money in question.

Allocated but unclaimed client money

G

The purpose of CASS 7.11.50R is to set out the requirements firms must
comply with in order to cease to treat as client money any unclaimed
balance which is allocated to an individual client.

Before acting in accordance with CASS 7.11.50R to CASS 7.11.58G, a firm
should consider whether its actions are permitted by law and consistent
with the arrangements under which the client money is held. For the
avoidance of doubt, these provisions relate to a firm’s obligations as an
authorised person and to the treatment of client money under the client
money rules.

A firm may pay away to a registered charity of its choice a client money
balance which is allocated to a client and if it does so the released balance
will cease to be client money under CASS 7.11.34R(10), provided:

(1) this is permitted by law and consistent with the arrangements under
which the client money is held;

(2) the firm held the balance concerned for at least six years following
the last movement on the client’s account (disregarding any
payment or receipt of interest, charges or similar items);

(3) it can demonstrate that it has taken reasonable steps to trace the
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client concerned and to return the balance; and

4) the firm complies with CASS 7.11.54R.

Where the client money balance held by a firm is, in aggregate, £100 or less
for a client other than a retail client or, for a retail client, £25 or less, the
firm may comply with CASS 7.11.57R instead of CASS 7.11.50R.

(1)  Taking reasonable steps in CASS 7.11.50R(3) includes following
this course of conduct:

(@)

(b)

(©)

(d)

(€)

()

determining, as far as reasonably possible, the correct
contact details for the relevant client;

writing to the client at the last known address either by post
or by electronic mail to inform it of the firm’s intention to no
longer treat the client money balance as client money and to
pay the sums concerned to charity if the firm does not
receive instructions from the client within 28 days;

where the client has not responded after the 28 days referred
to in (b), attempting to communicate the information set out
in (b) to the client on at least one further occasion by any
means other than that used in (b) including by post,
electronic mail, telephone or media advertisement;

subject to (e) and (f), where the client has not responded
within 28 days following the most recent communication,
writing again to the client at the last known address either by
post or by electronic mail to inform them that:

() as the firm did not receive a claim for the relevant
client money balance, it will in 28 days pay the
balance to a registered charity; and

(i) an undertaking will be provided by the firm or a
member of its group to pay to the client concerned a
sum equal to the balance paid away to charity in the
event of the client seeking to claim the balance in
future;

if the firm has carried out the steps in (b) or (c) and in
response has received positive confirmation in writing that
the client is no longer at a particular address, the firm should
not use that address for the purposes of (d);

if, after carrying out the steps in (a), (b) and (c), the firm has
obtained positive confirmation that none of the contact
details it holds for the relevant client are accurate or, if
utilised, the communication is unlikely to reach the client,
the firm does not have to comply with (d); and
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(9) waiting a further 28 days following the most recent
communication under this rule before paying the balance to
a registered charity.

Compliance with (1) may be relied on as tending to establish
compliance with CASS 7.11.50R.

Contravention of (1) may be relied on as tending to establish
contravention of CASS 7.11.50R.

For the purpose of CASS 7.11.52R(1)(a), a firm may use any available
means to determine the correct contact details for the relevant client,
including telephoning the client, searching internal records, media
advertising, searching public records, mortality screening, using credit
reference agencies or tracing agents.

1)

@)

1)

Where a firm wishes to release a balance allocated to an individual
client under CASS 7.11.50R it must comply with either (a) or (b)
and, in either case, (2):

(@  the firm must unconditionally undertake to pay to the client
concerned a sum equal to the balance paid away to charity in
the event of the client seeking to claim the balance in future;
or

(b)  the firm must ensure that an unconditional undertaking in the
terms set out in (a) is made by a member of its group and
there is suitable information available for relevant clients to
identify the member of the group granting the undertaking.

The undertakings in this rule must be:

@ authorised by the firm’s governing body where (1)(a) applies
or by the governing body of the group member where (1)(b)
applies;

(b) legally enforceable by any person who had a legally
enforceable claim to the balance in question at the time it
was released by the firm, or by an assign or successor in title
to such claim; and

(© retained by the firm, and where (1)(b) applies, by the group
member indefinitely.

If a firm pays away client money under CASS 7.11.50R(4) it must
make and retain, or where the firm already has such records, retain:

@) records of all balances released from client bank accounts
under CASS 7.11.50R (including details of the amounts and
the identity of the client to whom the money was allocated);
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(b) all relevant documentation (including charity receipts); and

(©) details of the communications the firm had or attempted to
make with the client concerned pursuant to CASS
7.11.50R(3).

(2)  The records in (1) must be retained indefinitely.

(2)  If amember of the firm’s group has provided an undertaking under
CASS 7.11.54R(2) then the records in (1) must be readily accessible
to that group member.

De minimis amounts of unclaimed client money

71156 G The purpose of CASS 7.11.57R is to allow a firm to pay away to charity
client money balances of (i) £25 or less for retail clients or (ii) £100 or less
for other clients when those balances remain unclaimed. If a firm follows
this process, the money will cease to be client money (see CASS
7.11.34R(10)).

71157 R A firm may pay away to a registered charity of its choice a client money
balance which is allocated to a client and if it does so the released balance
will cease to be client money under CASS 7.11.34R(10), provided:

(1) the balance in question is (i) for a retail client, in aggregate, £25 or
less, or (ii) for a professional client, in aggregate, £100 or less;

(2) the firm held the balance concerned for at least six years following
the last movement on the client’s account (disregarding any
payment or receipt of interest, charges or similar items);

(3) the firm has made at least one attempt to contact the client to return
the balance using the most up-to-date contact details the firm has
for the client, and the client has not responded to such
communication within 28 days of the communication having been
made; and

4) the firm makes and/or retains records of all balances released from
client bank accounts in according with this rule. Such records must
include the information in CASS 7.11.55R (1)(a) and (b).

Costs associated with paying away allocated but unclaimed client money

7.11.58 G  Any costs associated with the firm ceasing to treat unclaimed client money
balances as client money pursuant to CASS 7.11.50R to CASS 7.11.57R
should be paid for from the firm’s own funds, including:

1) any costs associated with the firm carrying out the steps in CASS
7.11.50R(3), CASS 7.11.51 or CASS 7.11.57R(3); and

(2 the cost of any insurance purchased by a firm or the relevant
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member of its group to cover any legally enforceable claim in
respect of the client money paid away.

Organisational requirements: client money

Requirement to protect client money

R

A firm must, when holding client money, make adequate arrangements to
safeguard the client's rights and prevent the use of client money for its own
account.

[Note: article 13(8) of MiFID]

Requirement to have adequate organisational arrangements

R

A firm must introduce adequate organisational arrangements to minimise the
risk of the loss or diminution of client money, or of rights in connection with
client money, as a result of misuse of client money, fraud, poor
administration, inadequate record-keeping or negligence.

[Note: article 16(1)(f) of the MiFID implementing Directive]

The risk of loss or diminution of rights in connection with client money can
arise where a firm’s organisational arrangements give rise to the possibility
that client money held by the firm may be paid for the account of a client
whose money is yet to be received by the firm. Consistent with the
requirement to hold client money as trustee (see CASS 7.17.5G), a firm
should ensure its organisational arrangements are adequate to minimise such
arisk. This may include, for example, allowing for sufficient periods of time
for payments of client money to the firm to become available for use
(including automated payments, credit card payments and payments by
cheque), and setting up safeguards to ensure that payments out of client bank
accounts do not take effect before the relevant amount of client money has
become available for use by the firm.

Segregation of client money

Application and purpose

G

R

The segregation of client money from a firm’s own money is an important
safeguard for its protection.

Where a firm establishes one or more sub-pools, the provisions of CASS 7.13
(Segregation of client money) shall be read as applying separately to the
firm’s general pool and each sub-pool in line with CASS 7.19.3R and CASS
7.19.12R.
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Depositing client money

R

G

A firm, on receiving any client money, must promptly place this money into
one or more accounts opened with any of the following:

1) a central bank;

@) a CRD credit institution;

(3) a bank authorised in a third country;

4 a qualifying money market fund.

[Note: article 18(1) of the MiFID implementing Directive]

A firm should ensure that any money other than client money that is
deposited in a client bank account is promptly paid out of that account unless
such money is a minimum sum required to open the account, or to keep the
account open.

Approaches for the segregation of client money

G

The two approaches that a firm can adopt in discharging its obligations under
this section are:

1) the 'normal approach’; or

@) the 'alternative approach’ (see CASS 7.13.54G to CASS 7.13.69G).

The normal approach

R

Unless otherwise permitted by any other rule in CASS 7.13, a firm using the
normal approach must ensure that all client money it receives is paid directly
into a client bank account at an institution referred to in CASS 7.13.3R(1) to
(3), rather than being first received into the firm’s own account and then
segregated.

Firms should ensure that clients and third parties make transfers and
payments of any money which will be client money directly into the firm’s
client bank accounts.

Selection, appointment and review of third parties

R

A firm that does not deposit client money with a central bank must exercise
all due skill, care and diligence in the selection, appointment and periodic
review of the CRD credit institution, bank or qualifying money market fund
where the money is deposited and the arrangements for the holding of this
money.

[Note: article 18(3) of the MiFID implementing Directive]
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Firms should ensure that their consideration of a CRD credit institution, bank
or qualifying money market fund under CASS 7.13.8R focuses on the specific
legal entity in question and not simply that person’s group as a whole.

When a firm makes the selection, appointment and conducts the periodic
review of a CRD credit institution, a bank or a qualifying money market
fund, it must take into account:

1) the expertise and market reputation of the third party; and

@) any legal requirements or market practices related to the holding of
client money that could adversely affect clients’ rights.

[Note: article 18(3) of the MiFID implementing Directive]

In complying with CASS 7.13.8R and CASS 7.13.10R, a firm should
consider, as appropriate, together with any other relevant matters:

1) the capital of the CRD credit institution or bank;

@) the amount of client money placed, as a proportion of the CRD credit
institution or bank's capital and deposits, and, in the case of a
qualifying money market fund, compared to any limit the fund may
place on the volume of redemptions in any period,;

(3) the extent to which client money that the firm deposits or holds with
any CRD credit institution or bank incorporated outside the UK
would be protected under a deposit protection scheme in the relevant
jurisdiction;

4) the credit-worthiness of the CRD credit institution or bank; and

5) to the extent that the information is available, the level of risk in the
investment and loan activities undertaken by the CRD credit
institution or bank and affiliated companies.

Client bank accounts

R

R

A firm must take the necessary steps to ensure that client money deposited,
in accordance with CASS 7.13.3R, in a central bank, a credit institution, a
bank authorised in a third country or a qualifying money market fund is held
in an account or accounts identified separately from any accounts used to
hold money belonging to the firm.

[Note: article 16(1)(e) of the MiFID implementing Directive]

(1)  An account which the firm uses to deposit client money under CASS
7.13.3R(1) to (3) must be a client bank account.

(2)  Each client bank account used by a firm must be held on terms under
which:
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@) the relevant bank’s contractual counterparty is the firm that is
subject to the requirement under CASS 7.13.3R; and

(b) unless the firm has agreed terms that comply with CASS
7.13.13R(3), the firm is able to make withdrawals of client
money promptly and, in any event, within one business day of
a request for withdrawal.

Transitional provision CASS TP 1.1.10AR applies to (2).

(3)  Firms may use client bank accounts held on terms under which
withdrawals are, without exception, prohibited until the expiry of a
fixed term or a notice period of a maximum of 30 days.

(4)  Paragraphs (2)(b) and (3) do not apply in respect of client money
received by a firm in its capacity as a trustee firm.

CASS 7.13.13R(2)(b) and (3) do not prevent a firm from depositing client
money on terms under which a withdrawal may be made before the expiry
of a fixed term or a notice period (whatever the duration), including where
such withdrawal would incur a penalty charge to the firm.

CASS 7.13.13R does not prevent a firm from depositing client money in
overnight money market deposits which are clearly identified as being client
money (for example, in the client bank account acknowledgment letter).

Firms are reminded of their obligations under CASS 7.18 (Acknowledgment
letters) for client bank accounts. Firms should also ensure that client bank
accounts meet the requirements in the relevant Glossary definitions,
including regarding the titles given to the accounts.

A firm may open one or more client bank accounts in the form of a general
client bank account, a designated client bank account or a designated client
fund account (see CASS 7A.2.1G (Failure of the authorised firm: primary
pooling event)). The requirements of CASS 7.13.13R (2) and (3) apply for
each type of client bank account.

A designated client bank account may be used for a client only where that
client has consented to the use of that account. If a firm deposits client
money into a designated client bank account then, in the event of a
secondary pooling event in respect of the relevant bank, the account will not
be pooled with any general client bank account or designated client fund
account.

A designated client fund account may be used for a client only where that
client has consented to the use of that account and all other designated client
fund accounts which may be pooled with it. For example, a client who
consents to the use of bank A and bank B should have his money held in a
different designated client fund account at bank B from a client who has
consented to the use of banks B and C. If a firm deposits client money into a
designated client fund account then, in the event of a secondary pooling
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event in respect of the relevant bank, the account will not be pooled with
any general client bank account or designated client bank account.

Diversification of client money

R

R

R

G

G

Notwithstanding the requirement at CASS 7.13.22R a firm must limit the
funds that it deposits or holds with a relevant group entity or combination of
such entities so that the value of those funds do not at any point in time
exceed 20 per cent of the total of all the client money held by the firm in its
client bank accounts.

For the purpose of CASS 7.13.20R an entity is a relevant group entity if it is:
(1) aCRD credit institution or a bank authorised in a third country; and
(2)  amember of the same group as that firm.

Subject to the requirement at CASS 7.13.20R, and in accordance with
Principle 10 and CASS 7.12.1R, a firm must:

(1) periodically assess whether it is appropriate to diversify (or further
diversify) the third parties with which it deposits some or all of the
client money that the firm holds; and

(2) whenever it concludes that it is appropriate to do so, it must make
adjustments accordingly to the third parties it uses and to the
amounts of client money deposited with them.

In complying with the requirement in CASS 7.13.22R to periodically assess
whether diversification (or further diversification) is appropriate, a firm
should have regard to:

(1)  whether it would be appropriate to deposit client money in client
bank accounts opened at a number of different third parties;

(2)  whether it would be appropriate to limit the amount of client money
the firm holds with third parties that are in the same group as each
other,

(3)  whether risks arising from the firm’s business models create any need
for diversification (or further diversification);

(4) the market conditions at the time of the assessment; and

(5) the outcome of any due diligence carried out in accordance with
CASS 7.13.8R and CASS 7.13.10R.

The rules in SUP 16.14 provide that CASS large firms and CASS medium
firms must report to the FCA in relation to the identity of the entities with
which they deposit client money and the amounts of client money deposited
with those entities. The FCA will use that information to monitor
compliance with the diversification rule in CASS 7.13.20R.
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(1) A firm must make a record of the grounds upon which it satisfies
itself as to the appropriateness of its selection and appointment of a
bank or a qualifying money market fund under CASS 7.13.8R. The
firm must make the record on the date it makes the selection or
appointment and must keep it from that date until five years after the
firm ceases to use that particular person for the purposes of
depositing client money under CASS 7.13.3R.

(2) A firm must make a record of each periodic review of its selection
and appointment of a bank or a qualifying money market fund that it
conducts under CASS 7.13.8R, its considerations and conclusions.
The firm must make the record on the date it completes the review
and must keep it from that date until five years after the firm ceases
to use that particular person for the purposes of depositing client
money under CASS 7.13.3R.

(3) A firm must make a record of each periodic review that it conducts
under CASS 7.13.22R, its considerations and conclusions. The firm
must make the record on the date it completes out the review and
must keep it for five years from that date.

Qualifying money market funds

R

Where a firm deposits client money with a qualifying money market fund,
the firm’s holding of those units in that fund will be subject to any
applicable requirements of the custody rules.

[Note: recital 23 to the MiFID implementing Directive]

A firm that places client money in a qualifying money market fund should
ensure that it has the permissions required to invest in and hold units in that
fund and must comply with the rules that are relevant for those activities.

A firm must give a client the right to oppose the placement of his money in
a qualifying money market fund.

[Note: article 18(3) of the MiFID implementing Directive]

If a firm that intends to place client money in a qualifying money market
fund is subject to the requirement to disclose information before providing
services, it should, in compliance with that obligation, notify the client that:

(1) money held for that client will be held in a qualifying money market
fund; and

(2) asaresult, the money will not be held in accordance with the client
money rules; and

(3) ifitis the case, that the units will be held as the client’s safe custody
assets in accordance with the custody rules.
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Segregation in different currency

7.13.30 R  Afirm may segregate client money in a different currency from that in
which it was received or in which the firm is liable to the relevant client. If
it does so the firm must ensure that the amount held is adjusted each day to
an amount at least equal to the original currency amount (or the currency in
which the firm has its liability to its clients, if different), translated at the
previous day's closing spot exchange rate.

Mixed remittance

71331 R Except in the circumstances described in CASS 7.13.72R(1)(a), where a
firm using the normal approach receives a mixed remittance it should:

1) in accordance with CASS 7.13.6R, take necessary steps to ensure
the mixed remittance is paid directly into a client bank account; and

(2) promptly and, in any event no later than one business day after the
payment of the mixed remittance into the client bank account has
cleared, pay the money that is not client money out of the client
bank account.

Physical receipts of client money

7.13.32 R Where a firm receives client money in the form of cash, a cheque or other
payable order, it must:

(1) pay the money in accordance with CASS 7.13.6R, promptly, and no
later than on the business day after it receives the money into a
client bank account, unless either:

@) the money is received by a business line for which the firm
uses the alternative approach, in which case the money must
be paid into the firm’s own bank account promptly, and no
later than on the business day after it receives the money; or

(b) the firm is unable to meet the requirement in (1) because of
restrictions under the regulatory system or law regarding the
receipt and processing of money, in which case the money
must be paid in accordance with CASS 7.13.6R as soon as
possible;

(2) if the firm holds the money in the meantime before paying it in
accordance with CASS 7.13.6R (or in the case of (1)(a), into its own
bank account), hold it in a secure location in accordance with
Principle 10; and

(3) in any case, record the receipt of the money in the firm’s books and

records in accordance with CASS 7.15 (Records, accounts and
reconciliations).
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7.13.33 R Where afirm receives client money in the form of a cheque that is dated
with a future date, unless the firm returns the cheque it must:

1) pay the money in accordance with CASS 7.13.6R, promptly, and no
later than the date on the cheque if the date is a business day or the
next business day after the date on the cheque;

(2) in the meantime, hold it in a secure location in accordance with
Principle 10; and

(3) record the receipt of the money in the firm’s books and records in
accordance with CASS 7.15 (Records, accounts and
reconciliations).

Appointed representatives, tied agents, field representatives and other agents

7.13.34 R Afirm must ensure that client money received by its appointed
representatives, tied agents, field representatives or other agents is:

(1)  received directly into a client bank account of the firm, where this
would have been required if such client money had been received
by the firm otherwise than through its appointed representatives,
tied agents, field representatives or other agents (see CASS 7.13.6R
and CASS 7.13.7G); or

(2) ifitisreceived in the form of a cheque or other payable order:

@ paid into a client bank account of the firm promptly and, in
any event, no later than the next business day after receipt;
or

(b) forwarded to the firm or, in the case of a field representative,
forwarded to a specified business address of the firm, to
ensure that the money arrives at the specified business
address promptly and, in any event, no later than the close of
the third business day.

7.13.35 G Under CASS 7.13.34R(2)(b), client money received on business day one
should be forwarded to the firm or specified business address of the firm
promptly and, in any event, no later than the next business day after receipt
(business day two) in order for it to reach that firm or specified business
address by the close of the third business day. Procedures requiring the
client money in the form of a cheque to be sent to the firm or the specified
business address of the firm by first class post and, in any event, no later
than the next business day after receipt, would fulfil CASS 7.13.34R (2)(b).

Allocation of client money receipts

71336 R 1) A firm must allocate any client money it receives to an individual
client promptly and, in any case, no later than ten business days
following the receipt (or where subsequent to the receipt of money
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it has identified that the money, or part of it, is client money under
CASS 7.13.37R, no later than ten business days following that
identification).

(2) Pending a firm’s allocation of a client money receipt to an
individual client under (1), it must record the received client money
in its books and records as “unallocated client money”.

If a firm receives money (either in a client bank account or an account of
its own) which it is unable to immediately identify as client money or its
own money, it must:

(1) take all necessary steps to identify the money as either client money
or its own money;

(2) if it considers it reasonably prudent to do so, given the risk that
client money may not be adequately protected if it is not treated as
such, treat the entire balance of money as client money and record
the money in its books and records as “unidentified client money”
while it performs the necessary steps under (1).

If a firm is unable to identify money that it has received as either client
money or its own money under CASS 7.13.37R, it should consider whether
it would be appropriate to return the money to the person who sent it or to
the source from where it was received, for example, the banking
institution).

Money due to a client from a firm

R

Pursuant to the client money segregation requirements, a firm that is
operating the normal approach and is liable to pay money to a client should
promptly, and in any event no later than one business day after the money
is due and payable, pay the money:

1) to, or to the order of, the client; or
(2) into a client bank account.

Where the firm has payment instructions from the client the firm should
pay the money to the order of the client, rather than into a client bank
account.

Prudent segregation

R

If it is prudent to do so to prevent a shortfall in client money on the
occurrence of a primary pooling event, a firm may pay money of its own
into a client bank account and subsequently retain that money in the client
bank account (prudent segregation). Money that the firm retains in a client
bank account under this rule is client money for the purposes of the client
money rules and the client money distribution rules.
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A firm must make and retain an up-to-date record of all payments made
under CASS 7.13.41R. (See further CASS 7.13.50R to 7.13.53R: the
prudent segregation record.)

If a firm intends to pays its own money into a client bank account under
CASS 7.13.41R it must establish a written policy that is approved by its
governing body (and retain such policy for a period of at least five years
after the date it ceases to retain such money in a client bank account under
CASS 7.13.41R) detailing:

1) the specific anticipated risks in relation to which it would be
prudent for the firm to make such payments into a client bank
account;

(@) why the firm considers that the use of such a payment is a
reasonable means of protecting client money against each of the
risks set out in the policy; and

3 the method that the firm will use to calculate the amount required to
address each risk set out in the policy.

The firm may amend its written policy to reflect changes in the specific
anticipated risks in relation to which it would be prudent for the firm to
make payments into a client bank account under CASS 7.13.41R.

The firm’s written policy must not conflict with the client money rules or
the client money distribution rules. If there is a conflict, the client money
rules and the client money distribution rules will prevail.

In the event the firm faces a risk not contemplated under its current policy it
will not be prevented from prudently segregating money as client money in
accordance with these rules but the policy must be created or amended, as
applicable, as soon as reasonably practicable.

Examples of the types of risks that a firm may wish to provide protection
for under CASS 7.13.41R include systems failures and business that is
conducted on non-business days where the firm would be unable to pay any
anticipated shortfall into its client bank accounts.

To the extent that the firm no longer considers it prudent to retain money in
its client bank account pursuant to CASS 7.13.41R in order to ensure that
client money is protected, the firm may cease to treat that money as client
money.

Any money that the firm ceases to treat as client money pursuant to CASS
7.13.48R must be withdrawn from its client bank account as an excess
under CASS 7.15.29R as part of its next reconciliation.

Prudent segregation record

R

A firm must create and keep up-to-date records so that the amount of money
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paid into client bank accounts and retained as client money pursuant to
CASS 7.13.41R or withdrawn pursuant to CASS 7.13.49R, and the reasons
for such payment, retention and withdrawal can be easily ascertained (the
prudent segregation record).

7.13.51 R  The prudent segregation record must record:
(1)  the outcome of the firm’s calculation of its prudent segregation;

@) the amounts paid into or withdrawn from a client bank account
pursuant to CASS 7.13.41R or CASS 7.13.49R;

3) why each payment or withdrawal is made;

4) in respect of the firm’s written policy required by CASS 7.13.43R
the firm must record, as applicable, either:

@ that the payment or withdrawal is made in accordance with
that policy; or

(b)  that the policy will be created or amended to include the
reasons for this payment or withdrawal,

(5)  that the money was paid by the firm in accordance with CASS
7.13.41R or withdrawn by the firm in accordance with CASS
7.13.49R; and

(6) the up-to-date total amount of client money held pursuant to CASS
7.13.41R.

71352 G  Firms are reminded that payments and records made in accordance with
CASS 7.13.51R should not be used as a substitute for a firm keeping
accurate and timely records in accordance with CASS 7.15 (Records,
accounts and reconciliations) and requirements under SYSC 4.1.1R
(General requirements) and SYSC 6.1.1R (Compliance).

7.13.53 R  The prudent segregation record must be retained for five years after the
firm ceases to retain money as client money pursuant to CASS 7.13.41R.

The alternative approach to client money segregation

71354 G (1) In certain circumstances, use of the normal approach for a particular
business line of a firm could lead to significant operational risks to
client money protection. These may include a business line under
which clients’ transactions are complex, numerous, closely related
to the firm’s proprietary business and/or involve a number of
currencies and time zones. In such circumstances, subject to
meeting the relevant criteria and fulfilling the relevant notification
and audit requirements, a firm may use the alternative approach to
segregating client money for that business line.
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@) Under the alternative approach, client money is received into and
paid out of a firm's own bank account. A firm that adopts the
alternative approach to segregating client money should (in line
with CASS 7.15.16R(2)) carry out an internal client money
reconciliation on each business day (‘T0’) and calculate how much
money it either needs to withdraw from, or place in from its own
bank account or its client bank account as a result of any
discrepancy arising between its client money requirement and its
client money resource as at the close of business on the previous
business day (‘T-1").

3 The alternative approach mandatory prudent segregation required
under CASS 7.13.65R is designed to address the risks that:

@) client money in a firm’s own bank account may not be
available to be pooled for distribution to clients on the
occurrence of a primary pooling event; and

(b) at the time of a primary pooling event the firm may not have
segregated in its client bank account a sufficient amount of
client money to meet its client money requirement.

A firm that wishes to adopt the alternative approach for a particular
business line must first establish, and document in writing, its reasons for
concluding, that:

1) adopting the normal approach would lead to greater operational
risks to client money protection compared to the alternative
approach;

@) adopting the alternative approach (including complying with the
requirements for alternative approach mandatory prudent
segregation under CASS 7.13.65R), would not result in undue
operational risk to client money protection; and

3 the firm has systems and controls that are adequate to enable it to
operate the alternative approach effectively and in compliance with
Principle 10 (Clients’ assets).

A firm must retain any documents created under CASS 7.13.55R in relation
to a particular business line for a period of at least five years after the date
it ceases to use the alternative approach in connection with that business
line.

At least three months before adopting the alternative approach for a
particular business line, a firm must:

1) inform the FCA in writing that it intends to adopt the alternative
approach for that particular business line; and

(@) if requested by the FCA, make any documents it created under
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CASS 7.13.54R available to the FCA for inspection.

In addition to the requirement under CASS 7.13.57R, before
adopting the alternative approach, a firm must send a written report
to the FCA prepared by an independent auditor of the firm in line
with a reasonable assurance engagement, stating the matters set out
in (2).

The written report in (1) must state whether, in the auditor’s
opinion:

@ the firm’s systems and controls are suitably designed to
enable it to comply with CASS 7.13.62R to CASS 7.13.65R,;
and

(b) the firm’s calculation of its alternative approach mandatory
prudent segregation amount under CASS 7.13.65R is
suitably designed to enable the firm to comply with CASS
7.13.65R.

A firm that uses the alternative approach must review, at least on an
annual basis and with no more than one year between each review,
whether its reasons for adopting the alternative approach for a
particular business line, as documented under CASS 7.13.55R,
continue to be valid.

If, following the review in (1), a firm finds that its reasons for
adopting the alternative approach are no longer valid for a particular
business line, it must stop using the alternative approach for that
business line as soon as reasonably practicable, and in any event
within six months of the conclusion of its review in (1).

A firm that uses the alternative approach must not materially change how it
will calculate and maintain the alternative approach mandatory prudent
segregation amount under CASS 7.13.65R unless:

1)

()

an auditor of the firm has prepared a report that complies with the
requirements in CASS 7.13.58R(2)(b) in respect of the firm’s
proposed changes; and

the firm provides a copy of the report prepared by the auditor under
(a) to the FCA before implementing the change.

A firm is reminded that, under SUP 3.4.2R, it must take reasonable steps to
ensure that its auditor has the required skill, resources and experience to
perform its function.

A firm that uses the alternative approach for a particular business line
must, on each business day (‘TO’):

1)

receive any money from and pay any money to (or, in either case,
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on behalf of) clients into and out of its own bank accounts;

perform the necessary reconciliations of records and accounts
required under CASS 7.15 (Records, accounts and reconciliations);

adjust the balances held in its client bank account (by effecting
transfers between its own bank account and its client bank account)
to address any difference arising between its client money
requirement and its client money resource as at the close of
business on the previous business day (‘T-1"), so that the correct
amount reflected in the reconciliations under (2) is segregated in its
client bank account; and

subject to CASS 7.13.63R below, keep segregated in its client bank
account the balance held under (3) until it has performed a
reconciliation on the following business day (‘T+1’) and as a result
of that reconciliation is undertaking further adjustments under (3).

During the period between the adjustment in CASS 7.13.62R(3) and the
completion of the next reconciliations in CASS 7.13.62R(2), a firm that
uses the alternative approach for a particular business line may:

1)

(2)

increase the balance held in its client bank account by making intra-
day transfers (during TO) from its own bank account to its client
bank account before the completion of the internal client money
reconciliation under CASS 7.13.62R(2) (that is expected sometime
later on TO) only if:

@) the firm reasonably expects that the client money
requirement for the previous business day (T-1) will
increase above the client money resource currently (during
TO) held in its client bank account; and

(b) such reasonable expectations are based on the working
calculation of the client money requirement relating to the
previous business day (T-1) that the firm has already
determined on that business day (during TO0) (as part of the
process of completing its internal client money
reconciliation); or

decrease the balance held in its client bank account by making intra-
day transfers (during TO) from its client bank account to its own
bank account before the completion of the internal client money
reconciliation under CASS 7.13.62R (2) (that is expected sometime
later on TO) only if:

@) the firm reasonably expects that the client money
requirement for the previous business day (T-1) will
decrease below the client money resource currently held
(during TO) in its client bank account; and
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(b) such reasonable expectations are based on the working
calculation of the client money requirement relating to the
previous business day (T-1) that the firm has already
determined on that business day (during TO) (as part of the
process of completing its internal client money
reconciliation).

However, in doing so, a firm must act prudently and should take
appropriate steps to manage the risk of not having segregated an
amount that appropriately reflects its actual client money
requirement at any given time.

It is anticipated that CASS 7.13.63R may be used by firms which maintain
client bank accounts in a number of different time zones and making
adjustments to the balances of those client bank accounts is dependent on
meeting cut off times for money transfers in those time zones.

1)

)

A firm that uses the alternative approach must, in addition to CASS
7.13.62R, pay an amount (determined in accordance with this rule)
of its own money into its client bank account and subsequently
retain that money in its client bank account (alternative approach
mandatory prudent segregation). The amount segregated by a firm
in its client bank account under this rule is client money for the
purposes of the client money rules and the client money distribution
rules.

The amount required to be segregated under this rule must be an
amount that a firm reasonably determines would be sufficient, at the
time it makes the determination, to protect client money against the
risk that at any time in the following three months the following
categories of client money may not have been fully segregated in its
client bank account or may not be (or become) available for pooling
under CASS 7A.2.4R(1), were a primary pooling event to occur:

@ client money that is received and held by the firm in its own
bank account during the period between:

() the firm’s adjustment of client bank account
balances under CASS 7.13.62R(3) on a particular
business day; and

(i) the firm’s subsequent adjustments under CASS
7.13.62R(3) on the following business day; and

(b) money received and held by the firm in its own bank
account which the firm does not initially identify as part of
its client money requirement, but which subsequently does
become part of its client money requirement;

with the effect that the firm’s alternative approach mandatory
prudent segregation under this rule will reduce, as far as possible,
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any shortfall that might have been produced as a result of (a) or (b)
on the occurrence of a primary pooling event.

(@)

(b)

(©)

Subject to (c), in reaching its determination under (2) of the
amount of money that would be sufficient to address the
risks referred to in (2) for the forthcoming three months, a
firm must take into account the following in respect of each
business line for which it uses the alternative approach, and
for at least the previous three months:

Q) the firm’s client money requirement over the course
of that prior period (excluding any amount that was
required to be segregated under this rule during that
prior period for the purposes of alternative
approach mandatory prudent segregation);

(i) the daily adjustment payments that the firm made
into its client bank account under CASS
7.13.62R(3) during that prior period; and

(iii)  the amount of money received by the firm in its own
bank account which it did not initially identify as
part of its client money requirement, but which
subsequently, and during that prior period, became
part of its client money requirement;

as shown in its internal records.

In reaching its determination under (2) a firm must also take
into account, but at all times having regard to the
requirement under (2), any impact that particular events, the
seasonal nature of each relevant business line, or any other
aspect of those business lines may have on:

() the firm’s client money requirement during the
forthcoming three months for which the amount of
alternative approach mandatory prudent
segregation required under this rule is being
determined,

(i) the daily adjustment payments that the firm is likely
to make into its client bank account under CASS
7.13.62R(3) in that same period; and

(iii)  the amount of unidentified receipts of money that
the firm is likely to receive into its own bank
account and which will subsequently, in that same
period, become part of its client money
requirement.

If, at the time of its determination under (2), the firm has not
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been trading for three months in a business line for which it
is using the alternative approach, then it must use the
records that are available to it and must also factor in
reasonable forecasts, as required under (b), to establish a
three-month reference period.

A firm must, at regular intervals that are at least quarterly,
repeat and complete the combined process of:

() determining the amount that it is required to
segregate for the purposes of alternative approach
mandatory prudent segregation under (2) and (3);

(i) making necessary adjustments to its records to
reflect any changes to its client money requirement
(in accordance with CASS 7.16.16R(3) and CASS
7.16.17R(2)); and

(iii)  paying any additional amounts of its own money
into its client bank account to increase the firm’s
alternative approach mandatory prudent
segregation or withdrawing any excess amounts
from its client bank account to decrease the firm’s
alternative approach mandatory prudent
segregation after it has adjusted its records under

(ii).

The combined process of (a)(i) to (iii) must take no longer
than ten business days.

To the extent that a firm’s compliance with (a)(i) and (ii)
results in there being an excess in the firm’s client bank
account, the firm may cease to treat that money as client
money.

A firm must ensure that the individual responsible for CASS
oversight under CASS 1A.3.1R, CASS 1A.3.1AR or CASS 1A.3.1CR
(as appropriate) reviews the adequacy of the amount of the firm’s
alternative approach mandatory prudent segregation maintained
under this rule at least annually.

Alternative approach mandatory prudent segregation record

R

A firm must create and keep up-to-date records so that any amount of

money that is, pursuant to CASS 7.13.65R:

1)
)

paid into a client bank account and retained as client money; or

withdrawn from a client bank account;

can be easily ascertained (the alternative approach mandatory prudent
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segregation record).

The alternative approach mandatory prudent segregation record under
CASS 7.13.66R must record:

(1) the date of the first determination under CASS 7.13.65R(2) and each
subsequent review undertaken under CASS 7.13.65R(4), and the
total amount that the firm determined was required to be segregated
under CASS 7.13.65R(2) as at that date;

(2)  the date of any payment of the firm’s own money into a client bank
account, or withdrawal of any excess from a client bank account
under CASS 7.13.65R, and for each such occasion:

@) the amount of the payment or withdrawal;

(b) the fact that the money was paid or withdrawn by the firm in
accordance with CASS 7.13.65R; and

(©) as at that date, the total amount actually segregated by the
firm under CASS 7.13.65R.

The alternative approach mandatory prudent segregation record must be
retained for five years after the firm ceases to segregate any money in
accordance with CASS 7.13.65R.

Nothing in CASS 7.13.54G to CASS 7.13.68R prevents a firm from also
making use of the prudent segregation rule in CASS 7.13.41R.

Use of the normal approach in relation to certain regulated clearing arrangements

G

CASS 7.13.72R sets out the circumstances under which a firm, that would
otherwise be required to comply with the requirement in CASS 7.13.6R to
receive client money directly into a client bank account, must receive client
money into its own bank account.

A firm that is also a clearing member that is using the normal approach in
connection with regulated clearing arrangements must use reasonable
endeavours to ensure it is not required under its arrangements with an
authorised central counterparty to receive mixed remittances from or pay
mixed remittances to the authorised central counterparty through a single
bank account.

(1) If, notwithstanding its reasonable endeavours in accordance with
CASS 7.13.71R, the firm is required under its arrangements with an
authorised central counterparty to:

@ receive mixed remittances into a single bank account and

pay mixed remittances to the authorised central
counterparty from that bank account; or
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(b) pay mixed remittances to the authorised central
counterparty using a single bank account;

it must comply, as applicable, with (2) and CASS 7.13.73R.

@) In either or both of the circumstances described in (1), the
firm must pay any mixed remittances from its own bank
account.

(b) Where, in the circumstances described in (1)(a) mixed
remittances from an authorised central counterparty are
received into a firm’s own account it must transfer the client
money element of the mixed remittance to its client bank
account promptly and, in any event, no later than the next
business day after receipt.

Where the circumstances described in CASS 7.13.72(1)(a) apply to a
firm it must pay an amount (determined in accordance with this rule)
of its own money into its client bank account and retain that money
in its client bank account (clearing arrangement mandatory prudent
segregation). The amount segregated by a firm in its client bank
account under this rule will be client money for the purposes of the
client money rules and the client money distribution rules.

The amount required to be segregated under this rule must be an
amount that a firm reasonably determines would be sufficient, at the
time it makes the determination, to protect client money against the
risk that at any time in the following three months client money
received from the authorised central counterparty and held by the
firm in its own bank account following receipt of these monies under
CASS 7.13.72R(1)(a) and until their transfer in accordance with
CASS 7.13.72R(2)(b) may not have been fully segregated in its
client bank account or may not be (or become) available for pooling
under CASS 7A.2.4R(1), were a primary pooling event to occur with
the effect that the firm’s clearing arrangement mandatory prudent
segregation under this rule will reduce, as far as possible, any
shortfall that might have been produced as a result of this risk on the
occurrence of a primary pooling event.

@ Subject to (c), in reaching its determination under (2) of the
amount of money that would be sufficient to address the risks
referred to in (2) for the forthcoming three months, a firm
must take into account the following for at least the previous
three months:

Q) the firm’s client money requirement over the course
of that prior period (excluding any amount that was
required to be segregated under this rule during that
prior period for the purposes of clearing arrangement
mandatory prudent segregation); and
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(i) the payments that the firm made into its client bank
account under CASS 7.13.72R(2)(b) during that prior
period,;

as shown in its internal records.

In reaching its determination under (2) a firm must also take
into account, at all times having regard to the requirement
under (2), any impact that particular events, the seasonal
nature of each relevant business line, or any other aspect of
those business line(s) may have on:

Q) the firm’s client money requirement during the
forthcoming three months for which the amount of
clearing arrangement mandatory prudent
segregation required under this rule is being
determined; and

(i) the payments that the firm is likely to make into its
client bank account under CASS 7.13.72R(2)(b).

If, at the time of its determination under (2), the firm has not
been trading for three months in a business line for which it
is using the normal approach in connection with regulated
clearing arrangements, then it must use the records that are
available to it and must also factor in reasonable forecasts, as
required under (b), to make up a three-month reference
period.

A firm must, at regular intervals that are at least quarterly,
repeat and complete the combined process of:

Q) determining the amount that it is required to
segregate for the purposes of clearing arrangement
mandatory prudent segregation under (2) and (3);

(i) making necessary adjustments to its records to reflect
any changes to its client money requirement in
accordance with CASS 7.16.16R(3) and CASS
7.16.17R(1); and

(iii)  paying any additional amounts of its own money into
its client bank account to increase the firm’s clearing
arrangement mandatory prudent segregation or
withdrawing any excess amounts from its client bank
account to decrease the firm’s clearing arrangement
mandatory prudent segregation after it has adjusted
its records under (ii).

The combined process of (a)(i) to (iii) must take no longer
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than ten business days.

(©) To the extent that a firm’s compliance with (a)(i) and (ii)
results in there being an excess in the firm’s client bank
account, the firm may cease to treat that money as client
money.

(5) A firm must ensure that the individual responsible for CASS
oversight under CASS 1A.3.1R, CASS 1A.3.1AR or CASS 1A.3.1CR
(as appropriate) reviews the adequacy of the amount of the firm’s
clearing arrangement mandatory prudent segregation maintained
under this rule at least annually.

Clearing arrangement mandatory prudent segregation record

R

R

R

G

A firm must create and keep up-to-date records so that any amount of
money that is, pursuant to CASS 7.13.73R:

(1)  paid into a client bank account and retained as client money; or
(2)  withdrawn from a client bank account;

can be easily ascertained (the clearing arrangement mandatory prudent
segregation record).

The clearing arrangement mandatory prudent segregation record under
CASS 7.13.74R must record:

(1)  the date of the first determination under CASS 7.13.73R(2) and each
subsequent review undertaken under CASS 7.13.73R(4), and the
total amount that the firm determined was required to be segregated
under CASS 7.13.73R(2) as at that date;

(2)  the date of any payment of the firm’s own money into a client bank
account, or withdrawal of any excess from a client bank account
under CASS 7.13.73R(4)(a)(iii), and for each such occasion:

@) the amount of the payment or withdrawal;

(b) the fact that the money was paid or withdrawn by the firm in
accordance with CASS 7.13.73R; and

(©) as at that date, the total amount actually segregated by the
firm under CASS 7.13.73R.

The clearing arrangement mandatory prudent segregation record must be
retained for five years after the firm ceases to segregate any money in
accordance with CASS 7.13.73R.

Nothing in CASS 7.13.73R to CASS 7.13.76R prevents a firm from making
use of the prudent segregation rule in CASS 7.13.41R.
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The obligation to use reasonable endeavours referred to in CASS 7.13.71R
is a continuing obligation. Firms should assess, at least on an annual basis,
whether it is possible for payments of client money between the firm and
the authorised central counterparties to be made separately from house
monies and for such payments to be received into and made from its client
bank accounts.

Where a firm operates a sub-pool in accordance with CASS 7.19 (Clearing
member client money sub-pools), the references to client bank accounts in
CASS 7.13.70G to CASS 7.13.78G should be read as client bank accounts

pertaining to the relevant sub-pool.

Client money held by a third party

G

This section sets out the requirements a firm must comply with when it
allows another person to hold client money, other than under CASS
7.13.3R, without discharging its fiduciary duty to that client. Such
circumstances arise when, for example, a firm passes client money to a
clearing house in the form of margin for the firm's obligations to the
clearing house that are referable to transactions undertaken by the firm for
the relevant clients. They may also arise when a firm passes client money to
an intermediate broker for contingent liability investments in the form of
initial or variation margin on behalf of a client. In these circumstances, the
firm remains responsible for that client equity balance held at the
intermediate broker until the contract is terminated and all of that client's
positions at that broker closed. Similarly, this section applies where a firm
allows a broker to hold client money in respect of the firm’s client’s non-
margined transactions, again without the firm discharging its fiduciary duty
to that client. In all cases, if a firm wishes to discharge itself from its
fiduciary duty, it should do so in accordance with the rule regarding the
discharge of a firm's fiduciary duty to the client (CASS 7.11.34R).

A firm may allow another person, such as an exchange, a clearing house or
an intermediate broker, to hold client money, but only if:

(1)  the firm allows that person to hold the client money:

(@) for the purpose of one or more transactions for a client through
or with that person; or

(b) to meeta client's obligation to provide collateral for a
transaction (for example, an initial margin requirement for a
contingent liability investment); and

(2)  inthe case of a retail client, that client has been notified that the firm
may allow the other person to hold its client money.

Client money that a firm allows another person to hold under CASS
7.14.2R:
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(1)  should only be held for transactions which are likely to occur (and
for which the other person needs to receive client money) or have
recently settled (and such that the other person has received client
money); and

(2)  should be recorded in client transaction accounts by that other
person.

Apart from client money held by a firm in an individual client account or an
omnibus client account at an authorised central counterparty, a firm should
not hold excess client money in its client transaction accounts.

Client money arising from, or in connection with, safe custody assets

G

(1)  Money arising from, or in connection with, the holding of a safe
custody assets by a firm which is due to clients should, unless
treated otherwise under the client money rules, be treated as client
money by the firm.

(2)  Firms are reminded of the guidance in CASS 6.1.2G.

If a firm has deposited safe custody assets with a third party under CASS
6.3 and client money arises from, or in connection with, those safe custody
assets then the firm must ensure that the third party either deposits the
money in a client bank account of the firm or records it in a client
transaction account for the benefit of the firm clients as appropriate.

Firms are reminded of the guidance in CASS 7.14.4G which is applicable to
client transaction accounts.

If the third party holding the safe custody assets under CASS 7.14.6R is a
bank with which the firm is permitted to deposit client money under CASS
7.13.3R, then the client bank account referred to in CASS 7.14.6R may be
an account with that bank.

Firms are reminded of the requirements under CASS 7.18 for
acknowledgement letters, which must be complied with before using client
bank accounts and client transaction accounts.

Records, accounts and reconciliations

G

(1)  This section sets out the requirements a firm must meet when
keeping records and accounts of the client money it holds.

(2)  Where a firm establishes one or more sub-pools, the provisions of
CASS 7.15 (Records, accounts and reconciliations) shall be read as
applying separately to the firm’s general pool and each sub-pool in
line with CASS 7.19.3R and CASS 7.19.4R.
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A firm must keep such records and accounts as are necessary to enable it, at
any time and without delay, to distinguish client money held for one client
from client money held for any other client, and from its own money.

[Note: article 16(1)(a) of the MiFID implementing Directive]

A firm must maintain its records and accounts in a way that ensures their
accuracy, and in particular their correspondence to the client money held
for clients.

[Note: article 16(1)(b) of the MiFID implementing Directive]

The requirements in CASS 7.15.2R to CASS 7.15.3R are for a firm to keep
internal records and accounts of client money. Therefore, any records
falling under those requirements should be maintained by the firm and
should be separate to any records the firm may have obtained from any
third parties, such as those with or through whom it may have deposited, or
otherwise allowed to hold, client money.

Record keeping

R

G

R

(1) A firm must maintain records so that it is able to promptly determine
the total amount of client money it should be holding for each of its
clients.

(2) A firm must ensure that its records are sufficient to show and explain
its transactions and commitments for its client money.

(3)  Unless otherwise stated, a firm must ensure that any record made
under the this chapter is retained for a period of five years starting
from the later of:

@ the date it was created; and

(b) (if it has been modified since the date it was created), the date
it was most recently modified.

Unless required sooner under another rule in this chapter, in complying
with CASS 7.15.5R(1) a firm should ensure it is able to determine the total
amount of client money it should be holding for each client within two
business days of having taken a decision to do so or at the request of the
FCA.

For each internal client money reconciliation and external client money
reconciliation the firm conducts, it must ensure that it records:

(1) the date it carried out the relevant process;
(2)  the actions the firm took in carrying out the relevant process; and

(3)  the outcome of its calculation of its client money requirement and
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client money resource.

Policies and procedures

G

Firms are reminded that they must, under SYSC 6.1.1R, establish,
implement and maintain adequate policies and procedures sufficient to
ensure compliance of the firm with the rules under this chapter. This should
include, for example, establishing and maintaining policies and procedures
concerning:

(1) the frequency and method of the reconciliations the firm is required
to carry out under this section;

(2) the resolution of reconciliation discrepancies under this section; and

(3) the frequency at which the firm is required to review its
arrangements in compliance with this chapter.

Receipts of client money

R

A firm must maintain appropriate records that account for all receipts of
client money in the form of cash, cheque or other payable order that are not
yet deposited in a client bank account (see CASS 7.13.32R and CASS
7.13.33R).

Firms following one of the standard methods of internal client money
reconciliation in CASS 7.16 are also reminded that they must, as part of
their internal client money reconciliation, take into account all receipts of
client money in the form of cash, cheque or other payable order that are not
yet deposited in a client bank account (see CASS 7.13.32R and CASS
7.13.33R).

Payments made to discharge fiduciary duty

R

If a firm draws a cheque, or other payable order, to discharge its fiduciary
duty to its clients, it must continue to record its obligation to its clients until
the cheque, or other payable order, is presented and paid by the bank.

Internal client money reconciliations

R

An internal client money reconciliation requires a firm to carry out a
reconciliation of its internal records and accounts of the amount of client
money that the firm holds for each client with its internal records and
accounts of the client money the firm should hold in client bank accounts or
has placed in client transaction accounts.

In carrying out an internal client money reconciliation, a firm must use the
values contained in its internal records and ledgers (for example, its cash
book or other internal accounting records) rather than the values contained
in the records it has obtained from banks and other third parties with whom
it has placed client money (for example, bank statements).
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G  Aninternal client money reconciliation should:

1)

(2)

3)

4)

R (1)

@)

3)

R (1)

(2)

be one of the steps a firm takes to arrange adequate protection for
clients’ assets when the firm is responsible for them (see Principle 10
(Clients’ assets), as it relates to client money);

be one of the steps a firm takes to satisfy its obligations under CASS
7.12.2R and CASS 7.15.3R and, where relevant, SYSC 4.1.1R(1) and
SYSC 6.1.1R, to ensure the accuracy of the firm’s records and
accounts;

for the normal approach to segregating client money (CASS 7.13.6R),
check whether the amount of client money recorded in the firm’s
records as being segregated in client bank accounts meets the firm's
obligations to its clients under the client money rules on a daily basis;
and

for the alternative approach to segregating client money (CASS
7.13.62R), calculate the amount of client money to be segregated in
client bank accounts which meets the firm's obligations to its clients
under the client money rules on a daily basis.

A firm must perform an internal client money reconciliation:
@) each business day; and

(b) based on the records of the firm as at the close of business on
the previous business day.

When performing an internal client money reconciliation, a firm
must, subject to (3), follow one of the standard methods of internal
client money reconciliation in CASS 7.16.

A firm proposing to follow a non-standard method of internal client
money reconciliation must comply with the requirements in CASS
7.15.17R to CASS 7.15.19G.

A firm which has adopted the normal approach to segregating client
money (see CASS 7.13.6R) must use the internal client money
reconciliation to check whether its client money resource, as at the
close of business on the previous business day, was equal to its client
money requirement at the close of business on that previous day.

A firm that adopts the alternative approach to segregating client
money (see CASS 7.13.54G) must use the internal client money
reconciliation to ensure that its client money resource as at the close
of business on any day it carries out an internal client money
reconciliation is equal to its client money requirement at the close of
business on the previous day.

Non-standard method of internal client money reconciliation
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A non-standard method of internal client money reconciliation is a method
of internal client money reconciliation which does not meet the
requirements in CASS 7.16 (The standard methods of internal client money
reconciliation).

1)

(2)

Before using a non-standard method of internal client money
reconciliation, a firm must:

(@)

(b)

(©)

establish and document in writing its reasons for concluding
that the method of internal client money reconciliation it
proposes to use will:

Q) (for the normal approach to segregating client money)
check whether the amount of client money recorded in
the firm’s records as being segregated in client bank
accounts meets the firm’s obligation to its clients
under the client money rules on a daily basis; or

(i) (for the alternative approach to segregating client
money) calculate the amount of client money to be
segregated in client bank accounts which meets the
firm’s obligations to its clients under the client money
rules on a daily basis;

notify the FCA of its intentions to use a non-standard method
of internal client money reconciliation; and

send a written report to the FCA prepared by an independent
auditor of the firm in line with a reasonable assurance
engagement and stating the matters set out in (2).

The written report in (1)(c) must state whether in the auditor’s
opinion:

(@)

(b)

the method of internal client money reconciliation which the
firm will use is suitably designed to enable it to (as
applicable):

() (for the normal approach to segregating client money)
check whether the amount of client money recorded in
the firm’s records as being segregated in client bank
accounts meets the firm’s obligation to its clients
under the client money rules on a daily basis; or

(i) (for the alternative approach to segregating client
money) calculate the amount of client money to be
segregated in client bank accounts which meets the
firm’s obligations to its clients under the client money
rules on a daily basis; and

the firm’s systems and controls are suitably designed to
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enable it to carry out the method of internal client money
reconciliation the firm will use.

(3) A firmusing a non-standard method of internal client money
reconciliation must not materially change its method of undertaking
internal client money reconciliations unless:

@ the firm has established and documented in writing it reasons
for concluding that the changed methodology will meet the
requirements in (1)(a)(i) and (ii), as applicable;

(b) an auditor of the firm has prepared a report that complies with
the requirements in (1)(c) and (2) in respect of the firm’s
proposed changes; and

(©) the firm provides a copy of the report prepared by the auditor
under (2) to the FCA before implementing the change .

A firm is reminded that, under SUP 3.4.2R, it must take reasonable steps to
ensure that its auditor has the required skill, resources and experience to
perform its function.

External client money reconciliations

R

R

A firm must conduct, on a regular basis, reconciliations between its internal
records and accounts and those of any third parties which hold client
money.

[Note: article 16(1)(c) of the MiFID implementing Directive]
The purpose of an external client money reconciliation is to ensure the

accuracy of a firm’s internal records and accounts against those of any third
parties by whom client money is held.

Frequency of external client money reconciliations

A firm must perform an external client money reconciliation:

(1) asregularly as is necessary but without allowing more than one
month to pass between each external client money reconciliation;
and

(2) assoon as reasonably practicable after the date to which the external
client money reconciliation relates.

When determining the frequency at which it will undertake external client

money reconciliations, a firm must have regard to:

(1) the frequency, number and value of transactions which the firm
undertakes in respect of client money; and

(2) the risks to which the client money is exposed, such as the nature,
volume and complexity of the firm’s business and where and with
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whom client money is held.

A firm must make and retain records sufficient to show and explain
any decision it has taken under CASS 7.15.23R when determining the
frequency of its external client money reconciliation. Subject to (2),
any such records must be retained indefinitely.

If any decision under CASS 7.15.23R is superseded by a subsequent
decision under that rule then the record of that earlier decision
retained in accordance with (1) need only be retained for a further
period of five years from the subsequent decision.

In most circumstances, firms which undertake transactions on a daily basis
should conduct an external client money reconciliation each business day.

1)

@)

3)

Subject to (3), a firm must review the frequency it conducts its
external client money reconciliations at least annually to ensure that
it continues to comply with CASS 7.15.22R and has given due
consideration to the matters in CASS 7.15.23R.

For each review a firm undertakes under (1), it must record the date
and the actions it took in reviewing the frequency of its external
client money reconciliations.

A firm need not carry out a review under (1) if it is conducting
external client money reconciliations each business day.

Method of external client money reconciliations

An external client money reconciliation requires a firm to:

1)

@)

compare:

(@) the balance, currency by currency, on each client bank account
recorded by the firm, as set out in the most recent statement or
other form of confirmation issued by the bank with which
those accounts are held; and

(b) the balance, currency by currency, on each client transaction
account as recorded by the firm, as set out in the most recent
statement or other form of confirmation issued by the person
with whom the account is held; and

promptly identify and resolve any discrepancies between those
balances under CASS 7.15.31R and CASS 7.15.32R.

A firm must ensure it includes the following items within its external client

money reconciliation:

1)

any client’s approved collateral a firm holds which secures an
individual negative client equity balance (see CASS 7.16.32R); and
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(2) any of its own approved collateral a firm holds which is used to meet
the total margin transaction requirement in CASS 7.16.33R.

Reconciliation discrepancies

R

When a discrepancy arises between a firm’s client money resource and its
client money requirement identified by a firm's internal client money
reconciliations, the firm must determine the reason for the discrepancy and
ensure that:

(1) any shortfall is paid into a client bank account by the close of
business on the day that the reconciliation is performed; or

(2) any excess is withdrawn from a client bank account within the same
time period.

Where the discrepancy identified under CASS 7.15.29R has arisen as a
result of a breach of the client money segregation requirements, the firm
should ensure it takes sufficient steps to avoid a reoccurrence of that breach
(see Principle 10 (Clients’ assets), as it relates to client money, CASS
7.15.3R and, where relevant, SYSC 4.1.1R(1) and SYSC 6.1.1R).

If any discrepancy is identified by an external client money reconciliation,
the firm must investigate the reason for the discrepancy and take all
reasonable steps to correct it without undue delay, unless the discrepancy
arises solely as a result of timing differences between the accounting
systems of the party providing the statement or confirmation and that of the
firm.

While a firm is unable to immediately resolve a discrepancy identified by
an external client money reconciliation, and one record or set of records
examined by the firm during its external client money reconciliation
indicates that there is a need to have a greater amount of client money or, if
appropriate, approved collateral than is the case, the firm must assume,
until the matter is finally resolved, that that record or set of records is
accurate and pay its own money into a relevant account.

Notification requirements

R A firm must inform the FCA in writing without delay if:

(1) itsinternal records and accounts of client money are materially out of

date, inaccurate or invalid so that the firm is no longer able to comply
with the requirements in CASS 7.15.2R, CASS 7.15.3R or CASS
7.15.5R(2);

(2) itwill be unable to, or materially fails to, pay any shortfall into a client

bank account or withdraw any excess from a client bank account so
that the firm is unable to comply with CASS 7.15.29R after having
carried out an internal client money reconciliation;
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it will be unable to, or materially fails to, identify and resolve any
discrepancies under CASS 7.15.31R to CASS 7.15.32R after having
carried out an external client money reconciliation;

it will be unable to, or materially fails to, conduct an internal client
money reconciliation in compliance with CASS 7.15.12R and CASS
7.15.15R,;

it will be unable to, or materially fails to, conduct an external client
money reconciliation in compliance with CASS 7.15.20R to CASS
7.15.28R; and

it becomes aware that, at any time in the preceding 12 months, the
amount of client money segregated in its client bank accounts
materially differed from the total aggregate amount of client money
the firm was required to segregate in client bank accounts under the
client money segregation requirements.

Annual audit of compliance with the client money rules

G

Firms are reminded that the auditor of the firm has to confirm in the report
submitted to the FCA under SUP 3.10 (Duties of auditors: notification and
report on client assets) that the firm has maintained systems adequate to
enable it to comply with the client money rules.

The standard methods of internal client money reconciliation

G

(1)

)

(1)

)

Firms are required to carry out an internal client money reconciliation
each business day (CASS 7.15.12R and CASS 7.15.15R). This section
sets out methods of reconciliation that are appropriate for these
purposes (the standard method of internal client money
reconciliation).

Where a firm establishes one or more sub-pools, the provisions of
CASS 7.16 (The standard methods of internal client money
reconciliation) shall be read as applying to the firm’s general pool and
each sub-pool individually, in line with CASS 7.19.3R and CASS
7.19.4R.

A non-standard method of internal client money reconciliation is a
method of internal client money reconciliation which does not meet
the requirements of this section.

Where a firm uses a non-standard method of internal client money
reconciliation it is reminded that it must comply with the
requirements in CASS 7.15.18R.

Regardless of whether a firm is following one of the standard methods of
internal client money reconciliation or a non-standard method of internal
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client money reconciliation, it is reminded that it must maintain its records
so that it is able to promptly calculate the total amount of client money it
should be holding for each client (see CASS 7.15.5R(1)).

Firms are reminded that the internal client money reconciliation should
achieve the purposes set out in CASS 7.15.14G.

(1) Afirm that adopts the normal approach to segregating client money
(CASS 7.13.6R) will be using the methods in this section to check
whether it has correctly segregated client money in its client bank
accounts.

(2)  Afirm that adopts the alternative approach to segregating client
money (CASS 7.13.54G) will be using the methods in this section to
calculate how much money it needs to withdraw from, or place in,
client bank accounts as a result of any discrepancy arising between its
client money requirement and its client money resource at the close of
business on the previous business day.

Unless otherwise stated, firms are reminded that they are required to receive
all client money receipts directly into a client bank account (see CASS
7.13.6R).

A firm that receives client money in the form of cash, a cheque or other
payable order is reminded that it must pay that money (eg, into a client bank
account) no later than on the business day after it receives the money (see
CASS 7.13.32R). Once deposited into a client bank account, that receipt of
client money should form part of the firm’s client money resource (see CASS
7.16.8R). In calculating its client money requirement, a firm will need to
take into account any client money received as cash, cheques or payment
orders but not yet deposited into a client bank account (see CASS
7.16.25R(3) and CASS 7.16.26G).

Client money resource

R

G

The client money resource is the aggregate balance on the firm’s client bank
accounts.

(1) A firm should ensure that the amount it reflects in its internal client
money reconciliation as its client money resource is equal to the
aggregate balance on its client bank accounts. For example, if:

@ a firm holds client money received as cash, cheques or payment
orders but not yet deposited in a client bank account (in
accordance with CASS 7.13.32R); and

(b) that firm records all receipts from clients, whether or not yet
deposited with a bank, in its cashbook (see CASS
7.16.26G(1)(a));

its client money resource should not include the cash, cheques or
payment orders received but not yet deposited in a client bank
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account.

(2) The guidance in (1) is consistent with a firm’s obligations to maintain
its internal records in an accurate way, particularly their
correspondence to the client money held for clients.

Client money requirement

7.16.10 R Subject to CASS 7.16.12R, the client money requirement must be calculated
by one, but not both, of the following of two methods:

1) the individual client balance method (CASS 7.16.16R); or
2 the net negative add-back method (CASS 7.16.17R).

7.16.11 R The net negative add-back method may only be used, under this section, by a
CASS 7 asset management firm or a CASS 7 loan-based crowdfunding firm
and only if such firms do not undertake any margined transactions for, or on
behalf of, their clients.

7.16.12 R A CASS 7 loan-based crowdfunding firm must not use the individual client
balance method under this section.

7.16.13 G (1) The client money requirement should represent the total amount of
client money a firm is required to have segregated in client bank
accounts under the client money rules.

@) CASS 7.16.11R does not prevent a firm from adopting a net negative
add-back method as part of a non-standard method of internal client
money reconciliation.

(3) CASS 7.16.12R does not prevent a CASS loan-based crowdfunding
firm from adopting the individual client balance method as part of a
non-standard method of internal client money reconciliation.

4) If a firm uses the individual client balance method in respect of some
of its business lines and the net negative add-back method in respect
of others it will be conducting a non-standard method of internal
client money reconciliation.

71614 G (1) The individual client balance method (CASS 7.16.16R) may be
applied by any firm except a CASS 7 loan-based crowdfunding firm.
This method requires a firm to calculate the total amount of client
money it should be segregating in client bank accounts by reference
to how much the firm should be holding in total (ie, across all its
client bank accounts and businesses) for each of its individual clients
for:

@ non-margined transactions (CASS 7.16.16R(1) and CASS
7.16.21R);
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margined transactions (CASS 7.16.16R(2) and CASS
7.16.32R); and

certain other matters (CASS 7.16.16R(3) and CASS
7.16.25R).

CASS 7.16.22E is an evidential provision which sets out a
method firms should use for calculating how much they
should be holding in total for each individual client for non-
margined transactions.

The calculation in CASS 7.16.22E permits a firm to calculate
either one individual client balance across all its products for
each client or a number of individual client balances per
client equal to the number of products operated by the firm
for each client (see CASS 7.16.22E(1)).

The calculation referred to in (2)(b) may also be applied by
different types of firms and, as a result, each firm will need to
apply the calculation in way which recognises the business
model under which that firm operates.

G The net negative add-back method (CASS 7.16.17R) is available to CASS 7
asset management firms and CASS 7 loan-based crowdfunding firms, many
of whom may operate internal ledger systems on a bank account by bank
account, not client-by-client, basis. This method allows a firm to calculate
the total amount of client money it is required to have segregated in client
bank accounts by reference to:

1) the balances in each client bank account (see CASS 7.16.17R(1) and
CASS 7.16.18G(2));

(@) whether any individual client’s net position in a specific client bank
account is negative (see CASS 7.16.17R(2) and CASS 7.16.18G(2));

and

3) certain other matters (see CASS 7.16.17R(2) and CASS 7.16.25R).

Client money requirement calculation: individual client balance method

R Subject to CASS 7.16.25R and CASS 7.16.37R, under this method the client
money requirement must be calculated by taking the sum of, for all clients
and across all products and accounts:

1) the individual client balances calculated under CASS 7.16.21R,
excluding:

(@)

(b)

individual client balances which are negative (ie, debtors);
and

clients' equity balances;
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the total margined transaction requirement (calculated under CASS
7.16.32R); and

any amounts that have been segregated as client money according to
the firm’s records under any of the following: CASS 7.13.51R(1)
(prudent segregation record), CASS 7.13.66R (alternative approach
mandatory prudent segregation record) and/ CASS 7.13.74R
(clearing arrangement mandatory prudent segregation record).

Client money requirement calculation: net negative add-back method

R Subject to CASS 7.16.25R, under this method the client money requirement
must be calculated by taking the sum of, for each client bank account:

G

G

1)

)

(1)

)

the amount which the firm’s internal records show as held on that
account; and

an amount that offsets each negative net amount which the firm’s
internal records show attributed to that account for an individual
client.

A firm which utilises the net negative add-back method is reminded
that it must do so in a way which allows it to maintain its records so
that, at any time, the firm is able to promptly determine the total
amount of client money it should be holding for each client (see
CASS 7.15.5R(2)).

For the purposes of CASS 7.16.17R, a firm should be able to readily
use the figures previously recorded in its internal records and ledgers
(for example, its cashbook or other internal accounting records) as at
the close of business on the previous business day without
undertaking any additional steps to determine the balances in the
firm’s client bank accounts.

A firm which utilises the net negative add-back method may:

(1)

()

calculate its client money requirement and client money resource on
a bank account by bank account basis;

for the purposes of CASS 7.16.17R, a firm should take into account
any amounts that have been segregated as client money according to
the firm’s records under either or both CASS 7.13.50R (prudent
segregation record) and CASS 7.13.66R (alternative approach
mandatory prudent segregation record).

Non-margined transactions (eg, securities): individual client balance

G

The sum of positive individual client balances for each client should

represent the total amount of all money the firm holds, has received or is

obligated to have received or be holding as client money in a client bank
account for that client for non-margined transactions.
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7.16.21 R A firm must calculate a client’s individual client balances in a way which
captures the total amount of all money the firm should be holding as client
money in a client bank account for that client for non-margined transactions
under the client money rules.

71622 E (1) A firm may calculate either:

@ one individual client balance for each of its clients, based on
the total of the firm’s holdings for each client; or

(b) a number of individual client balances per client, equal to the
number of products the firm operates for each client.

(@) Each individual client balance for a client should be calculated in
accordance with this table:

Individual client balance calculation

Free money (sums held for a client free of sale or A
purchase (eg, see (3)(a)) and

sale proceeds due to the client:

@ for principal deals when the client has B
delivered the designated investments; and

(b) | for agency deals, when:

() the sale proceeds have been received | C1
by the firm and the client has
delivered the designated investments;
or

(if) | the firm holds the designated C2
investments for the client; and

the cost of purchases:

(©) for principal deals, paid for by the client D
when the firm has not delivered the
designated investments to the client; and

(d) | for agency deals, paid for by the client
when:

Q) the firm has not remitted the money El
to, or to the order of, the
counterparty; or

(if) | the designated investments have been | E2
received by the firm but have not

Page 192 of 252



FCA 2014/36

been delivered to the client;

Less

money owed by the client for unpaid purchases by, | F
or for, the client if delivery of those designated
investments has been made to the client; and

proceeds remitted to the client for sales transactions | G
by, or for, the client if the client has not delivered
the designated investments.

Individual client balance 'X' = X
(A+B+C1+C2+D+E1+E2)-F-G

(3) When calculating an individual client balance for each client, a firm
should also:

@ ensure it includes:

(1)  client money consisting of dividends received and
interest earned and allocated (see CASS 7.11.32R);

(i) client money consisting of dividends (actual or
payments in lieu), stock lending fees and other
payments received and allocated (see CASS 6.1.2G);

(iii))  money the firm appropriates and segregates as client
money to cover an unresolved shortfall in safe custody
assets it identifies in its internal records which is
attributable to an individual client (see CASS
6.6.54R(2)); and

(iv) money the firm segregates as client money instead of an
individual client’s safe custody asset until such time as
the relevant delivery versus payment transaction settles
under CASS 6.1.12R(2); and

(b) deduct any amounts due and payable by the client to the firm
(see CASS 7.11.25R).

4 Compliance with (1), (2), (3) and (4) may be relied on as tending to
establish compliance with CASS 7.16.21R.

7.16.23 R A firm must calculate an individual client balance using the contract value
of any client purchases or sales, being the value to which the client would be
contractual entitled to receive or contractually obligated to pay.

7.16.24 G If afirm calculates each individual client balance on a product-by-product
basis under CASS 7.16.22E(1)(b), the result should be that the firm does not
net client positions across all products and accounts.
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Other requirements for calculating the client money requirement

R When calculating the client money requirement under either of the methods
in CASS 7.16.10R, a firm must:

G

1)

)

(3)

(4)

()

1)

)

(3)

include any unallocated client money (see CASS 7.13.36R) and
unidentified receipts of money it considers prudent to segregate as
client money (see CASS 7.13.37R);

include any money the firm appropriates and holds as client money to
cover an unresolved shortfall in safe custody assets identified in its
internal records which is not attributable, or cannot be attributed to,
an individual client (see CASS 6.6.49R, CASS 6.6.50R and CASS
6.6.54R);

take into account any client money received as cash, cheques or
payment orders but not yet deposited into a client bank account
under CASS 7.13.32R (see also CASS 7.15.9R);

if it has drawn any cheques or other payable orders, to discharge its
fiduciary duty to its clients and continue to treat the sum concerned
as forming part of its client money requirement until the cheque or
order is presented and paid by the bank (see CASS 7.11.40R); and

ensure it has taken into account all client money the firm should be
holding in connection with clients’ non-margined transactions.

Under CASS 7.16.25R(3), where a firm holds client money received
as cash, cheques or payment orders but not yet deposited in a client
bank account under CASS 7.13.32R, it may:

@ include these balances when calculating its client money
requirement (eg, where the firm records all receipts from
clients, whether or not yet deposited with a bank, in its
cashbook); or

(b)  exclude these balances when calculating its client money
requirement (eg, where the firm only records client receipts to
its cashbook once deposited with a bank).

In line with (1)(a), the firm will need to ensure that, before finalising
the calculation of its client money requirement within this section, it
deducts these balances, to ensure that they do not give rise to a
discrepancy between the firm’s client money requirement and client
money resource (see CASS 7.15.29R).

In line with (1)(b), although the balances concerned do not form part
of the firm’s client money requirement, the firm must continue to
account for all receipts of client money as cash, cheques or payment
orders but not yet deposited in a client bank account in its records
and accounts (see CASS 7.13.32R and CASS 7.15.9R).
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1) In accordance with CASS 7.16.25R(5), where a firm has allowed
another person to hold client money in connection with a client’s
non-margined transaction (eg, in a client transaction account under
CASS 7.14 (Client money held by a third party), the firm should
include these balances when calculating its client money
requirement.

@) If a firm is utilising the individual client balance method (CASS
7.16.16R) to calculate its client money requirement, CASS 7.16.21R
requires the firm to include the sums its holds for each client that are
placed with another person in connection with a client’s non-
margined transaction when calculating a client’s individual client
balance (eg, see CASS 7.16.22E and items C1 and E2).

3 Under (1) and (2), the firm will need to ensure that, before finalising
the calculation of its client money requirement within this section, it
deducts the balances held for clients’ non-margined transactions in
client transaction accounts, to ensure that they do not give rise to a
discrepancy between the firm’s client money requirement and client
money resource (see CASS 7.15.29R).

4) Under (1), (2) and (3), in determining the balances of client money a
firm has allowed another person to hold in connection with a client’s
non-margined transaction or the balances held for clients’ non-
margined transactions in client transaction accounts, a firm should
use the values contained in its internal records and ledgers (see CASS
7.15.13R).

Margined transactions (eg, derivatives): equity balances

R

R

Subject to CASS 7.16.30R, a client’s equity balance is the amount which the
firm would be liable to pay to the client (or the client to the firm) under the
client money rules for margined transactions if each of the open positions
were liquidated at the closing or settlement prices published by the relevant
exchange or other appropriate pricing source and the account with the firm
were closed. This notional balance should include any unrealised losses or
profits associated with that client’s open positions, and any margin the firm
has received from the client in connection with those positions.

Subject to CASS 7.16.30R, a firm's equity balance is the amount which the
firm would be liable to pay to the exchange, clearing house, intermediate
broker or OTC counterparty (or vice-versa) for the firm's margined
transactions if each of the open positions of those of the firm's clients that
are entitled to protection under the client money rules were liquidated at the
closing or settlement prices published by the relevant exchange or other
appropriate pricing source and the firm's client transaction accounts with
that exchange, clearing house, intermediate broker or OTC counterparty
were closed. This notional balance should include any unrealised losses or
profits associated with the open positions the firm holds for clients and any
margin the firm holds for clients in the relevant client transaction accounts.
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The terms ‘client’s equity balance' and 'firm's equity balance' refer to cash
values and do not include non-cash collateral or other designated
investments (including approved collateral) the firm holds for a margined
transaction.

Margined transactions (eg, derivatives): margined transaction requirement

G The margined transaction requirement should represent the total amount of

R

R

client money a firm is required under the client money rules to segregate in
client bank accounts for margined transactions. The calculation in CASS
7.16.33R is designed to ensure that an amount of client money is held in
client bank accounts which equals at least the difference between the equity
the firm holds at exchanges, clearing houses, intermediate brokers and OTC
counterparties for margined transactions for clients entitled to protection
under the client money rules, and the amount due to clients under the client
money rules for those same margined transactions. With this calculation, a
firm’s margined transaction requirement should represent, if positions were
unwound, the firm’s gross liabilities to clients entitled to protection under
the client money rules for margined transactions.

The total margined transaction requirement is:

@ the sum of each of the client's equity balances which are positive;
less

@) the proportion of any individual negative client equity balance which
is secured by client approved collateral; and

3 the net aggregate of the firm's equity balance (negative balances
being deducted from positive balances) on client transaction
accounts for customers with exchanges, clearing houses,
intermediate brokers and OTC counterparties.

1) To meet the total margin transaction requirement, a firm may
appropriate and use its own approved collateral, provided it meets
the requirements in (2).

@) The firm must hold the approved collateral in a way which ensures
that, in accordance with CASS 7A.2.3AR, the approved collateral
will be liquidated on the occurrence of a primary pooling event and
the proceeds paid into a client bank account, and in so doing:

@ ensure the approved collateral is clearly identifiable as
separate from the firm’s own property and is recorded by the
firm in its records as being held for its clients;

(b) keep a record of the actions the firm has taken under this rule
which includes a description of the terms on which the firm
holds the approved collateral, identifies that the approved
collateral is held for the benefit of its clients and specifies the
approved collateral that the firm has appropriated for the
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purposes of this rule; and

(©) update the record made under (b) whenever the firm ceases to
appropriate and use approved collateral under this rule.

Where CASS 7.16.33R applies, the firm will be reducing the requirement
arising from CASS 7.16.16R(2) and, as such, simultaneously reducing its
overall client money requirement (ie, the amount of money the firm is
required to segregate in client bank accounts).

If a firm's total margined transaction requirement is negative, the firm must
treat it as zero for the purposes of calculating its client money requirement.

LME bond arrangements

R

A firm with a Part 30 exemption order which also operates an LME bond
arrangement for the benefit of US-resident investors must exclude the client
equity balances for transactions undertaken on the LME on behalf of those
US-resident investors from the calculation of the margined transaction
requirement, to the extent those transactions are provided for by an LME
bond arrangement.

Reduced client money requirement option

R Where appropriate, a firm may:

) when, in respect of a client, there is a positive individual client
balance and a negative client equity balance, offset the credit against
the debit and, therefore, have a reduced individual client balance in
CASS 7.16.21R for that client; and

@) when, in respect of a client, there is a negative individual client
balance and a positive client equity balance, offset the credit against
the debit and, therefore, have a reduced client equity balance (CASS
7.16.28R) for that client.

G The effect of CASS 7.16.37R is to allow a firm to offset, on a client-by-client
basis, a negative amount with a positive amount arising out of the
calculations in CASS 7.16.21R and CASS 7.16.28R and, therefore, reduce its
overall client money requirement.

Statutory trust

G Section 137B(1) of the Act (Miscellaneous ancillary matters) provides that

rules may make provision which result in client money being held by a firm
on trust (England and Wales and Northern Ireland) or as agent (Scotland
only). This section creates a fiduciary relationship between the firm and its
client under which client money is in the legal ownership of the firm but
remains in the beneficial ownership of the client. In the event of failure of
the firm, costs relating to the distribution of client money may have to be
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borne by the trust.
Requirement

7.17.2 R Subject to CASS 7.17.3R in respect of a trustee firm, a firm receives and
holds client money as trustee on the following terms:

(1)  for the purposes of, and on the terms of, the client money rules and
the client money distribution rules;

(2) (a) where afirm maintains only a general pool of client money,
subject to (4), for the clients (other than clients which are
insurance undertakings when acting as such with respect to
client money received in the course of insurance mediation
activity and that was opted in to this chapter) for whom that
money is held, according to their respective interests in it;

(b)  where a firm has established one or more pools of client
money, subject to (4):

(i) the general pool is held for all the clients of the firm for
whom the firm receives or holds client money (other than
clients which are insurance undertakings when acting in
regard to client money received during insurance
mediation activity and that was opted in to this chapter)
according to their respective interests; and

(if)  each sub-pool is for the clients of the firm who are
identified as beneficiaries of the sub-pool in question, in
accordance with CASS 7.19.6R(2), according to their
respective interests in it;

(3) after all valid claims in (2) have been met, for clients which are
insurance undertakings with respect of client money received in the
course of insurance mediation activity according to their respective
interests in it;

(4)  for the payment of the costs properly attributable to the distribution of
the client money in (2) if such distribution takes place following the
failure of the firm; and

(5) after all valid claims and costs under (2) to (4) have been met, for the
firm itself.

7.17.3 R Atrustee firm which is subject to the client money rules by virtue of CASS
7.10.1R(2) receives and holds client money as trustee on the terms in CASS
7.17.2R, subject to its obligations to hold client money as trustee under the
relevant instrument of trust.

7.17.4 G If atrustee firm holds client money, the firm should follow the provisions in
CASS 7.10.33R to CASS 7.10.40G.
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The statutory trust under CASS 7.17.2R does not permit a firm, in its
capacity as trustee, to use client money to advance credit to the firm's clients,
itself, or any other person. For example, if a firm wishes to undertake a
transaction for a client in advance of receiving client money from that client
to fund that transaction, it should not advance credit to that client or itself
using other clients’ client money (ie, it should not ‘pre-fund’ the transaction
using other clients’ client money).

Acknowledgment letters

Purpose

G The main purposes of an acknowledgement letter are:

(1)

()

(3)

to put the bank, exchange, clearing house, intermediate broker, OTC
counterparty or other person (as the case may be) on notice of a firm’s
clients’ interests in client money that has been deposited with, or has
been allowed to be held by, such person;

to ensure that the client bank account or client transaction account has
been opened in the correct form (eg, whether the client bank account
is being correctly opened as a general client bank account, a
designated client bank account or a designated client fund account),
and is distinguished from any account containing money that belongs
to the firm; and

to ensure that the bank, exchange, clearing house, intermediate
broker, OTC counterparty or other person (as the case may be)
understands and agrees that it will not have any recourse or right
against money standing to the credit of the client bank account or
client transaction account, in respect of any sum owed to such person,
or to any other third person, on any other account.

Client bank account acknowledgment letters

R

1)

)

For each client bank account, a firm must, in accordance with CASS
7.18.6R, complete and sign a client bank account acknowledgement
letter clearly identifying the client bank account, and send it to the
bank with whom the client bank account is, or will be, opened,
requesting the bank to acknowledge and agree to the terms of the letter
by countersigning it and returning it to the firm.

Subject to CASS 7.18.14R and CASS 7.18.15R, a firm must not hold or
receive any client money in or into a client bank account unless it has
received a duly countersigned client bank account acknowledgement
letter from the relevant bank that has not been inappropriately
redrafted (see CASS 7.18.8R) and clearly identifies the client bank
account.
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Client transaction account acknowledgement letters
7.18.3 R (1) This rule does not apply to a firm to which CASS 7.18.4R(1) applies.

(2) For each client transaction account, a firm must, in accordance with
CASS 7.18.6R, complete and sign a client transaction account
acknowledgement letter clearly identifying the client transaction
account. That letter must be sent to the person with whom the client
transaction account is, or will be, opened, requesting such person to
acknowledge and agree to the terms of the letter by countersigning it
and returning it to the firm.

(3) Subject to CASS 7.18.14R and CASS 7.18.15R, a firm must not allow
the relevant person to hold any client money in a client transaction
account maintained by that person for the firm, unless the firm has
received a duly countersigned client transaction account
acknowledgement letter from that person that has not been
inappropriately redrafted (see CASS 7.18.8R) and that clearly
identifies the client transaction account.

Authorised central counterparty acknowledgment letters

7.18.4 R (1) A firm which places client money at an authorised central
counterparty in connection with a regulated clearing arrangement
must, in accordance with CASS 7.18.6R, complete and sign an
authorised central counterparty acknowledgement letter clearly
identifying the relevant client transaction account. That letter must be
sent to the authorised central counterparty with whom the client
transaction account is, or will be, opened, requesting such authorised
central counterparty to acknowledge receipt of the letter by
countersigning it and returning it to the firm.

(2) A firm which has complied with CASS 7.18.4R(1) may allow the
authorised central counterparty to hold client money on the relevant
client transaction account, whether or not the authorised central
counterparty has countersigned and returned the authorised central
counterparty acknowledgement letter it received from the firm.

Acknowledgement letters in general

7.18.5 G Indrafting acknowledgement letters under CASS 7.18.2R, CASS 7.18.3R or
CASS 7.18.4R, a firm is required to use the relevant template in CASS 7
Annex 2R, CASS 7 Annex 3R or CASS 7 Annex 4R, respectively.

7.18.6 R When completing an acknowledgment letter under CASS 7.18.2R(1), CASS
7.18.3R(1) or CASS 7.18.4R(1), a firm:

(1) must not amend any of the acknowledgement letter fixed text;

(2) subject to (3), must ensure the acknowledgement letter variable text is
removed, included or amended as appropriate; and

Page 200 of 252



7.18.7

7.18.8

7.18.9

7.18.10

7.18.11

G

R

R

R

R

FCA 2014/36

(3) must not amend any of the acknowledgement letter variable text in a
way that would alter or otherwise change the meaning of the
acknowledgement letter fixed text.

CASS 7 Annex 5G contains guidance on using the template acknowledgment
letters, including when and how firms should amend the acknowledgement
letter variable text that is in square brackets.

(1) If, on countersigning and returning the acknowledgement letter to a
firm, the relevant person has also:

(@ made amendments to any of the acknowledgement letter fixed
text; or

(b) made amendments to any of the acknowledgement letter
variable text in a way that would alter or otherwise change the
meaning of the acknowledgement letter fixed text;

the acknowledgement letter will have been inappropriately redrafted
for the purposes of CASS 7.18.2R(2) or CASS 7.18.3R(3) (as
applicable).

(2) For the purposes of CASS 7.18.2R(2) or CASS 7.18.3R(3),
amendments made to the acknowledgement letter variable text in the
acknowledgement letter returned to a firm by the relevant person, will
not have the result that the letter has been inappropriately redrafted if
those amendments do not affect the meaning of the acknowledgement
letter fixed text, have been specifically agreed with the firm and do not
cause the acknowledgement letter to be inaccurate.

A firm must use reasonable endeavours to ensure that any individual that has
countersigned an acknowledgement letter that has been returned to the firm
was authorised to countersign the letter on behalf of the relevant person.

(1) A firm must retain each countersigned client bank account
acknowledgement letter and client transaction account
acknowledgement letter it receives, from the date of receipt until the
expiry of five years from the date on which the last client bank
account or client transaction account to which the acknowledgement
letter relates is closed.

(2) A firm must retain a copy of each authorised central counterparty
acknowledgment letter it sends to an authorised central counterparty
under CASS 7.18.4R(1), from the date it was sent until the expiry of
five years from the date the last client transaction account to which
the acknowledgement letter relates is closed.

A firm must also retain any other documentation or evidence it believes is
necessary to demonstrate that it has complied with each of the applicable
requirements in this section (such as any evidence it has obtained to ensure
that the individual that has countersigned an acknowledgment letter returned
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to the firm was authorised to countersign the letter on behalf of the relevant
person).

(1) This rule applies to:

(@) any countersigned client bank account acknowledgement letter
or client transaction account acknowledgement letter received
by a firm under CASS 7.18.2R(2) or CASS 7.18.3R(3)
respectively; and

(b) any authorised central counterparty acknowledgement letter
sent by a firm under CASS 7.18.4R(1), whether or not it has been
countersigned by the relevant authorised central counterparty
and received by the firm.

(2) A firm must, periodically (at least annually, and whenever it is aware
that something referred to in an acknowledgement letter has changed)
review each of its acknowledgement letters to ensure that they all
remain accurate.

(3) Whenever a firm finds an inaccuracy in an acknowledgement letter, it
must promptly draw up a replacement acknowledgement letter under
CASS 7.18.2R, CASS 7.18.3R or CASS 7.18.4R, as applicable, and, if
it is an acknowledgement letter required to be sent under CASS
7.18.2R or CASS 7.18.3R, ensure that the new acknowledgement letter
is duly countersigned and returned by the relevant person.

Under CASS 7.18.12R, a firm should draw up and send out a replacement
acknowledgement letter whenever:

(1) there has been a change in any of the parties’ names or addresses as
set out in the letter; or

(2) the firm becomes aware of an error or misspelling in the drafting of
the letter.

If a firm’s client bank account or client transaction account is transferred to
another person, the firm must promptly draw up a new acknowledgement
letter under CASS 7.18.2R, CASS 7.18.3R or CASS 7.18.4R, as applicable,
and, if it is an acknowledgement letter required to be sent under CASS
7.18.2R or CASS 7.18.3R, ensure that the new acknowledgement letter is
duly countersigned and returned by the relevant person within 20 business
days of the firm sending it to that person.

If a firm opens a client bank account after a primary pooling event, the firm
must:

(1) promptly draw up and send out a new acknowledgement letter under
CASS 7.18.2R;

(2) not hold or receive any client money in or into the client bank account
unless it has sent the acknowledgement letter to the relevant person;
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and

(3) if the firm has not received a duly countersigned acknowledgement
letter that has not been inappropriately redrafted (see CASS 7.18.8R)
within 20 business days of the firm sending the acknowledgement
letter, withdraw all money standing to the credit of the account and
deposit it in a client bank account with another bank as soon as
possible.

Amend the following as shown.

7.19 Clearing member client money sub-pools

7.19.4 R Where a firm establishes one or more sub-pools, CASS %6 7.15 (Records,
accounts and reconciliations) should be read as applying to the firm for its
general pool and each sub-pool individually.

7.19.5 R A firm that establishes one or more sub-pools must establish and maintain
adequate internal controls and records in accordance with CASS 76 7.15
(Records, accounts and reconciliations) to conduct internal and external
reconciliations for each sub-pool and the general pool individually.

7.19.14 R A Save to the extent permitted under CASS 7.13.70R a firm that receives
client money to be credited in part to one pool and in part to a sub-pool must:

1)

7 Annex 2R Client bank account acknowledgment letter template

[letterhead of firm subject to CASS #8:1 7.18.2R, including full name and address of firm]
[name and address of bank]

[date]

Client Money Acknowledgment Letter (pursuant to the rules of the Financial Conduct
Authority)
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7 Annex 3R Client transaction account acknowledgment letter template

[letterhead of firm subject to CASS #8:2 7.18.3R, including full name and address of firm]

[name and address of counterparty]
[date]

Client Money Acknowledgment Letter (pursuant to the rules of the Financial Conduct
Authority)

7 Annex 4R Authorised central counterparty acknowledgment letter template

[letterhead of firm subject to CASS #8:3 7.18.4R, including full name and address of firm]

[name and address of authorised central counterparty]
[date]

Client Money Acknowledgment Letter (pursuant to the rules of the Financial Conduct
Authority)

7 Annex  Guidance notes for acknowledgement letters (CASS 48 7.18)
5G

3 Under CASS #8-1 7.18.2R(2) and CASS #8-2 7.18.3R(3), firms are required to have in
place a duly signed and countersigned acknowledgment letter for a client bank account
or client transaction account (respectively) before they are allowed to hold or receive
client money in or into the client bank account, or allow the relevant person to hold
any client money on the client transaction account (respectively).

13 Anacknowledgment letter that is signed or countersigned electronically should not,
for that reason alone, result in a breach of the rules in CASS %8 7.19. However, where
electronic signatures are used, a firm should consider whether, under CASS 747
7.13.8R and taking into account the governing law and choice of competent
jurisdiction, it needs to ensure that the electronic signature and the certification by any
person of such signature would be admissible as evidence in any legal proceedings in
the relevant jurisdiction in relation to any question as to the authenticity or integrity of
the letter.
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If a firm does not, in any client bank account acknowledgement letter or client
transaction account acknowledgment letter, utilise the governing law and choice of
competent jurisdiction that is the same as either or both:

@) the law and the jurisdiction under which either the firm or the relevant
counterparty are organised; or

(b) that specified in the underlying agreement/s (eg, banking, custody or clearing
services agreement) with the relevant counterparty;

then the firm should consider whether it is at risk of breaching either CASS 78-5R(3)}
7.18.6R(3) or, in the case of a client bank account acknowledgement letter, CASS %47
7.13.8R.

The FCA recognises that some firms and their counterparties may wish to clarify
through additional words in the governing law provision (see paragraph (I) of the
template in CASS 7 Annex 2R and paragraph (k) of the template in CASS 7 Annex 3R)
that they are agreeing that the substantive law of the governing jurisdiction shall apply
and that their intention is that a court should not decide to apply the substantive
provisions of some other law instead of the parties’ chosen governing law (a ‘renvoi’).
Where this is the case firms are permitted to insert additional text that seeks to provide
increased legal certainty in the space provided. There is no restriction as to what
additional words may be used (for example additional words such as “without regard
to the principles of choice of law” may be appropriate in the circumstances), but a firm
should at all times have regard to the need to comply with CASS #8:5-7.18.6R(3).
However, for the majority of firms the FCA does not expect additional wording for the
governing law provision to be necessary. This is likely to be the case where only a
court that is subject to ‘Rome I’ (Regulation (EC) No 593/2008 of the European
Parliament and of the Council of 17 June 2008) is likely to accept jurisdiction over a
dispute arising out of or in connection with the relevant acknowledgement letter.

Authorised signatories

A firm is required, under CASS 7%8-8 7.18.9R, to use reasonable endeavours to ensure
that any individual that has countersigned an acknowledgement letter returned to the
firm was authorised to countersign the letter on behalf of the relevant counterparty.

A firm should ensure that client money placed in a money market deposit is clearly
identified as client money (see CASS +4-11BG 7.13.15G).

A firm which operates the alternative approach to client money segregation (see CASS
+418AR 7.13.62R) might not make deposits of client money in a money market
deposit from another client bank account. In these circumstances, the firm need only
include in the body of the letter how the firm will notify the bank that a money market
deposit placed with it consists of client money. For example, the relevant space in the
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template letter in CASS 7 Annex 2R may set out that:

A Client money distribution
TA.2 Primary pooling events
TA2.2 R When the firm notified, or is in breach of its duty to notify, the FCA, in

7TA23A R

accordance with CASS #6-16 7.15.33 R (Notification requirements), that it
is unable to identify and allocate in its records all valid claims arising as a
result of a secondary pooling event.

If a primary pooling event occurs in circumstances where the firm had,
before the primary pooling event, reduced its margined transaction
requirement by utilising approved collateral under CASS ZAnnex1G
paragraph-15 7.16.33R, it must immediately liquidate this approved
collateral and place the proceeds in a client bank account.

Pooling and distribution

7A24 R
2)
(3)

TA24A G

the firm must distribute client money comprising the notional pool? in
accordance with CASS 2R 7.17.2R, so that:

@) any such remittance in respect of a client transaction account that is
an individual client account must be distributed to the relevant client

subject to CASS #2R{4) 7.17.2R(4);

in which case the amount of such remittance must be distributed to each
such client in accordance with the information provided by the authorised
central counterparty or clearing member subject to CASS 7Z-7-2R{4)

7.17.2R(4); and
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5) The firm’s obligation to its client in respect of client money held in a
sub-pool is discharged to the extent that the firm transfers that client
money to facilitate porting in accordance with CASS #215R{8)

7.11.34(8).
(-1)

(@)

(1) anauthorised central counterparty to a clearing member other
than the firm in connection with a porting arrangement in

accordance with CASS #2:15R({6} 7.11.34R(6) in respect of
that client;

(i) aclearing member to another clearing member or firm (other
than the firm) in connection with a transfer in accordance

CASS 7-2.15R(8) 7.11.34R(8);
(b)

() anauthorised central counterparty directly to that client, in

accordance with CASS #215R{A 7.11.34R(7);

(i) aclearing member directly to an indirect client in accordance

CASS £215R{9) 7.11.34R(9); and

Secondary Pooling events

Failure of a bank, intermediate broke, settlement agent or OTC counterparty:
secondary pooling events

R

G

R

A secondary pooling event occurs on the failure of a third party to which
client money held by the firm has been transferred under CASS #41R(H

7.13.3R(1) to CASS #41R{3) 7.13.3R(3) (Depositing client money) or
CASS #5:2R 7.14.2R (Transfer of client money to a third party).

When a bank fails and the firm decides not to make good the shortfall in the
amount of client money held at that bank, a secondary pooling event will
occur in accordance with CASS 7A.3.6R. The firm would be expected to
reflect the shortfall that arises at the failed bank in the general pool (where
the firm maintains only a general pool) and, where relevant, in a particular
sub-pool (where the firm maintains both a general pool and one or more
sub-pools) in its records of the entitlement of clients and of money held with
third parties under CASS %6 7.15 (Records, accounts and reconciliations).
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the firm must use the new client money entitlements, calculated in
accordance with (2), for the purposes of reconciliations pursuant to
CASS #6:2R 7.15.3R (Records and accounts) for that pool, and where
relevant SYSC 4.1.1R (General organisational requirements) and SYSC
6.1.1R (Compliance).

the firm must use the new client money entitlements, calculated in
accordance with (2), for the purposes of reconciliations pursuant to
CASS #6-2R 7.15.3R (Records and accounts) in respect of the
relevant pool, and where relevant SYSC 4.1.1R (General
organisational requirements) and SYSC 6.1.1R (Compliance).

the firm must use the new client money entitlements, calculated in
accordance with (2), for the purposes of reconciliations pursuant to
CASS #6-2R 7.15.3R (Records and accounts) for the relevant pool,
and where relevant SYSC 4.1.1R (General organisational
requirements) and SYSC 6.1.1R (Compliance).

the firm must use the new client money entitlements, calculated in
accordance with (2), for the purposes of reconciliations pursuant to
CASS #6:2R 7.15.3R (Records and accounts), and where relevant
SYSC 4.1.1R (General organisational requirements) and SYSC 6.1.1R
(Compliance).

8.2 Definition of mandate

8.2.1 R A mandate is any means that give a firm the ability to control a client’s
assets or liabilities, which meet the conditions in (1) to (5) (as applicable):
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@) where those means are obtained in the course of, or in connection
with, the firm’s insurance mediation activity, they are in written form
at the time they are obtained from the client;

Written The form of a mandate

G

A mandate can take any written form and need not state that it is a mandate.

For example it could take the form of: a—standaienedee&ment—em%&mmg

(1)  astandalone document containing certain information conferring
authority to control a client’s assets or liabilities on the firm;

(2)  aspecific provision within a document or agreement that also relates
to other matters; or

(3)  anauthority provided by a client orally.

Retention by the firm

G

1) If a firm receives information that puts it in the position described in
CASS 8.2.1R(4) in order to effect transactions immediately on
receiving that information, then such information could only amount
to a mandate if the firm retained it (for example by not destroying the
relevant document, electronic record or telephone recording):

A mandate in relation to the type of instructions referred to in CASS
8.2.1R(4)(a) could include a direct debit instruction over a client's bank
account in favour of the firm. The fact that the instruction was given by the
client in the form of a paperless direct debit would not prevent it from being
a mandate.

A mandate in relation to the type of instructions referred to in CASS
8.2.1R(4)(d) could include written-information-thatsets-eut the client's
credit card details.
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8.3 Records and internal controls

8.3.2 R The records and internal controls required by CASS 8.3.1R must include:

1) an up-to-date list of each mandate that the firm has obtained,
including a record of any conditions placed by the client or the firm's
management on the use of the mandate_and, where a mandate was
received in non-written form in the course of, or in connection with,
its designated investment business, the details required under CASS
8.3.2CR;

3 internal controls to ensure that each transaction entered into under
each mandate that the firm has is carried out in accordance with any
conditions placed by the client or the firm's management on the use
of the mandate;

A firm’s list of mandates

8.3.2A R (1) Afirm’s up-to-date list of mandates under CASS 8.3.2R(1) must be
maintained in a medium that allows the storage of information in a
way accessible for future reference by the FCA or by an auditor
preparing a report under SUP 3.10.4R.

(2) 1t must be possible for any corrections or other amendments, and the
contents of the list prior to such corrections and amendments, to be
easily ascertained.

o)
w
)
vy}

I®

A firm may use version control to comply with CASS 8.3.2AR(2).

(0]
w
N
@)
|70

An entry in a firm’s list of mandates under CASS 8.3.2R(1) that relates to a
mandate that was received in non-written form (eq, in a telephone call) in
the course of, or in connection with, its designated investment business
must, as well as the information referred to at CASS 8.3.2R(1), include the
following details:

(1) the nature of the mandate (eg, debit card details);

(2) the purpose of the mandate (eq, collecting insurance premiums);
(3) how the mandate was obtained (eq, by telephone);

(4) the name of the relevant client; and

(5) the date on which the mandate was obtained.
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If a firm receives information through a telephone call in the course of, or in
connection with, its designated investment business that amounts to a
mandate as a result of the firm retaining a recording of the call (see CASS
8.2.3G), the requirements at CASS 8.3.2R(1) apply, regardless of whether or
not the firm intends to use the mandate in the future. The firm will meet the
requirements of CASS 8.3.2R(1) if the firm’s list of mandates is updated
with the details of the mandate that the firm obtained as a result of the call.

A firm should not reproduce information meeting the conditions under CASS
8.2.1R as a separate record (eg, by including such information in its list of
mandates under CASS 8.3.2R(1)) unless the firm considers this necessary, as
this creates additional risk of misuse. Making a record of the details
concerning the mandate described in CASS 8.3.2CR would be appropriate.

When keeping its list of mandates under CASS 8.3.2R(1) up to date:

(1) afirm should create a new entry in the list each time the firm obtains a
new mandate;

(2) if, for an existing entry on its list, a firm obtains the same information
meeting the conditions in CASS 8.2.1R again (eg, in a written
confirmation following a paperless direct debit), the additional
mandate is not a new mandate and the firm should not create another
entry on the list; but

(3) the firm should, for every entry on its list, identify each of the
locations in which it has retained the information that meets the
conditions in CASS 8.2.1R (eg, a client’s debit card details retained in
a telephone recording and also the firm’s written log of the call, or two
separate documents containing the same information).

Retention of records

G

A firm must retain the records required under CASS 8.3.1R in relation to a
particular mandate for the following period after it ceases to have the
mandate (eg, because the firm has destroyed the relevant document,
electronic record or telephone recording), as applicable:

(1) subject to (2), a minimum of one year;

(2) aminimum of five years, where the relevant mandate was held by the
firm in the course of, or in connection with, its MiFID business.

Where a firm has an obligation under CASS 8.3.2GR to retain records after it
ceases to have a particular mandate, it may keep the mandate on the firm’s
list under CASS 8.3.2R(1) for the relevant period, but the list should be
updated to reflect the fact that it ceased to have the relevant mandate at the
relevant date.
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Prime brokerage information to clients

Application

R

This chapter applies to-a-firm as follows:

1) CASS 9.2 and CASS 9.3 apply to a prime brokerage firm to which

CASS 6 (Custody rules) applies;-and

@) which-is-aprime-brokerage-firm subject to (3) and (4), CASS 9.4 and

CASS 9.5 apply to a firm to which either or both CASS 6 (Custody
rules) and CASS 7 (Client money rules) applies:

(3) CASS 9.4 and CASS 9.5 do not apply to a firm which only arranges

safequarding and administration of assets;

4) for a firm to which CASS 7 (Client money rules) applies as well as

either or both of CASS 5 (Client money: insurance mediation
activity) and CASS 11 (Debt management client money chapter) ,this
chapter does not apply to client money that a firm holds in
accordance with CASS 5 or CASS 11.

Insert the following section after CASS 9.4. The text is all new and is not underlined.

9.5
9.5.1

9.5.2

9.5.3

9.54

Reporting to clients on request

G

Firms are reminded that, under COBS 16.4, they are required to send to each
of their clients at least once a year a statement in a durable medium of those
designated investments and/or client money they hold for that client. A firm
which manages investments may provide this statement in its periodic
statement, as required under COBS 16.3.

Firms are reminded that the requirements in COBS 16.4 only set out the
minimum frequency at which firms must report to their clients on their
holdings of designated investments and/or client money. Firms may choose
to report to their clients more frequently.

Subject to CASS 9.5.6R, CASS 9.5.4R and CASS 9.5.5R require firms to
comply with a client’s request for information on the custody assets and/or
client money the firm holds for a client under CASS 6 and/or CASS 7, and
such request may be made by a client at any time.

When a firm receives a request, made by a client or on a client’s behalf, for

a statement of the custody assets and/or client money that the firm holds for

that client, the firm must provide the client with the statement requested in a
durable medium.
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When a firm receives a request, made by a client or on a client’s behalf, for
a copy of any statement of custody assets and/or client money previously
provided to that client, the firm must provide the client with the copy of the
statement requested in a durable medium and within five business days
following the receipt of the request.

Any charge agreed between the firm and the client for providing the
statements in CASS 9.5.4R and CASS 9.5.5R must reasonably correspond to
the firm’s actual costs.

Any statement provided to a client under CASS 9.5.4R or CASS 9.5.5R may,
although it is not required to, be in the same form as the statement a firm is
required to provide to a client under COBS 16.4 or, if appropriate, COBS
16.3.

Consistent with the fair, clear and not misleading rule, a firm should ensure
that, in any statements of custody assets and/or client money it provides to
its clients, it is clear from the statement which assets and/or monies the firm
reports as holding for the client are, or are not, protected under CASS 6
and/or CASS 7 (eg, if the statement also includes information regarding
assets and/or monies which are held by the firm for that client which are not
subject to the custody rules and/or client money rules) .

Firms are reminded that under CASS 3.2.4G firms that enter into
arrangements with retail clients covered by CASS 3 (Collateral) should,
when appropriate, identify in any statement of custody assets sent to the
client under COBS 16.4 (Statements of client designated investments or
client money) or this section the details of the assets which form the basis of
that collateral arrangement.

Amend the following as shown.

10

10.1

10.1.9

CASS resolution pack

Application, purpose and general provisions

General provisions

1) For the purpose of CASS 10.1.7R, the following documents and
records should be retrievable immediately:

(c) any written notification or trust acknowledgementletters
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acknowledgement letters referred to in CASS 10.2.1R(5);

the most recent internal-reconcitiationsrelating-to-safe
custody-assets internal custody records checks referred to in

CASS 10.3.1R(3);

the most recent external-reconciliationsrelating-to-safe
custody-assets external custody reconciliations referred to in

CASS 10.3.1R(5);
the most recent internal-reconciliationsrelating-to-client

money internal client money reconciliations referred to in
CASS 10.3.1R(7) and (7A); and

the most recent external-reconctliationsrelating-to-client

moeney external client money reconciliations referred to in
CASS 10.3.1R(9).

10.2 Core content requirements

10.2.1 R Afirm must include within its CASS resolution pack:

@)

()

a document which identifies the institutions the firm has appointed
(including through an appointed representative, tied agent, field
representative or other agent):

(@)

in the case of client money, for the placement of money in
accordance with CASS #4-1R 7.13.3R or to hold ercentrel
client money in accordance with CASS #5-2R 7.14.2R; and

for each institution identified in CASS 10.2.1R(2), a copy of each
executed agreement, including any side letters or other agreements
used to clarify or modify the terms of the executed agreement,
between that institution and the firm that relates to the holding of
client money or safe custody assets including any written notification

ortrust-acknowledgementletters acknowledgement letters sent or
received pursuant to CASS 8 7.18;
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For the purpose of CASS 10.2.1R(4), examples of individuals within the
firm who are critical or important to the performance of operational
functions include:

1)

those necessary to carry out both internal and external client money
and safe custody asset reconciliations and record checks; and

Existing records forming part of the CASS resolution pack

R

A firm must include, as applicable, within its CASS resolution pack the
records required under:

(1)  CASS 6:3:1R{4) 6.3.2AR (safe custody assets: appropriateness of
the firm's selection of a third party);

(3) CASS 6.6.2R and CASS 6.6.3R (safe custody assets held for each
cllent)—meI%Hg—memaHeeenemaHe#&eamed—eu{—puﬁuanHe

(4)  CASS 6:5:2AR 6.6.6R (client agreements: firm's right to use);

(4A) CASS 6.6.8R (internal custody record checks, physical asset
reconciliations and external custody reconciliations);

(5) CASS 6:5:6R 6.6.34R (Reconcitiations-with-external-records
External custody reconciliations);

(5A) SYSC6.1.1R (policy and procedures for carrying out record checks
and reconciliations);

(6) CASS #4-10R 7.13.25R (client money: appropriateness of the firm's
selection of a third party);

(7) CASS #6-4R 7.15.2R, CASS 7.15.3R and CASS 7.15.5R (client
money held for each client)—+treluding-internal-reconcitiations
carried-outpursuant to-CASS 7.6 2R-as-explained-in-the-guidance-at
CASS 7.6.6G;

(TA) CASS 7.15.7R (internal client money reconciliations and external
client money reconciliations);
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) 6.9R{ it " | 5):
(11) COBS 8.1.4R (retail and professional client agreements);

TP 1.1

1) (2) ©) (4) () (6)
Material to Transitional provision Transitional Handbook
which the provision: provision:
transitional dates in force | coming into
provision force

applies
10 | CASS s
A | Z4HARE)
7.13.13R(2)

Insert the following new rows in the appropriate numerical position in Schedule 1 (Record
Keeping Requirements). The new text is not underlined.

Sch 1.3G
Handbook Subject of Contents of When record Retention period
reference record record must be made
CASS Client’s Client’s When Five years (from date
6.1.8AR(2) communication | communication | communication | of communication)
to firm of wish | of wish to made
to terminate terminate
TTCA TTCA
CASS Firm’s Firm’s When Five years (from date
6.1.8AR(4) response to response to notification of notification)
client’s wish to | client’s wish to | given
terminate terminate
TTCA TTCA
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CASS A firm’s Date of review, | On the date of | Five years (from the

6.3.2AR(2) periodic actions taken the review date the firm ceases
review into the | by the firmin to use the third party
selection and reviewing the to hold safe custody
appointment of | selection and assets belonging to
a third party appointment of clients)
under CASS a third party
6.3.1R under CASS

6.3.1R, and
grounds upon
which the firm
continues to be
satisfied of
appropriateness
of its selection
of that third
party to hold
safe custody
assets
belonging to
clients

CASS 6.6.4R Client specific | Client specific | Maintain up to | Five years (from the
safe custody safe custody date date the record was
asset record asset record made)

CASS 6.6.8R Internal Date and Immediate Not specified (see
custody record | actions the firm default provision
checks, took when CASS 6.6.7R)
physical asset | carrying out
reconciliations | the relevant
and external process; a list
custody of the
reconciliations | discrepancies
conducted the firm
carried out by | identified and
the firm. the actions the

firm took to
resolve those
discrepancies
CASS 6.6.16R | Aggregate safe | All the safe Maintain up to | Not specified (see

custody asset
record

custody assets
the firm holds
for its clients,
including those
deposited with
third parties
under CASS
6.3 and any

date if the firm
wishes to use
the internal
custody
reconciliation
method

default provision
CASS 6.6.7R)

Page 217 of 252




FCA 2014/36

physical safe
custody assets

CASS 6.6.30R | Rolling stock Firm’s reasons | Before using Five years (from the
method for for concluding | this method date the firm ceases
physical asset | that this to use this method)
reconciliations | method is

adequately
designed to
mitigate risk of
records being
manipulated or
falsified

CASS 6.6.45R | Frequency of Sufficient to Immediate (1) Subject to (2),
the firm’s show and indefinitely.
internal record | explain -
custody checks, | decision taken (2) 'For_ any decision

. which is superseded
physical asset | under CASS
reconciliations | 6.6.44R when by a subsequient

T decision, five years
and external determining from the subsequent
custody | frequency decision (with (1)
reconciliations applying to the
subsequent decision).

CASS Review of Date of each Immediate Not specified (see

6.6.46R(2) frequency if review and the default provision
the firm’s actions the CASS 6.6.7R)
internal record | firm took in
custody checks, | reviewing the
physical asset | frequency at
reconciliations | which it
and external conducts the
custody relevant
reconciliations | process

CASS Actions taken | Actions taken, | Maintain up to | Not specified (see

6.6.54R(2)(a) | by the firmto description of | date default provision

resolve
shortfall under
this rule

shortfall,
identity of
affected
client(s),
applicable
assets
appropriated to
cover the
shortfall.
Update when
discrepancy
resolved.

CASS 6.6.7R)
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CASS Actions taken | Actions taken, | Maintain up to | Not specified (see
6.6.54R(2)(b) | by thefirmto | description of | date default provision
resolve shortfall, CASS 6.6.7R)
shortfall under | identity of
this rule affected
client(s),
amount of
money
appropriated to
cover the
shortfall.
Update when
discrepancy
resolved.
CASS Client’s Client’s When Five years (from date
7.11.9R(2) communication | communication | communication | of communication)
to firm of wish | of wish to made
to terminate terminate
TTCA TTCA
CASS Firm’s Firm’s When Five years (from date
7.11.9R(4) response to response to notification of notification)
client’s wish to | client’s wish to | given
terminate terminate
TTCA TTCA
CASS Client’s Written Immediate Until the firm ceases
7.11.20R agreement to evidence of to use this exemption
firm’s use of client’s
the delivery agreement
Versus
payment
exemption
under CASS
7.11.14R
CASS Client’s Written Immediate Until the firm ceases
7.11.24R agreement to evidence of to use this exemption
firm’s use of client’s
the delivery agreement
Versus
payment
exemption
under CASS
7.11.21R
CASS Firm’s Date of each Date of review | Five years (from date
7.13.25R(2) periodic review, actions of review)
review into the firm took in
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selection and
appointment of

reviewing the
selection and

third party appoint of a
under CASS third party
7.13.8R. under CASS
7.13.8R, and
the grounds
upon which the
firm continues
to be satisfied
of
appropriateness
of its selection
of that third
party to hold
client money
CASS Firm’s Fact of review, | Date of review | Five years (from date
7.13.25R(3) periodic its of review)
review under considerations
CASS and
7.13.22R. conclusions
CASS Unallocated Fact that the When firm is Pending firm’s
7.13.36R client money balance treated | unable to allocation of the
as unallocated | immediately client money
client money identify money | concerned to an
as client money | individual client
or its own
money and it
treats the
balance as
client money
CASS Prudent Details of Maintain up to | Five years (after the
7.13.50R; segregation money date firm ceases to retain
CASS record segregated money as client
7.1351R under CASS money under CASS
7.13.41R 7.13.41R)
required by
these rules
CASS Alternative Details of Maintain up to | Five years (after the
7.13.66R; approach money date firm ceases to retain
CASS mandatory segregated money as client
7.13.67R prudent under CASS money under CASS
segregation 7.13.65R 7.13.65R)
record required by
these rules
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CASS Clearing Details of Maintain up to | Five years (after the
7.13.74R; arrangement money date firm ceases to retain
CASS mandatory segregated money as client
7.13.75R prudent under CASS money under CASS
segregation 7.13.73R(3)(a) 7.13.73R(3)(a))
record required by
these rules
CASS Total amount | Total amount Maintain up to | Not specified (see
7.15.5R(1) of client money | of client money | date default provision
the firm should | the firm should CASS 7.15.5R(3))
be holding for | be holding for
each client each client
CASS Transactions Sufficient to Maintain up to | Not specified (see
7.15.5R(2) and show and date default provision
commitments | explain CASS 7.15.5R(3))
for client transactions
money and
commitments
CASS 7.15.7R | Internal client | Date, actions Immediate Not specified (see
money the firm took in default provision
reconciliations | carrying out CASS 7.15.5R(3))
and external the relevant
client money process, and
reconciliations | the outcome of
conducted its calculation
carried out by | of its client
the firm money
requirement
and client
money
resource. Fact
of each
reconciliation
and review of
the firm’s
arrangements
for complying
with CASS
7.15.5R to
CASS 7.15.8R.
CASS 7.15.9R | Receipts of Appropriate to | Maintain up to | Not specified (see
client money account for all | date default provision
receipts of CASS 7.15.5R(3))
client money in
the form of

cash, cheque or
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other payable
order not yet
deposited in a

client bank
account
CASS Frequency of Sufficient to Immediate (1) Subject to (2),
7.15.24R the firm’s show and indefinitely.
external client exp_la_in (2) For any decision
money decision taken which is superseded
reconciliations | under CASS b b ¢
7.15.232R y a stbsequen
h decision, five years
when - from the subsequent
determining decision (with (1)
frequency applying to the
subsequent decision).
CASS Review of Date of each Not specified Not specified (see
7.15.26R(2) frequency of review and the default provision
the firm’s actions the CASS 7.15.5R(3))
external client | firm took in
money reviewing the
reconciliations | frequency at
which it carries
out the
external client
money

reconciliations

Amend the following as shown:

Handbook
reference

Subject of
record

Contents of
record

When record
must be made

Retention period

CASS 6.3.1R(4)
6.3.2AR(1)

CASS 6:5:4R
6.6.2R

CASS 6:522R
6.6.3R

CASS ZZ1.3R(2)
7.11.3R(3)

CASS +115C6R
7.10.31R
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CASS #1156
7.10.35R

CASS #HA5JR 7.

10.38R

CASS #223R
7.11.55R

CASS Z.2.25R(4)

7.11.57/R(4)

CASS +4-10R
7.13.25R(1)

CASS +614R
7.15.2R

CASS #+6:2R
7.15.3R

CASS +6:6AR

@)
7.15.18R(1)(a)

CASS 8.3.1R

Adequate
records and

internal controls

in respect of the
firm’s use of
mandates (see
CASS 8.3.2R

() to CASS

8.3.2R(5) to
CASS 8.3.2CR

Up-to-date list
of firm's
mandates, and
any conditions
regarding the
use of
mandates, all
transactions
entered into,
details of
procedures
and internal
controls for
giving and
receiving of
instructions
under
mandates,
important
client
documents
held by the
firm, and, in
relation to
non-written

Neot-specified One
year after the firm
ceases to have the
mandate or, if the
mandate was held
in the course of or
in connection with
the firm’s MiFID
business, five years
after the same date
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mandates, the
further details

required by
CASS 8.3.2CR

Insert the following new rows in the appropriate numerical position in Schedule 2
(Notification Requirements). The new text is not underlined.

Sch 2.1G
Handbook Matter to be Contents of Trigger Time allowed
reference notified notification event
CASS Inability or The fact that | Inability or Without delay
6.6.57R(3) material failure to | the firm is material
take the steps unable or has | failure to
required under materially comply with
CASS 6.6.54R for | failed to the
the treatment of | comply and requirement
shortfalls the reasons
for that
CASS Inability or The fact that | Inability or Without delay
6.6.57R(4) material failure to | the firm is material
conduct an unable or has | failure to
internal custody | materially comply with
record check failed to the
under CASS comply and requirement
6.6.11R to CASS | the reasons
6.6.19R for that
CASS Inability or The fact that | Inability or Without delay
6.6.57R(5) material failure to | the firm is material
conduct a unable or has | failure to
physical asset materially comply with
reconciliation in | failed to the
compliance with | comply and requirement
CASS 6.6.22R to | the reasons
CASS 6.6.30R for that
CASS Inability or The fact that | Inability or Without delay
6.6.57R(6) material failure to | the firm is material
conduct an unable or has | failure to
external custody | materially comply with
record check in failed to the
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compliance with | comply requirement
CASS 6.6.34R to
CASS 6.6.37R.
CASS Inability to The factthat | Firm’s Without delay
7.15.33R(1) comply with the firm is records and
CASS 7.15.2R, unable to accounts are
CASS 7.15.3R or | comply and materially out
CASS 7.15.5R(1), | the reasons of date,
due to materially | for that inaccurate or
out of date, invalid
inaccurate or internal so
invalid internal that it is
records and unable to
accounts comply
CASS Inability to The fact that | Firm’s Without delay
7.15.33R(2) comply with the firm is records and
CASS 7.15.29R unable to accounts are
after having comply and materially out
carried out an the reasons of date,
internal client for that inaccurate or
money invalid
reconciliation internal so
that it is
unable to
comply
CASS Inability or The fact that | Inability or Without delay
7.15.33R(3) material failure to | the firm is material
identify and unable to failure to
correct any comply and comply
discrepancies the reasons
under CASS for that
7.15.31R to
CASS 7.15.32R
after having
carried out an
external client
money
reconciliation
CASS Inability or The fact that Inability or Without delay
7.15.33R(4) material failure to | the firm is material
conduct an unable to failure to
internal client comply and comply
money the reasons
reconciliation for that
under CASS
7.15.12R and
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CASS 7.15.15R

CASS Inability or The fact that | Inability or Without delay
7.15.33R(5) material failure to | the firm is material

conduct an unable to failure to

external client comply and comply

money the reasons

reconciliation for that

under CASS

7.15.20R to

CASS 7.15.28R
CASS Amount of client | The fact of the Without delay
7.15.33R(6) money segregated | material

in client bank difference and

accounts the reasons

materially for that

differing from

client money

segregation
requirements
during preceding
12 months

Amend the following as shown and re-order numerically as appropriate.

Handbook Matter to be Contents of Trigger Time allowed
reference notified notification event
CASS 6:5:43R | Non-compliance | The factthat | Non- Without delay

H-6.57R (1) oFthabHity—ih the firm has compliance
any material not complied | or inability,

respeet; Inability | or is unable, in any
to comply with in any material

the requirements | material respect, to

in CASS 6:5:1-R | respect, to comply with
6.6.2R to CASS comply with the

6.6.4R (Records, | the requirements
and-accounts and | requirements
reconciliations); | and the
CASS-6:52R reasons for

(Records and that
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records)
CASS 6:5:43R | Non-compliance | The factthat | Non- Without delay
&A) 6.57R (2) | or material the firm has compliance
inability to not complied | or material
comply with the | oris inability to
requirements in materially comply with
CASS 6:5-1R unable to the
6.6.2R (Records, | comply with | requirement
and-accounts and | the
reconciliations) requirements
andfor articles and the
89(1)(b) or reasons for
89(1)(c) that
(Safekeeping
duties with
regard to assets
held in custody)
of the AIFMD
level 2 regulation
@ inability. he firm | :
of |||&b|||t§' II“ lied eel_npllle_tln_nee’
reguirements
and-the
reasons for
that
CASS 216
7.12.42R
CASS
+417BR
7.13.57R
CASS
#6:6AR{1) b}
7.15.18R(1)(b)
CASS Non-comphiance | Fhefactthat | Non- Without-delay
) lied inability.
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Annex D

Amendments to the Supervision manual (SUP)

In this Annex, underlining indicates new text and striking through indicates deleted text,
unless otherwise stated.

This section comes into force on 1 June 2015

3 Auditors
3.10 Duties of auditors: notification and report on client assets
Application

3.10.2 R  Anauditor of an authorised professional firm need not report under this
section in relation to that firm's compliance with the client money rules in the
client money chapter or the debt management client money rules if:

(2)  that firm is subject to the rules of its designated professional body as
specified in CASS #+15R(2) 7.10.28R(2) or CASS 11.1.6R(2) with
respect to its regulated activities.

6 Applications to vary and cancel Part A permission and to impose, vary or
cancel requirements

6.4 Applications for cancellation of permission

6.4.22 G Indeciding whether to cancel a firm's Part 4A permission, the relevant
regulator will take into account all relevant factors in relation to business
carried on under that permission, including whether:

@) the firm has complied with, CASS 5.5.80R and CASS +#2-15R
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7.11.34R (Client money: discharge of fiduciary duty) and CASS
+219R 7.11.50R (Client money: allocated but unclaimed client
money) if it has ceased to hold client money; these rules apply to both
repayment and transfer to a third party;

6 Annex 4.2AG

1 | Afirm must comply with CASS 5.5.80R and CASS #2-15R 7.11.34R (Client money:
discharge of fiduciary duty) and CASS #249R 7.11.50R (Allocated but unclaimed
client money) if it is ceasing to hold client money. A firm must also cease to hold or
control custody assets in accordance with instructions received from clients and COBS
6.1.7R (Information concerning safeguarding of designated investments belonging to
clients and client money). These rules apply to both repayment and transfer to a third
party.

12 Appointed representatives

12.6 Continuing obligations of firms with appointed representatives or EEA tied
agents

12.6.5A G When complying with the MiFID client money segregation

requirements, firms' attention is drawn to the-guidance-ir CASS
+424616- CASS 427G 7.13.34R and CASS 7.13.35R .

16 Annex 29R
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Client Money and Asset Return
Section 1 - Firm Information
This section should be completed by all firms
1 Name of CASS audit firm
2 Name of CASS audit firm (if other was selected above)
3 Did the firm hold client money during the reporting period?
4 Did the firm hold safeguard-and-administer safe custody assets during the reporting period?
5 Was the firm subject to the CFTC Part 30 Exemption Order during the reporting period?

Alternative Approach to client money segregation

6 Did the firm operate the alternative approach during the reporting period? (CASS#4-146-74-16G)

7 Has the firm received the auditor assurances required for its use of the alternative approach and provided these to the FCA

, m — ; T " " o

Overview of firm's activities subject to CASS
Please complete the table below with all business types undertaken for segregated clients

A B C D
8 Type of business activity |Number of clients|Balance of client |Value of safe
money as at custody assets as
reporting period |at reporting period
end date end date

Total
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Section 2 - Balances

This section should be completed by all firms

9 Highest client money balance held during the reporting period i
10 Lowest client money balance held during the reporting period |:|
11  Highest value of safe custody assets held during the reporting period |:|
12  Lowest value of safe custody assets held during the reporting period |:|

Section 3 - Segregation of client money

This section should only be completed if the answer to question 3A is "Yes"

A B C D E
13 Type Institution where Client money Country of Is this a
client money held balances incorporation of | group entity

the institution

Total
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Section 4 - Client money requirement and resources

14

15
16
17
18
19
20

21

This section should only be completed if the answer to question 3A is "Yes"
Client money requirement

of which:

Unallocated to individual clients but identified as client money

Unidentified receipts of eliertmoney in-clieptmeney-bank-aceounts-treated as client money
Uncleared payments e-g—unpresented-cheques-sentto-clients
Excess-cashin-segregated-accounts Prudent segregation of client money

Client money resource
Surplus Excess (+)/defieit shortfall (-) of client money resource against client money requirement

Adjustments made to withdraw an excess or rectify a defieit shortfall identified as
aresult of an internal client money reconciliation

Section 5 - Client money reconciliations

22

23

24

This section should only be completed if the answer to question 3A is "Yes"

Clientmeney Internal client money reconciliation

Clientmeney External client money reconciliation

A B C

A

Fre?uenc%

[ 1

D

6-29 days 30-59 days 60-90 days

90+ days

Client money unreconeiled unresolved items
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Section 6 - Segregation of safe custody assets

This section should only be completed if the answer to question 4A is "Yes"

A G B C D E F
25 How registered? Where How |Name of institution| Number of lines [Value of safe | Country of incorporation of the institution | Is this a group
held? where safe_ of stock custody entity

custody assets assets as at
held/registered reporting

period end

date
Total

Section 7 - Safe custody assets record checks and reconciliations

This section should only be completed if the answer to question 4A is "Yes"

A B C
30 days 60 days 90 days
26  Safe custody assets unreconeiled unresolved items
A B C
27 |Methed Record check/reconciliation Frequency Type of safe
custody asset

"Internal reconciliation"

"Internal system evaluation"

"Physical reconciliation - total count"
"Physical reconciliation - rolling stock"
"External reconciliation"

"External reconcilation to CREST"
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Section 8 - Record Keeping and Breaches

28
29
30

31

32

33

34

Record Keeping

This section should only be completed if the answer to question 3A is "Yes"

Client bank accounts
Client transaction accounts

Total

Notifiable CASS Breaches

A

B

C

D

E

FCA 2014/36

F

Number of
accounts held at
beginning of the
reporting period

Number of new
accounts opened
during the
reporting period

Number of
accounts
closed during
the reporting
period

Total number of accounts at the end of
the reporting period

Number Total
number of trust
statustetiers-
andfor
acknowledgem
entletersin-
placethateover
these-accounts
at the end of
the reporting
period covered
by an

acknowledgme
nt letter

Explanation of difference

diserepancies

This section should be completed by all firms

6.57R arise

Did any of the circumstances referred to in CASS 6.

If yes, was-a-netification-made-to-the - FGA-did the firm comply with the notification requirements?
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Section 9 - Outsourcing and Offshoring

35

This section should only be completed by firms who outsource and/or offshore

A B C D
Who do you outsource | What function of Location of Significant
and/or offshore your client|  your CASS service provider | changes being

money and/or custody
asset operations to?
(name of entity)

operations do
you outsource
and/or offshore?

made or planned
to existing
arrangements
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16 Annex 29AG
Guidance notes for the data item in SUP 16 Annex 29R
Client Money and Asset Return (CMAR)

This annex contains guidance on the CMAR and is therefore addressed only to a firm which is
subject to SUP 16.14.

General

A firm should include in any amount of client money that it reports any client money which it
has allowed another person to hold or control in accordance with CASS #5:2R 7.14.2R (for
example, an exchange, clearing house ef, intermediate broker or OTC counterparty).

Reporting Period period

The reporting period for the CMAR is the calendar month for which a CMAR is required to be
completed in accordance with SUP 16.14.3R, including the first day and the last day of that
month. For example, the January reporting period will be 1 January 4 to 31 January 3%,
regardless of whether or not any day in January is a business day.

Reporting Chent-Meoney-Balanees client money balances using internal client money
reconciliations

The guidance in this annex assumes that a firm uses one of the standard methed methods of
internal client money reconciliation. Firms that use a different-method-of-internal
reconettation non-standard method of internal client money reconciliation in accordance
with CASS 7#6-+#R 7.15.17R should read the guidance in this annex in so far as it is consistent
with that different non-standard method.

Where this data item requires a firm to report any client money balances, unless otherwise
specified the firm should report on the basis of balances used for its inrternal-reconcitiation
internal client money reconciliation carried out on the first business day following the
reporting period in question. This means using the values contained in the firm’s internal
accounting records and ledgers, for example its cash book or other internal accounting
records, rather than the values contained in statements the records it has obtained received
from its banks and other third parties with whom it has placed client money (for example,
bank statements).

Currency
Section 1 Firm information
2 Name of CASS audit firm (if “‘Other’ was selected above)

If a firm selects *Other’ in (1), it should enter the name of s the auditor that provides
its client assets report (see SUP 3.10).
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Did the firm hold safeguard-and-administer safe custody assets during the reporting
period?

A firm should state “Yes” or “No”.

A firm should state “Yes” if, during the reporting period:

(a) it held financial instruments belonging to a client in the course of its MiFID
business:; or

(b) it was safequarding and administering investments in the course of its
business that is not MiFID business.

A firm should not take into account safe custody assets in respect of which it was
merely arranging safeguarding and administration of assets in accordance with CASS
6 during the reporting period.

Was the firm subject to aGFFC the CETC’s Part 30 exemption order during the
reporting period?

A firm should state “Yes” or “No”. Handbook provisions dealing with the GFFC
CFETC’s Part 30 exemption order are set out in CASS +4-32G-t6-CASS74-35R 12.

Did the firm operate the alternative approach during the reporting period {see-CASS
414Gt CASS—74-19G) (see CASS 7.13.54G to CASS 7.13.69G)?

A firm should state “Yes” or “No”. Handbook provisions dealing with the alternative
approach to client money segregation are set out in CASS #4-34G 7.14.54G to CASS
74196 7.14.69G.

Has the firm received the auditor assurances required for its use of the alternative

approach and provided these to the FCA alternative-approach-been-sighed-off-by-the

firm’s-auditor?
A firm should state “Yes” or “No”.

Pursuant to CASS 7.13.58R before adopting the alternative approach, a firm must first
send a written report to the FCA prepared by an independent auditor of the firm in line
with a reasonable assurance engagement, stating the matters set out in CASS

7.13.58R(2).

Balance of client money

In relation to each of the investment activities or services identified, a firm should
report in this data field the total amount of client money that it held belonging to
clients in respect of the activity or service in question.

A firm should report client money balances on the basis of balances used in the
internalreconcitiation internal client money reconciliation that the firm carried out on
the first business day following the reporting period in question.

Page 238 of 252



FCA 2014/36

Section 2 Balances

In relation to data fields 9 to 12, a firm should determine the lowest and highest figures by
reference to the data that it has recorded frem-internal-reconcitiations in the internal records
and accounts the firm holds that relate to the reporting period in question.

Section 3 Segregation of client money
13A  Type

13C

A firm should identify the types of institution with which it has placed client money.
CASS #44R 7.13.3R identifies the type of institution with which a firm must
promptly place into one or more accounts client money that it receives. CASS #5:2R
7.14.2R identifies atimited-number-of the circumstances in which a firm may allow
another person, such as an exchange, a clearing house e, an intermediate broker or
an OTC counterparty, to hold or control client money.

For each institution with which it has placed client money, the firm should identify in
this data field whether the client money was:

(a) deposited with a CRD credit institution;

(b) placed with a clearing house;

(c) placed with an exchange;

(d) placed with an intermediate broker;

(e) placed in a qualifying money market fund;

(f) deposited with a bank authorised in a third country; and

(o)} deposited with a central bank.

In relation to any client money a firm has placed with an OTC counterparty and/or any
other person, the firm should selection option (d).

Client money balances

A firm should report the total amount of client money which it has placed with each
institution identified in 13B.

A firm should report client money balances on the basis of balances used in the
internalreconcitiation internal client money reconciliation that the firm carried out on
the first business day following the reporting period in question.

A firm should include in the client money balance the aggregate balance of any
allocated but unclaimed client money which a the firm continues to treat as elient
meney such. For example, client money balances held in respect of clients whom the
firm is no longer able to contact.
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The balance shown in that row may also include any balance that is included in data
field 17.

Group entity

A firm should indicate in this data field whether each institution with which it has
placed client money is or is not a relevant group entity within the meaning of CASS
#+4.9BR 7.13.21R. A firm should note that the definition in CASS #4-9BR 7.13.21R
is specific to CASS and the entities which comprise it may not be the same as those
which comprise the firm’s group.

Section 4 Client money requirement and resource

14

15

16

17

Client money requirement

In relation to a firm that follows one of the standard methed methods of internal client
money reconciliation, that firm should report its client money requirement, calculated

in accordance with CASS 7.16.10R #16-Annex-1Gparagraph-6.

A firm should report its client money requirement on the basis of the internal
reconcttation internal client money reconciliation that the firm carried out on the first
business day following the reporting period in question.

A firm should include in the client money requirement the aggregate balance of any
allocated but unclaimed client money which a the firm continues to treat as such-chent
moeney. For example, client money balances held in respect of clients whom the firm is
no longer able to contact.

Unallocated to individual clients but identified as client money

A firm should report the amount of unaHeeated client money that it holds that it has
recorded in its internal records and accounts as “unallocated client money” in
accordance with CASS 7.13.36R(2). A firm should not include balances for this data
field that it is reporting in data field 16.

Unidentified receipts segregated as client money in client bank accounts

A firm should report the amount of client money that it has recorded in its internal
records and accounts as “unallocated client money” in accordance with CASS
7.13.36R(2). A firm should not include balances for this data field that it is reporting

in data f|eld 15 B—held—m#}%h%m—sﬂwﬂt—bank—aeeebmsand—elmwmgn

Uncleared payments e-g—unpresented-chequessent-to-chients
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Excess-cash-in-segregated-accounts Prudent segregation of client money and the

alternative approach mandatory prudent seqregation

A In this data field, a firm should report: (i) the amount of client money that it holds in
client bank accounts and-chent-transaction-accounts-which-the firm-included-in-ts
ehen{—meney—requ#emem as a result of the firm’s application of CASS #4-18BR

7.13.41R (Prudent segregation), and
(ii) if applicable, the amount of client monev that it holds in client bank accounts as a
result of the requirement set out in CASS 7.13.65R (mandatory prudent segregation).
A firm should not include balances for this data field that it is reporting in data fields
15-17.

Client money resource

A firm should report its client money resource on the basis of the client money
resource used in the internal-recenethiation internal client money reconciliation that
the firm carried out on the first business day following the reporting period in question
(which should be the same internal-reconethation internal client money reconciliation
used by the firm to report its client money requirement in data field 14).

A firm should include in the client money reseuree resource the aggregate balance of
any allocated but unclaimed money which a firm continues to treat as client money.
For example, client money balances held in respect of clients whom the firm is no
longer able to contact.

Surplus Excess (+)/ defieit- shortfall (-) of client money reseuree resource against
client money requirement

A firm should report in this data field the amount by which its client money reseurce
resource exceeds is greater than its client money reguirement requirement (to be
reported in the data item as a positive amount), or as the case may be, the amount by
which its client money reguirement requirement execeeds is greater than its client
money reseuree resource (to be reported in the data item as a negative amount).

Where & an surplus excess or defiett shortfall does not exist following a firm’s internal
internal client money reeeneihation reconciliation, the firm should report ‘0 for this
data field.

Adjustments made to withdraw an excess or rectify a defieit shortfall identified as a
result of an internalreconcitiation internal client money reconciliation.

A firm should report the amount of money that it added to correct a defieit shortfall or,
as the case may be, that it withdrew reflecting an excess a-surphus.

In relation to data fields 14 to 20 21, a firm should report by reference to the results of its
internalreconcthiation internal client money reconciliation carried out on the first business
day following the reporting period in question.
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Data fields 15-18 relate to client money balances identified in a firm’s internal aceeunting
records and ledgers, for example its cash book or other internal accounting records, that form
part of the client money reqe+remem requirement reported in data freld 14 Da{a—ﬁelde—lé%

Section 5 Client money reconciliations

22

23

24

Internal client Client money internal-reconciliation reconciliation

A firm should identify in this data field the frequency with which it performs internal
reconciHations internal client money reconciliations.

External client Chent money externalreconcitation reconciliation

A firm should identify in this data field the frequency with which it performs externat
reconciHations external client money reconciliations.

Client money unreconcied unresolved items

A firm should identify in this data field the number of unreconetled unresolved client
money items and allocate each item to one of the specified time bands according to
the length of time for which it has remained urreconeted unresolved.

For the purposes of this data field, the number of urreconciled unresolved client
money items includes: (a) the number of individual unresolved discrepancies
identified as part of a firm’s internal client money reconciliations (see CASS
7.15.12R); and (b) the number of individual unresolved discrepancies identified as
part of a firm’s external client money reconciliations (see CASS 7.15.29R), but not
those unresolved discrepancies that have arisen solely as a result of timing differences
between the accounting systems of third party providing the statement or confirmation
and that of the firm. In both cases, only include those items which have remained

unresolved for perlod of srx calendar davs or more refers—te—thenumleer—ef—mdhﬂdual

For the purposes of this data field, the number of unresolved items should also
include any individual items recorded in a firm’s internal records and accounts as
“unallocated client money” in accordance with CASS 7.13.36R(2) which have
remained unresolved for period of six calendar days or more.
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Section 6 Segregation of safe custody assets

In order to complete this section a firm will need to group the safe custody assets it held at the
reporting period end date by the method of registration used (25A), the means by which the
assets were held (25G) and the name of the institution with which the assets were deposited
or registered (25B). Each group of safe custody assets so identified should be reported as a
separate row.

When reporting dematerialised safe custody assets a firm holds in a collective investment

scheme, a firm has the option to report the holdings in either one of the following ways:

(1) per fund manager (ie, for every fund manager with whom the firm has holdings

registered) it should use a new row to report the relevant holdings; or

(2) on an aggregate basis by reference to each variance of data fields 25A, 25E and 25F

(where relevant, ie, for each variance, such as holdings based in different countries
and/or different methods of legal title registration ), the firm should use a new row.
For example, an asset held in one county in the name of a nominee company should
be in a different row from an asset held in the same country in the name of a client,
and also from an asset held in another country in the name of the same nominee

company.

Annex 1 to this quidance sets out an example of reporting under either of these options.

25A

25B

25C

How registered?

Name of institution where safe custody assets held/registered

In relation to any dematerialised safe custody assets which a firm held as the sole
custodian the firm should report the name of the central securities depositary where
the safe custody assets were depesited registered, for example GREST; Euroclear UK
& Ireland;-ete- and should select “deposited with any other third party” when
completing data field 25G.

In relation to any dematerialised safe custody assets a firm holds in a collective
investment scheme, a firm should report, either:

(a) the name of the fund manager who retains the requlatory responsibility for

maintaining the legal reqgister for those safe custody assets, if the firm is
reporting by fund manager (for example, in respect of a UK OEIC, the ACD);
or

(b) the term “collective investment scheme” if the firm is reporting on an

aggregate basis.

Number of lines of stock
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For the purpose of this data field, a firm should treat each stock which bears its own
CUSIP or ISIN number, or any individual collective investment scheme as a separate
line of stock.

Value of safe custody assets as at reporting period end date

As at the reporting period end date, a firm should calculate the total value of the safe
custody assets reported on each row and enter that value in the data field.

Country of incorporation of the institution

In relation to each institution identified in 25B, a firm should report the name of the
country in which that institution is incorporated using the appropriate two letter ISO
code.

In relation to dematerialised safe custody assets a firm holds in a collective investment
scheme, the firm should report the country of incorporation of the relevant fund
manager who has retained requlatory responsibility for registering units in the
collective investment scheme. This means that a firm will need to have at least one
row per country of incorporation of relevant fund managers regardless of whether the
firm is reporting per fund manager or on an aggregate basis.

Group entity?

A firm should indicate in this data field whether each institution with which it placed
safe custody assets is or is not a member of that firm’s group. In relation to any
dematerialised safe custody assets a firm holds in a collective investment scheme, the
firm should treat the fund manager of that scheme as the relevant institution.

Where How held?

For each group of safe custody assets that a firm (in carrying on the regulated activity
of safeguarding and administering investments) held at the reporting period end date,
the firm should identify in this data field how whether the safe custody assets were
held.:
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If the safe custody assets were: | Choose the following option
from the drop down box in the
form:

(@ held in the firm’s physical Firm physical,

possession (for example, any

non-dematerialised assets such

as bearer notes);

(b) deposited with a third party 3rd party custodian
custodian (this may include

any third party that has

responsibility to the firm for

the safe custody assets, such as

a sub-custodian;

©) deposited with a third party Exchange/Clearing House
exchange and/or clearing

house;

(d) deposited with a third party Intermediary
intermediary; or
(e) deposited/registered with any Other

other third party (where none

of the above options

adequately describes how the

safe custody assets are held).

In relation to any dematerialised safe custody assets which a firm held as the sole
custodian the firm should select “Other” eption<f) and report the name of the central
securities depositary where the safe custody assets were depesited registered, for
example GREST; Euroclear UK & Ireland, ete- when completing data field 25B.

In relation to any dematerialised safe custody assets a firm holds in a collective
investment scheme, the firm should select “Other”.

Section 7 Safe Custedy-Assets-Reconcthiations custody assets records checks and

reconciliations

26

Safe custody assets unreconcied unresolved items

A firm should identify in this data field the number of unreconetled unresolved safe
custody assets items and allocate each item to one of the specified time bands
according to the length of time for which it has remained unreceneted unresolved.
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For the purposes of this data field, the number of urreconeHed unresolved safe

custody assets items refers to the number of individual discrepanciest (“eg, custody
record breaks™) identified as part of a firm’s external-reconcihiation external custody

reconciliation which have remained unresolved for a specific period of time.

CASS 6.6.48G provides that a discrepancy should not be considered to be resolved

until is fully investigated and any associated shortfall is made good.

In relation to the 30-day field, a firm should report items which have remained
unreconcied unresolved for at least 30 days but no more than 59 days.

In relation to the 60-day field, a firm should report items which have remained
unreconcied unresolved for at least 60 days, but no more than 66 89 days.

In relation to the 90-day field, a firm should report items which have remained
unreconcHed unresolved for at least 90 days.

Method of custody record check/reconciliation

In relation to each type of safe custody asset identified in 27C, a firm should report:

(a) the method of internal custody records checks that it utilised in respect of
that type of asset during the reporting period, by selecting either:

(i) “internal reconciliation” where it performed its internal custody
record checks using the internal custody reconciliation method:; or

(ii) “internal system evaluation” where it performed its internal
custody record checks using the internal system evaluation method.

CASS 6.6.10G to 6.6.20G sets out rules and guidance in relation to internal
custody records checks, and the available methods:

(b) (if applicable) the method of physical asset reconciliation that it utilised in
respect of all physical safe custody assets it held during the reporting period,
by selecting either:

(i) “physical reconciliation - total count” where it performed its
physical asset reconciliations using the total count method; or

(ii) “physical reconciliation - rolling stock” where it performed its
physical asset reconciliations under the rolling stock method.

CASS 6.6.21G to 6.6.32G set out rules and guidance in relation to physical
asset reconciliations, and the available methods; and

(c) (if applicable) the method of external custody reconciliation that it utilised
in respect of that type of asset during the reporting period, by selecting either:

(i) “External reconciliation to CREST” where it performed an external
custody reconciliation with Euroclear UK & Ireland for safe custody
assets held in the CREST system; or
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(ii) “external reconciliation”, where it performed an external custody
reconciliation with any other third party.

CASS 6.6.33G to 6.6.43G set out rules and guidance in relation to external
custody checks, and the available methods.

Frequency

In relation to each custody record check/reconciliation type method identified in 27A,
a firm should report the frequency with which it conducted nternalreconcitiations the
custody record check/reconciliation for its safe custody assets during the reporting
period using that record check/reconciliation methed.

Type of safe custody asset

A firm should report the different types of safe custody asset (e.g. shares) that it held
and may do so using its own description of an asset type.

Section 8 Record keeping and branehes notification requirements

28F

29F

31

Explanation of discrepancies difference

A firm should provide a brief explanation for any difference between the number of

client bank accounts reported for 28D and the number of trust/acknowledgement
fetters client bank accounts reported in 28E which were covered by a client bank

account acknowledgement letter to-coverthese-accountsreported-for28E in
accordance with {see CASS +-8:1R 7.18.2R}).

Explanation of diserepancies-difference

A firm should provide a brief explanation where there is a difference between the
number of client transaction accounts reported for 29D and the number of

trustfacknowledgementletters client transaction accounts reported in 29E which were

covered by a client transaction account acknowledgement letter and/or authorised

central counterparty acknowledgment letter to-coverthese-accountsreported-for29E
{see-in accordance with CASS 7-8-2R 7.18.3R and/or CASS #8:3R 7.18.4R).
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A firm should indicate whether at any point during the reporting period one of the
situations referred to in CASS 6.6.57R arose, in which the firm was obligated to notify
the FCA.

Some of the notification requirements in CASS 6.6.57R only apply where a firm
materially fails to comply with a rule (ie, a breach of the rule having occurred), while
others apply where the firm was unable to comply with a rule (ie, a firm had not yet
breached the relevant rule but became aware that it would, in the future, either
continuously or for a specified period, be unable to comply with the specified rule).
Therefore, a firm should base its response only on those breaches that would be
notifiable.

If yes, was-a-notification-made-to-the FCA did the firm comply with the notification
requirements?

If in data field 31 the firm has answered “Yes”, acknowledged-a-faHure-to-comply

with-apy-efthe-spectiedrules; it should confirm in this data field whether a
petification all notifications was were made to the FCA in accordance with CASS

6-5-13R 6.6.57R.

A firm should indicate whether at any point during the reporting period one of the

situations referred to in CASS 7.15.33R arose, in which the firm was required to notify
the FCA.

Some of the notification requirements in CASS 7.15.33R only apply where a firm
materially fails to comply with a rule (ie, a breach of the rule having occurred), while
others apply where the firm was unable to comply with a rule (ie, a firm had not yet
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breached the relevant rule but became aware that it would, in the future, either
continuously or for a specified period, be unable to comply with the specified rule).
Therefore, a firm should base its response only on those breaches that would be
notifiable.

34 If yes, was-a-notification-made-to-the FCA did the firm comply with the notification
requirements?

If in data field 33 the firm has answered “Yes”, acknrowledged-a-faHure-to-comply

with-apy-efthe-spectiedrules; it should confirm in this data field whether a
petification all notifications was were made to the FCA in accordance with CASS

46-16R 7.15.33R.

A firm’s responses to data fields 31 and 33 should only include relate-te unresolved breaches
that occurred within the-particelar a previous CMAR reporting period if those breaches
would have requwed further notlflcatlon under CASS 6.6. 57R mquesﬂen—and—net—t&any

A firm should answer “N/A” as appropriate to data fields 31 and 33 if it did not hold client
money or safe custody assets during the reporting period.

A firm should answer “N/A” as appropriate to data fields 32 and 34 if the firm has answered
either “No” or “N/A” for data fields 31 and 33 respectively.

CASS 6.6.57R and CASS 7.15.33R require that the FCA be informed without delay of any of

the matters in respect of which notification is required by those rules. Submission of the
CMAR within the time limit specified in SUP 16.14.3R does not discharge the obligations in
those rules and a firm remains obliged to notify the FCA as soon as it becomes aware that any
of the circumstances described in those rules has arisen.
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Annex 1
Options for reporting dematerialised safe custody assets a firm holds in a collective

investment scheme in fields 25A-G

Option 1 — reporting holdings per fund manager

Table 1 shows an example of some of the possible permutations of reporting this way. In

Table 1:

With respect to Fund Manager X, for the purposes of completing fields 25A-G of the
CMAR, the reporting firm needs to complete one line. This is because in relation to its
holdings in all 3 collective investment schemes (reported in 25C) the units are registered
in the name of a nominee company controlled by the firm. Fund Manager X is
incorporated in Guernsey and it is a member of the firm’s group. The same applies with
respect to Fund Manager Y.

With respect to Fund Manager Z, for the purposes of completing fields 25A-G of the
CMAR, the reporting firm needs to complete two separate lines. This is because in
relation to the firm’s holdings in 1 collective investment scheme (reported in 25C) the
units are registered in the name of a nominee company which is controlled by the firm
and in relation to the firm’s holdings in the other 3 collective investment schemes the
units are registered in the name of a nominee company which is controlled by an
affiliated company. Fund Manager Z is incorporated in the Cayman Islands and it is a
member of the firm’s group.

Table 1
A G B C D E E
How How held | Institution Number | Value of | Country of Is this
registered? | /registered | where safe of lines | safe incorporation | a
custody assets | of stock | custody of the group
held/registered assets as | institution entity
at
reporting
period
end date
Nominee Other Fund Manager |3 £600m Guernsey Yes
company X
which is
controlled
by the firm
Nominee Other Fund Manager |5 £350m Guernsey Yes
company Y
which is
controlled
by the firm
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Nominee

Other

company
which is
controlled
by the firm

Fund Manager
Z

[

£90m

Cayman
Islands

Nominee

Other

company
which is
controlled

by an
affiliated

company

Fund Manager
Z

(V)

£400m

Cayman
Islands

Yes

Nominee

Other

company
which is
controlled

by an
affiliated

company

Fund Manager
XX

jon

£250m

Cayman
Islands

Option 2 — reporting on an aggreqate basis

Table 2 shows an example of some of the possible permutations of reporting this way. In

Table 2:

e Line (i) reports all the firm’s holdings in collective investment schemes in relation to

which the units are registered in the name of a nominee company which is controlled by

the firm and the relevant fund manager is incorporated in Guernsey and is a group entity.

e Line (ii) reports all the firm’s holdings in collective investment schemes in relation to

which the units are reqgistered in the name of a nominee company which is controlled by

the firm and the relevant fund manager is incorporated in the Cayman Islands and is a

group entity.
e Line (iii) reports all the firm’s holdings in collective investment schemes in relation to

which the units are registered in the name of a nominee company which is controlled by

an affiliated firm and the relevant fund manager is incorporated in the Cayman Islands

and is a group entity.

Table 2
A G B C D E E
How How held/ | Institution where | Number | Value of Country of Is this
registered? | registered | safe custody of lines safe incorporation | a
assets of stock | custody of the rou

Page 251 of 252




FCA 2014/36

held/registered

assets as

institution

at

reporting

period
end date

entity

Nominee

Other

company
which is
controlled

by the firm

collective
investment scheme

[e0)

£950m

Guernsey

Yes

Nominee

Other

company
which is
controlled

by the firm

collective
investment scheme

=

£90m

Cayman Islands | Yes

Nominee

Other

company
which is
controlled

by an
affiliated

company

collective
investment scheme

[ee]

£650m

Cayman Islands | Yes
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