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Lehman companies currently in administration are as follows:

1. Lehman Brothers Holdings Pic

Company Number :
Adminisirators ;

In Administration From :
Matter Number :

01854685

Anthony Viclor Lomas, Steven Anthony Pearson, Michael John Andrew
Jervis and Dan Yoram Schwarzmann

15 September 2008
L-159771

2. Lehman Brothers International (Europe)

Company Number :
Administrators :

In Administration From :
Matier Number :

02538254

Anthony Victor Lomas, Steven Anthony Pearson, Michael John Andrew
Jervis and Dan Yoram Schwarzmann

15 September 2008
L-159763

3. Lehman Brothers Limited

Company Number:
Administrators :

in Administration From :
Matter Number :

00846922

Anthony Victor Lomas, Steven Anihony Pearson, Michael John Andrew
Jervis and Dan Yoram Schwarzmann

15 September 2008
L-159770

4. LB UK RE Holdings Limited

Campany Number :
Administrators :

In Administration From :
Matter Number :

05347966

Anthony Victor Lomas, Steven Anthony Pearson, Michael John Andrew
Jervis, Dan Yoram Schwarzmann and Graham Hunter Martin

(Graham Hunter Martin was appointed on the 29™ October 2008)
15 Septernber 2008
L-159764
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5. Storm Funding Limited

Company Number : 02682306

Administrators : Anthony Victor Lomas, Steven Anthony Pearson, Michael John Andrew
Jervis and Dan Yoram Schwarzmann

in Administration From : 23 September 2008
Matter Number : L-159982

6. Mable Commercial Funding Limited

Company Number : 02682316

Administrators ; Anthony Victor Lomas, Steven Anthony Pearson, Michael John Andrew
Jervis, Dan Yoram Schwarzmann and Graham Hunter Martin

(Graham Hunter Martin was appointed on the 29" Qctober 2008)
in Administration From : 23 September 2008
Matter Number : L-159981

7. Lehman Brothers Europe Limited

Company Number ; 03950078

Administrators : Anthony Victor Lomas, Steven Anthony Pearson, Michael John Andrew
Jervis and Dan Yoram Schwarzmann

In Administration From : 23 September 2008
Mafter Number : L-160034

8. L.ehman Brothers UK Holdings Limited

Company Number : 02074637

Administrators : Anthony Victor Lomas, Michael John Andrew Jervis and Derek Anthony
Howeli

In Administration From : 29 September 2008

Matter Number : L-160270

9. LB 5F No.1

Company Number: 06001928

Adminisirators: Anthony Victor Lomas, Derek Anthony Howell and Dan Yoram
Schwarzmann

002




in Administration From :
Matter Number *

2 October 2008
L-160440

10. LB UK Financing Lid

Company Number:
Administrators:

In Administration From :
Matter Number :

05729776

Anthony Victor Lomas, Derek Anthony Howell and Dan Yoram
Schwarzmann

2 October 2008
L-160442

11. Cherry Tree Mortgages Limited

Company Number:

Administrators:

In Administration From:

Matter Number:

05529374

Anthony Victor Lomas, Derek Anthony Howell and Dan Yoram
Schwarzmann

13 Qctober 2008
L-160728

12. Lehman Brothers Lease and Finance No.1 Limited

Company Number:

Administrators:

In Administration From:

Matter Number:

13. Zestdew Limited
Company Number;

Administrators:

In Administration From:

Matter Number:

04387086

Anthony Victor Lomas, Derek Anthony Howell and Michael John Andrew
Jervis

24 Qciober 2008
L-161287

03752197

Anthony Victor Lomas, Derek Anthony Howell, Dan Yoram Schwarzmann
and Graham Hunter Martin.

29 Ociober 2008
L-161381

14. Monaco NPL (No. 1) Limited

Company Number;

Administrators:

In Administration From:

05432398

Anthony Victor Lomas, Derek Anthony Howell and Dan Yoram
Schwarzmann

29 October 2008
003




Matter Number:

L-161418

15. Lehman Commerciat Mortgage Conduit Limited

Company Number:

Administrators:

In Administration From:

Matier Number:

06221756

Anthony Victor Lomas, Derek Anthony Howell, Dan Yoram Schwarzmann
and Graham Hunter Martin

30 October 2008
L-161442

16. LB RE Financing No.3 Limited

Conpany Number:

Administrators:

In Administration From:

Maiter Number:

06454161

Anthony Victor Lomas, Derek Anthony Howell and Dan Yoram
Schwarzmann

30 Cctober 2008
L-161419

17. L.ehman Brothers (PTG) Limited

Company Number:

Adminisirators:

tn Administration From:

Matter Number:

04108157

Anthony Victor Lomas, Derek Anthony Howell and Dan Yoram
Schwarzmann

&6 November 2008
L-161711

18. Eldon Street Holdings Limited

Company Number:

Adminisirators:

In Administration From:

Matter Number:

04108165

Anthony Victor Lomas, Derek Anthony Howell and Dan Yoram
Schwarzmann

8 December 2008
L-162926

19, LB Holdings Intermediate 2 Limited

Company Number:

Administrators:

In Administration From:

05957878

Anthony Victor Lomas, Steven Anthony Pearson, Derek Anthony Howell
and Michael John Andrew Jervis

14 January 2009
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Maiter Number;

L-163759

005



Client Assets

Chapter 7

ney: MiFID
)\ business
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CASS 7 : Client money: MiFID business Section 7.1 : Application and Purpose

" © 74

7.1.2
C
D ) 7.3

Application and Purpose

.........................................................................................................

This chapter (the client money rules) applies to :

(1) a MiFID investment firm:
(a) that holds client #I0#EY; OF

{b) that opts to comply with this chapter in accordance with
B CASS 7.1.3 R (1)} (Opt-in to the MiFID client money rules);

and

(2) athird country investment firm that opts to comply with this
chapter in accordance with B CASS 7.1.3 R (2) {Opt-in to the
MIFID client money rules);

unless otherwise specified in this section.

B Cas5 7.2 (Definition of elient money) sets out the circumstances in which money is
cousidered client money for the purposes of this chapter.

Opt-in to the MiFID client money ryles :

..................................... Aveinssiediiny

(1) A firm that receives or holds #roney in respect of which this
chapter applies and #1oney in respect of which the non-directive
client money chapter or 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 soney were money that the firm receives and holds
in the course of, or in connection with, its MZFID business.

(A} A third country investent firm that receives or holds Honey
from, for or on behalf of a client in the course of, or in
connection with, its equivalent business of a third country
investment firm may elect to comply with the provisions of this
chapter in respect of the money it holds to which the
non-directive client money chapter or the insurance client
money chapter applies. If it does so, this chapter applies as if

F5A Handbook 8 Relesse 083* ©  Hovember 2008
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- CASS 7 : Client money: MIFID business : Section 7.1 : Application and Purpose

all such money were money that the firm receives and holds in the
course of, or in connection with, MiFID business.

(2) 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 firsn 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 if.

7.1.4 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 nos-directive client inoney chapter or the

insurance client inoney chapter , such as money falling within the scope of the opr-out
for non-IMD designated investment business (see W CASS 4.1.11R).

T 7.1.5 [G]} | Ifa firm has opted to comply with this chapter, the non-directive client money chapter
o, )) or the insurance client money chapter will have no application to the activities to which
P s the election applies.

7.1.6 A firm (other than a third country investment firm) that is only subject to the sion-directive
client money chapter or the insurance client money chapter may not opt to comply with
this chapter.

7.1.7 [G]| 1fa firm that has agreed with an jnsurance undertaking under the client money rules in
the insurance client money chapter to treat the undertalking's money as client inoney, opts
in to this chapter in accordance with this section, the insurance undertaking's interest
under the trust {or in Scotland agency) will be subordinated to the interests of the firm's
other clienzs. '

7.1.7A The information requirements concerning the safeguarding of client money (see
® COBS 6.1.7 R) apply to a firm that has elected to comply with this chapter with respect
of all client money to which the election applies.

Yy 4 Credit institutions

wef e EETETEEY R L e R T TR Yy reresvnisy R R L e N R R P TP R T P PP R T P T T I

7.1.8 The client money rules do not apply to a BCD credit institution in relation
to deposits within the meaning of the BCD held by that institution.

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

7.1.9 [G] | Ifacreditinstitution that holds money a5 a deposit with itself is subject to the requirement
to disclose information before providing services, it should, in compliance with that
obligation, notify the client thar:

(1) money held for that client in an acconnt with the credit institugion will be held
by the firm as banker and not as trustee (or in Scotland as agent); and

(2)  as aresult, the money will not be held in accordance with the client money riles.

FSA Handbook B  Release 983 @ November 2008
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-CASS 7 : Client money: MiFID business Section 7.1 : Application and Purpose

7.1.10 @ Pursuant to Principle 10 {Clients’ assets), a credit institution that holds money as a
deposit with itself should be able ta acconnt to all of its clients for amounts held on
their behalf at all times. A bank account opened with the firm that is in the name of
the elient would generally be sufficient. When money from clients deposited with the
firm is held in a pooled account, this account should be clearly identified as an account
for clients. The firm should also be able to demonsteate that an amount owed to a
specific client that is held within the pool can be reconciled with a record showing that
individual's client balance and is, therefore, identifiable-at any time, Similarly, where
that money is reflected only in a firm's bank account with other banks {nostro
accounts), the firm should be able to reconcile amounts owed to that client within a
reasonable period of time.

AR A credit institution is reniinded that the exemption for depdsits is not an abstlife
exemption from the client money rules.

L ' Affiliated compantes et .
{rj) ) ) 7.1.12 [G] | A firm that holds money on behalf of, or receives noney from, an affiliated company

in respect of MiFID businiess must treat the affiliated company as any other client of
the firm for the purposes of this chapter.

7.1.13 [G]| A férm that holds client money on behalf of, or receives #1oney from, an affiliated
comparey in respect of its nos-MiFID business and opts under M CAS§7.1.3 R (1) to .
comply with this chapter in with respect of that #on-M;iFID business, should-refer to
the son-directive client money chapter (see B CASS 4.1.18 R (Affiliated companies)) to
determine whether that money Falls within the scope of the non-directive client money
chapter and therefore within the scope of the opt-in.

..............................................................................................................

7.1.14 [¥| The client money rules do not apply with respect to coins held on behalf
of a client if the firm and the cliest have agreed that the money (or
woney of that type) is to be held by the firm for the intrinsic value of

( o ' the metal which constitutes the cojn.
B A ). ) .
A ‘Selicitors e et e et e oo oot et eeeseeee oo
' 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 must comply with the MEFID client
money (minimura implementing) rules and also with the
following rules of its designated professional body and if it does

. 50, it will be deemed to comply with the client money rules in
this chapter.

(2) The relevant rules are:

(a) if the firm is regulated by the Law Society {of England and
Wales):

(1} the Solicitors' Accounts Rules 1998; or

FSA Handhook B  felease 083 @ November 2008
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CASS 7 :

Client money: MiFID business Section 7.1 : Application and Purpose

7.1.16

(if) where applicable, the Solicitors Overseas Practice Rules
1990; :

(b) if the firm is regulated by the Law Society of Scotland, the
Solicitors' (Scotland) Accounts, Accounts Certificate,
Professional Practice and Guarantee Pund Rules 2001; and

(c) if the firme is regulated by the Law Society of Northern Ireland,
the Solicitors' Accaunts Regulations 1998.

General purpose

................................................. R O I S LI TI L RRrsIETI

(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 nioney. The client
neoney rules provide requirements for firms that receive or hold client money,
in whatever form.

(2} The client money rules also implement the-provisions of MiFID which regulate
the obligations of a firmt when it holds client money.

FSA Handbook
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LASS 7 : Client money: MiFID business

Section 7.2 : Definition of client money

7.2.1

7.2.2

7.2.3

7.2.4

7.2.5

7.2.6

7.2 Definition of client money

For the purposes of this chapter and the MiFID custody chapter, client
#oey means any woney that a firm receives from or holds for, or on
behalf of, a client in the course of, or in conzection with, its MiFID
business unless otherwise specified in this section.

Business in the name of the ﬁrm

------------------------------------------------------------------------------ Aasembdtddturdtatrasnicatnaan

Money is not client money where the firsn carries on business in its own
name on behalf of the client where that is required by the very nature
of the transaction and the cliesnt is in agreement.

[Note: recital 26 to MiFID]

------------------

Title ‘iransfer collateral arrangements

----------------- L T e T T T T N T T Y P PR Y}

Where a cltent transfers full ownership of money to a fism for the
purpose of securing or otherwise covering present or future, actual or
contingent or prospective obligations, such money shouid no longer be
regarded as client money.

[Note: recital 27 to MiFID]

A title transfer financial collateral arrangement under the Finaneial Collateral Directive
is an example of a type of transfer of money to cover obligations where that money
will not be regarded as client rmonaey,

Wheee a firm has received full title or full ownership to smoney under a collateral
arrangement, the facr that it has also taken a security interest over 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 tzansfer of title to the firs. However, if that
security interest includes a “right to use arrangement”, under which the ciient agrees
to transfer all of its rights to snoney in that account to the firsz upon the exercise of
the right to use, the money may cease to be client money, but only once the right ro
use is exercised and the money is transferred out of the account to the firm.

Firms arc reminded of the clienz's best interest »ele; which requires a firm to act
honestly, fairly and professionally in accordance with the best interasts of its clients

FSA Handhook

Release 083 @
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CASS 7 : Client money: MiFID business Section 7.2 : Definition of client money

when structuring its business particularly in respect of the effect of that structure on firms'
obligations under the client money rules.

7.2.7 Pursuant to the client’s best interests rule, a firm should ensure that where a retail client
transfers full ownership of sorey to a firam

(1) the client is notified that full ownership of the #zoney has been transferred to
the firm and, as soch, the clienz no longer has a proprietary claim over this
money and the firsn can deal with it on its own right;

{2) the transfer is for the purposes of securing or covering the client's obligations;

{3) anequivalent transfer is made back to the client if the provision of collateral
by the client is no longer necessary; and

( . _ {4) there is a reasonable link between the timing and the amount of the collateral
f‘.‘) transfer and the obligation that the client owes, or is likely ta owe, to the firm.

.

| Money in connection with a "delivery versus payment” transaction

.............................. R R R L R N N e N O T A R Y

7.2.8 [ | Money need not be treated as client money in respect of a delivery versus
payment transaction through a commercial settlement system if it is intended
that either: '

{1} inrespect of a client's purchase, money from a client will be due
to the fissm within one business day upon the fulfibment of a
delivery obligation; or

(2} inrespect of a client's sale, money is due to the client within one
business day following the client's fulfilment of a delivery
obligation;

unless the delivery or payment by the firs does not occur by the close of
( business on the third business day following the date of payment or delivery
),} of the investinents by the client.

Money due and payable to the firm

....................................................... LR e Y L R T L L R L LT P e I TR STy

7.2.8 (1) Money is not client money when it becomes properly due and

payable to the firm for its own account.

Bl

{2) For these purposes, if a firnz makes a payment to, or on the
instructions of, a client, from an account other than a client bank
dccount, until that payment has cleared, no equivalent sum from
a client bank account for reimbursement will become due and
payable to the firm.

7.2.10 Money held as client money becomes due and payable to the firm or for the firm's own
account, for example, because the firmr acted as principal in the contract or the firm, acting
as agent, has itself paid for securities in advance of receiving the purchase noney from
its client. The circumstances in which it is due and payable will depend on the contractual
arrangement between the firm and the client.

FSA Handboak Release 083 ©  November 2008
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-CASS 7 : Client money: MiFID business Section 7.2 : Definition of client money

7.2.11
7.2.12
7.2.13

7.2.14 R

S8 7.2.15
7

When a client's obligation or liability, that 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 amount owed by the client to the firm should be paid over to the client
immediately or be held in accordance with the client money rules.

When a firm has entered into an arrangement under which cormmission is rebated to
a clfent, those rebates need not be treated as client smoney until they become due and
payable to the client in accordance with the terms of the coniractual arrangements
_between the parties.

When cammission rebate becomes due and payable to the client, the firsm should:
{1} treat it as client smoney; or

(2) pay it out in accordance with the rule regarding the dischacge of a firm's
fiduciary duty to the client (seé B CASS 7.2.15 R);

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 B €AS$7.2.3 R (Title transfer collateral
arrangements)}.

Inte::e§t

R e A R L L T T T O S P U

Unless a firm notifies a retail client in writing whether or not interest
is to be paid on client money and, if so, on what terms and at what
frequency, it must pay that client all interest earned on that client money.
Any interest due to a client will be client money.

Discharge of fiduciary duty

------------------------------------------------------------------ R T T R T P PSP Ty

Money ceases to be client money if it is paid:

(1) to the client, or a duly authorised representative of the client;
or

(2} to a third party on the instruction of the cliesnz, unless it is
transferred to a third party in the course of effecting a
transaction, in accordance with B CASS 7.5.2 R (Transfer of client
money to a third party); or

(3) mto a bank account of the client (not being an account which
is also in the name of the firm); or

(4) to the firm itself, when it is due and payable to the firm (see
B CASS$ 7.2.9 R (Money due and payable to the firm)); or

F5A Handbook M Release 083 ©
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CASS 7 : Client money: MiFID business

(5) to the firm itself,e when it is an excess in the client bank account
(see B CASS 7.6.13 R (2} (Reconciliation discrepancies)).

7.2.16 When a firm wishes to transfer client money balances 10 a third party in the course of

transferring its business to another firm, it should da so in a way which it discharges its
fiduciary duty to the client under this section.

7.2.17 IZ | 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 uniil the cheque or order is presented and paid by the bauk.

Allocated but unclaithed clientmoney oo

7.2.18 [G]| The purpose of the rule on allocated but uriclaimed client money is to allow a firm, in the

normal course of its business, to cease to treat as client morey any balances, allocated to
an individual cfient, when those balances remain unclaimed.

7.2.19 A firm may cease to treat as client money any unclaimed client money

balance if it can demonstrate that it has taken reasonable steps to trace the
client concerned and to return the balance.

7.2.20 Y (1) Reasonable-steps should include:

7.2.21

(a) entering into a written agreement, in which the clent consents
to the fifm releasing, after the period of time specified in (h),
any client money balances, for or on behalf of that client, from
client bank accounts;

{(b) determining that there has been no movement on the clicat's
balance for a period of at least six years (notwithstanding any
payments or receipts of charges, interest or similar items);

(c) writing to the client at the last known address informing the
client of the firm's inténtion of no longer treating that balance
as client money, giving the client 28 days to make a claim;

(d} making and retaining records of all balances released from
client bank accounts; and

(e) undertaking to make good any valid claim against any released
balances.

(2) Compliance with (1) may be relied on as tending to establish
compliance with B CASS 7.2.15 R,

(3) Contravention of (1) may be relied on as tending to establish
contravention of B CASS 7.2.19 R.

When a firs gives an undertaking to make good any valid claim against released balances,
it should make arrangements authorised by the firm's relevant controllers that are legally
enforceable by any persor with a valid claim to such morney.

FSA Handbook H
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CASS 7 : Client money: MiFID business

Section 7.3 : Organisational requirements: client
money

7.3 Organisational requirements: client
fnoney

Requirement to protect clientmopey

7.3.1 ¥ | A firm must, when holding client money, make adequate arrangements

. to safeguard the client's rights and prevent the use of client noney for
35 7Y _ its own account.

[Note: article 13(8) of MiFID]

-------------------------------------------------------------------------------------------------------

7.3.2 B3| A firm mustintroduce 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 cliesit money,

fraud, poor administration, inadequate record-keeping or negligence.

[Note: article 16(1){f) of the MiFID implementing Directive]

\
)

1
4
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CASS 7 : Client money: MiFID business Section 7.4 : Segregation of client money

7.4 Segregation of client money

DS g (O Oy e eeeeeee———

7.4.1 LR | 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;
(2) a BCD credit institution;
(3) a bank authorised in a third country; E

(4) a gualifying money market fund.
[Note: article 18(1) of the MiFID implementing Directive]

7.4.2 G|| An account with a central bank, a BCD credit institution or a bank authorised in a third
country in which cfient money is placed is a client bank acconnt.

Qualifying money market funds

..................................................................... L Y P T T T

7.4.3 {G]| Where a firm deposits client money with a qualifying money market frtnd, the units in
that fund should be held in accosdance with the MiFID custody chapter.

{Note: reciral 23 to the MiFID implementing Directive]

7.4.4 A firm that places client money in a qualifying money market fund should ensure thatit |
has the persmissions required to invest in and hold units in that fund and must comply
with the rules that are relevant for those activities. '

7.4.5 I¥ | 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 Dirvective]

7.4.6 {G] ! Ifa firm that intends to place client money in a qualifying money market fund is subject
to the requirentent to disclose information before providing services, it should, in
compliance with that obligation, notify the elient that:

(1) inoney held for thar client will be held in a gualifying money muarket fand; and

FSA Handbaok @ Relegse 083 © November 2008
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LASS 7 : Client money: MiFID business Section 7.4 : Segregation of client money

7.4.7
7.4.8
7y )
7.4,9
(
ey
7.4.10

{2} as a result, the smoney will not be held in accordance with the client rmoney
rules but in accordance with the custody rules.

A firm's selection of a credit institution, bank. r money market fund

............................................... BvtvralavusesssusnnssatnrunosuannancnnTrine

A firm that does not deposit client money with a eentral bank must
exercise all due skiii, care and diligence in the selection, appoiniment
and periodic review of the 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]

When a firin makes the selection, appointment and condncts the periodic
review of a 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

(2) any legal requirements or marker practices related to the holding
of client money that could adversely affect clients' rights.

[Note: article 18(3) of the MiFID implementing Directive]

. In discharging its obligations whenselecting, appointing and reviewing the appointment
of a credit institution, a bank or a qualifying money market furnd, a firm should also
consider, together with any other relevant matters: '

(1} the need for diversification of risks;
(2) the capital of the credit institation or banlk;

{3) the amount of client money placed, as a proportion of the credit institution
or banlk's capital and deposits, and, in the case of a qualifying money marker
f#nd, compared o any limit the fund may place on the volume of redemptions
in any period,

{(4) the credic rating of the credit fnstitutior or banks and

(5} to the extent thar the information is available, the level of risk in the
investment and loan activities undertaken by the credit institntion or bank
and affiliated companies.

A firm must make a record of the grounds upon which it satisfies itself
as to the appropriateness of its selection of a credit institution, a bank
or a qualifying money market fund. The firm must make the record on
the date it makes the selection and must keep it from the date of such

selection until five years after the firm ceases to use the third party to
hold client money.

FSA Handbook Relezse 083 @ Novamber 2008

017




i

)

CASS 7 : Ch’ént money: MiFID business

441

7.4.12

7.4.13

7.4.14

7.4.15

7.4.16

7417

£

(6]

CHent bank accounts ., it e

A firs must take the necegsary steps to ensure that cliest noney deposite
in accordance with @ CASS 7.4.1 R, 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 Dirvective)

A firm may open one or mote client bank accounts in the form of a general client bank
account, a designated client bank account or a designated client fund account (see

B CAS57.93 G).

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 cfien who consents to the use of bank A and bank
B.should have his troney held in a diffecent designated client fund account at bank B from
a client who has consented to the use of banks B and C. )

Payment of client money into a client bank account

seasdaaNsesraLEnRaBaTEe AU A ErA N AndY b mAnaadry

Two approaches that a firm can adopt in discharging its obligations under the MIFID
clignt money segregation requirernents are:

{1} the 'normal approach'; or

(2) rthe ‘alternative approach’,
s

A firm that does not adopt the normal approach must first send a written
confirmation to the FSA from the firm's auditor that the firm has in place
systems and controls which are adequate to enable it to operate another
approach effectively. '

. ~
The alternative approach would be appropriate for a fir that opérates in a multi-product,
multi-cuerency environment for which adopting the normal approach would be naduly
burdensome and would not achieve the elent protection objective. Under the alternative
approach, client inoney is received into and paid out of a firnz's own bank accounts;
consequently the firm should have systems and controls that are capable of monitoring
the client inoney flows so that the firm comply with its obligations to perform
reconciliations of records and accounts (see W CASS 7.6.2 R). A firmz that adopts the
alternative approach will segregate client mmoney into a client bank acconnt on a daily
basis, after having performed a reconciliation of records and accounts of the entitlement
of each client for whom the firm holds client money with the records and accounts of the
client money the firm holds in client bank account and client transaction accounts to
determine what the client mosney requirement was at the close of the previous business

day.

Under the normal approach, a firm that receives client money should either:

(1} pay it promptly, and in any event no later than the next business day after
receipt, into a client bank account; or
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' 7.4,19
7.4.20
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7.4.21

7.4,22

{2} pay it out in accordance with the rule regarding the discharge of a firms's
fiduciary duty to the client (see B CASS7.2.15R).

Under the alternative approach, a firm that receives client money should:

{1} (&) pay any #roney to or on behalf of clients ont of its own account; and

{b} perform a reconciliation of records and accounts required under
B Ca887.6.2 R (Records and accounts), B 5YSC4.1.1 R and B SYSCE.1.1 R,
adjust the balance held in its client bank accounts and then segregate
the mmoney in the client bank acconnt until the calculation is re-performed
on the next business day; or

(2) pay it out in accordance with the rule regasdiﬁg the dischaege of a firm's
fiduciary duty to the client (see B CASS 7.2.15 R).

A firm that adopts the alternative approach may:
(1) receive all client money into its own bank-account

(2)- chaose to operate the alternative approach for some types of business (for
example, overseas equities transactions) and operate the narmal approach
for other types of business {for example, contingent lizbility investrnents) if
the firm can demonstrate that its systems and controls are adequate (see

B CAS5 7.4.15 R); and

{3) use an historic average to account for uncleared cheques {see paragraph 4
af W CASS 7 Annex 1 G).

Pursuant ro the MIFID client money segregation requirements, a firm should ensure
that any mmoney other than client money deposited in a client bank aceount is promptly
paid out of that account unless it is a minimum sum required to open the account, or
to keep it open. ‘

If it is prudent to do so to ensure that cliesz money is protected, a firm
may pay into a client bank account money of its own, and that money
will then become client money for the purposes of this chapter.

Automated transfers

esyscERabanrrIuswna s Medemmariavaras Berdacbiterrnratrnaan At ndranen ITIELEET] D T R Y PR O P

Pursuant to the MiFID client money segregation requirements, a firm operating the
normal approach that receives cliént money in the form of an automated transfer
should take reasonable steps to ensure that:

{1) the money is received directly into a client bank account; and
(2) ifsmoney is received directly into the firm's own account, the mosney is

transferred into a client bank account promptly, and in any event, no later
than the next business day after receipt.
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1.6.23

7.4.24

7.4.25

7.4,26

7.4.27

Mixeg:i remittance’

4essnBerdrarenerinnanans L R R e T e R T R P P PRy T

[G]| Pursuant to the MiFID client money segregation requirements, a firm aperating the normal

approach that receives a miixed remittance (that is part client money and part other money)
should:

{1) pay the full sum into a client bank account promptly, and in any event, no later
than the next business day after receipt; and

(2) pay the money that is not client money out of the client bank account promptly,
and in any event, no later than one business day of the day on which the firm
would normally expect the remittance to be cleared.

Appointed representatives, tied agents, field representatives and other
agents

Saavrintaitrrianvanan R T R R T Ty TP L T T R R R T P T LT T PR R T N

[G] (1) Pursuantto the MiFID client money segregation requirernents, a firsz operating

the normal approach should establish and maintain procedures to ensure that
client money teceived by its appointed representatives, tied agents, field
representatives or other agents is:

{a) 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
" aspecified business address of the finm, so as to ensure that the money
arrives at the specified business address promptly, and in any event, no
later than the close of the thicd business day.

"

(2) For the purposes of 1(b), cliesnt money received on business day one should be
forwarded to the finm or specified business address of the firmt promptly, and
inany 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 thied 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 promptly, and in any event, no later than the next business day
after receipt, would be in line with 1(b).

The firm should ensure that its appointed representatives, tied agents, field vepresentatives
or other agents keep clientmoney separately identifiable from any other money {including -
that of the firm) until the client money is paid into a client bank account or sent to the
firm, :

A firm that operates a number of small branches, but holds or accounts for all cliens
money centrally, may treat those small branches in the same way as appointed
reprreseniatives and ted agents.

Pursuant to the MiFID client money segregation vequirements, a firnz operating the normal
approach that receives outside the United Kingdom a client entitlement on behalf of a
client should pay any part of it which is client money:

(1) to, or in accordance with, the instructions of the client concerned; or
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7.4.28

7.4:29

7.4.30

7.4.31

Moy 7.4.32

7.4.33

7.4.34

{2} into a client bank account promptly, and in any event, no later than five
business days after the firm is notified of its receipt.

Pursuant to the MiRLD clfent money segregation requirements, a firm operating the
normal approach shonld allocate a client entitlement that is client money to the
individual cliest promptly and, in any case, no later than ten business days after
notification of receipt.

WMoney due te a client from a firm

resaniraTeanar TRABINIRE LRy T Y P T T P T TR TP Y 140

Pursuant to the MiFID client money segregation requirements, a finm operating the
normal approach thdt is liable to pay somey 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) 1o, or to the order of, the cifent; or

{2} into a client bank account.

Segregation in different currency .

..............................................................................................................

A firm may segregate client money in a different currency from that of
receipt. If it does so, the firsnz must ensure that the amount held is
adjusted each day fo an amount at least equal to the original currency

-amount (or the currency in which the firin has its liability to its clients,

if different), translated at the previous day's closing spot exchange rate.

The 7ule on segregation of client #oney in a different currency (8 CASS 7.4.30 R) does
aot apply where the clent has instructed the firse to convert the money into and hold
it in a different currency.

.............................................................................................................

United States (US) legislation restricts the ability of ron-US fizms to trade on behalf
of US customers on non-US futures and options exchanges, The relevant US regularor
{the CFTC) operates an exemption system for. firms authorised by the FSA. The FSA
sponsoss the application from a firm for exemption from Part 30 of the General
Regulations under the.US Commodity Exchange Act in line with this system. The
application forms and associated information can be found on the FSA website in the
"Forms" section.

A firm with a Part 30 exemption order nndertakes to the CFTG that it will refuse to |
allow any US customer to opt not to have his 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. The MiFID client money chapter does not have the option of
allowing the firm or the client to choose whether money belonging to the client is
subject to the client money rules.

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 firsm to be

in breach of its Part 30 exemption srder.
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7.4.35 EE | A firmm must notify the FSA immediately it arranges the issue of an
: individual ietter of crediz under an LME bond arrangement.
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Section 7.5 : Transfer of client money to a third
party

7.5.1
&
”’) )}
7.5.2
(7
.m‘)ﬂ‘) }
e
7.5.3

7.5 Transfer of client money to a third party

This section sets out the requirements a firm must comply with when it transfers clfent
money to another parson without discharging its fiduciary duty owed to that client.
Such circumstances arise when, for example, a firsn passes client maney 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 moniey to an fntermediate broker for contingent liability
investments in the form of inital or variation margin on behalf of a clfent. In these
circumstances, the firsm remains responsible for that client's 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 (B CASS 7.2.15 R).

A firm may allow another person, such as an exchange, a clearing bouse
or an intersnediate broker, to hold or control cliesnt money, but only if:

(1) the firm transfers the client money: -

{a) for the purpose of a transaction for a client through or with
that person; or

(b} to meet a client's obligation to provide collateral-for a
transaction (for example, an initial iargin requirement for
a contingent liability investment); and

(2) in the case of a retail client, that cliesnt has been notified that
the client money may be transferred to the other person.

A, firm should not hold excess client noney in its client transaction accounts with
inteymediate brokers, settlement agents and OTC counterparties; it should be held in
a client bank account.
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7.6 Records, accounts and reconciliations

Records and accounts

----------------------- L R L L R R N P T N PR R E LT IS SRR TR TN

7.6.1 18 | A firm must keep such records and accounts as are necessary to enable if,
at any time and without delay, to distinguish cliestmoney held for one
client from clientmoney held for any other client, and from its own money.

Ty,

ey -

[Note: article 16(1)(a) of the MEFID implementing Dirvective]

7.6.2 E¥ | A firim must maintain its records and accounts in a way that ensures their ‘
accuracy, and in particular their correspondence to the cliesnt money held
for cliesis.

[Note: article 16(1)(b} of the MiFID finplementing Directive) '

Client entitlements

L R R T T T ) Assteadraranra dntarevensrang L L e grerrrencnanataaanan

7.6.3 Pursuant to W CASS7.6.2 R, H 5YSC4.1.1 R and B SYSC6.1.1 R, 2 firm should take reasonable
steps to ensure that is notified promptly of any receipt of client money in the form of a
client entitlernent.

(" Record keeping ..o, SO reessseenseree e
: “} ) b 7.6.4 A firm must ensure that records made under B CASS 7.6.1 R and

CASS 7.6.2 R are retained for a period of five years after they were made,

7.6.5 A firm should ensure that it males proper records, sufficient to show and explain the
firm's transactions and commitments in respect of its client morney.

Internal reconciliations of client money balances

------------- D e arsvervruan L N T T TR TR

7.6.6 . 1) Bsysca.1.1 R requires firms to have robust governance arrangements, such as
internal control mecharisims, including sound administrative and accounting
procedures and effective control and safeguard arrangements for information
pracessing systems. In addition, I SYSC 6.1.1 & requires firms to establish,
implement and maintain adequate policies and procedures sufficient to ensure
the firn1's compliance with its obligations under the regrlatory system. Carrying
out internal reconciliations of records and accounts of the entitlement of each
client for whom the firm holds dlient money with the records and accounts of
the client money the firm holds in client bank accounts and elient transaction
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accounts should be one of the steps a firm takes to satisly its obligations
under B CASS 7.6.2 R, B SYSC 4.1.L R and = SYSC 6.1.1 R,

{2) A firm should perform such internal reconciliations:
{a) as often as is necessary; and

{b) assoon as reasonably practicable after the date to which the
reconciliation relaces;

to ensure the accuracy of the firm's records and accounts.
(3)  The standard method of internal client money reconcifiatios sets out a method

of reconciliarion of client money balances, that the FSA believes should be
one of the steps that a firme takes when carrying out internal reconciliations

of client monsy.
Y RECOMS st sercessons ettt sr e e
7.6.7 R (1) A fism must make records, suff1c1ent to show and explain the

method of internal reconciliation of client money balances under
B CASS 7.6.2 R used, and if different from the standard method
of internal client money reconciliation, to show and explain
that: .

(a} the method of internal reconciliation of client money
balances used affords an equivalent degree of protection to-
the firm's clients to-that afforded by the standard method
of internal client money reconciliation; and

(b) in the event of a primary pooking event or a secondary
pooling event, the method used is adequate to enable the
firm to comply with the client money (MGFID business)
distribution rules.

{. (2} A firm must make these records on the date it starts using a
g “j)")) - method of internal reconciliation of chient money balances and
must keeep it made for a period of five years after ceasing to use
it
7.6.8 A firm that does not use the stasdard method of internal client money

reconciliation must first send a written confirmation to the FSA from
the firm's auditor that the firms has in place systems and controls which
are adequate to enable it to use another method effectively.

Reconmhatzons with external records

-----------------------------------------------------------------------------------------------------------

A firm must conduct, on a regular basis, reconciliations between its
internal accounts and records and those of any third parties by whom
client money is held.

7.6.9

[Note: article 16(1)(c) of the MiFID implementing Directive]
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7.6.10
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7.6.12
(. 7.6.13
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.
7.6.14

7.6.15

Frequency of external reconciliations | ... e avs s

{1) A firni should perform the required reconciliation of client noney balances with
external records:

{a) asregularly asis necessary; and

(b) as soon as reasonably practicable after the date to which the reconciliation
relates;

to ensure the accuracy of its internal accounts and records against those of third
parties by whom client money is held.

{2) In determining whether the frequency is adequate, the firm should consider the
risks which the business is exposed, such as the nature, volume and complexity
of the business, and where and with whom the cliest money is held.

Method of external recongilie_ltions

---------- A R R e R L L I I

& method of reconciliation of client money balances with external records that the FSA
believes is adequate is when a fi#mm compares:

(1) the balance on each cliests bank account as recorded by the firm with the balance
on that account as set out on the statement or other form of confirmation issued
by the bank with which those accounts are held; and

(2) the balance, currency by currency, on each client transaction account as recorded
by the firm, with the balance on that account as set out in the statement or other
form of confirmation issned by the persos with whom the account is held;

and identifies any discrepancies between them.

Any approved collateral held in accordance with the client money rules
must be included within this reconciliation.

.................................................................................................................

When any discrepancy arises as a result of a fistn's internal reconciliations,
the firsm mwust identify 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 within the same time period (but see
B CASS7.4.20 G and B CASS 7.4.21 R).

When any discrepancy arises as a result of the reconciliation between a
firm's internal records and those of third parties that hold client money,
the firi must identify the reason for the discrepancy and correct it as soon
as possible, 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 firsn is unable to resolve a difference arising from a reconciliation
between a firm's internal records and those of third parties that hotd client
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Section 7.6 : Records, accounts and reconcitiations

7.6.16
el (: .t
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7.6.17
7.6,18
7.6.19
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money, and one record or a set of records examined by the firi during
its reconciliation indicates that there is a need to have a greater amouint
of client money or approved collateral than is in fact the case, the firm
must assume, until the matter is finally resolved, that the record or set
of records is accurate and pay its own money into a relevant account.

Notification requirements

---------- LR R T R Y R L L LT R R R T R T T Y PR TP

A firm must inform the FSA in writing without delay:

{1} if it has not complied with, or is unable, in any material respect,
to comply with the requirements in B CASS 7.6.1 R, @CAS§ 7.6.2 R
or HCASS7.6.2 R; -

(2) if having carried out a reconciliation it has not complied with,
or is unable, in any material respect, to comply with
B CASS 7.6.13 R.to B CASS 7.6.15 R.

Audit of compliance with,the MIFID client money rules

LT T T P N PR T e I T T R R T YT P PP )

Fiyms are reminded that the auditor of the firs has to confirm in the report submitted
to the FSA under B8 SUP 3,10 {Duties of anditors: notification and report on clicat assets)
that the firm has maintained systems adequate to enable it to comply with the client
money rules.

Firpns that do not adopt the normal approach are reminded that the firm's auditor
must confirm to the FSA in writing that the firm has in place systems and controls
which are adequate to enable it to operate the alternative approach effectively (see
B CASS 7415 R).

Firms that do not use the standard riethod of internal client money reconciliation are
reminded that the firm's auditor must corifirm to the FSA in writing that the firsz has
in place systems and controls which are adequate to epable it to use another method
effectively (set B CASS 7.6.8 R).
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7.7.1

7.7.2

7.7 Statutory trust

Section 135(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 Nozthern Ireland) or 2s agent (Scotland only). This section creates a fiduciary
relationship between the fir and its client under which client money is in the legal
ownership of the firm but remains in the beneficial ownership of the cliest. In the event
of failure of the firm, costs relating to the distribution of client money may have to be
borne by the trust,

Requirement

......................................... LR A e D R e LI T]

A firm receives and holds client money as trustee (or in Scotland as agent)
on the following terms:

(1) for the purposes of and on the terms of the client money rules and

the client TKQ(MIIFID business) distribution rules;

(2) subjectto ( the cliests (other than clients which are insurance
undertakings when acting as such with respect of 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;

(3) after all valid claims in (%) hrave 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) on failure of the firm, for the payment of the costs properly
attributable to the distribution of the clienz money in accordance
with (2); and

(5) after all valid claims and costs under (2) to {(4) have been met, for
the firm itself.
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Section 7.8 : Notification and acknowledgement of
trust

(;_:' 7.8t
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7.8.2

7.8 Notification and acknowledgement of
trust

(1) When a firm opens a client bank account, the firm must give
or have given written notice to the bank requesting the bank to
acknowledge to it in writing that:

(a) all money standing to the credit of the account is held by -
the firm as trustee (or if relevant, as agent) and that the bank
is not entitled to.combine the account with any other
account or to exercise any right of set-off or counterclaim
against soney in that account in respect of any sum owed
to it on any other account of the firm and

(b) thetitle of the account sufficiently distinguishes that account
from any account containing #oney that belongs to the
firm, and is in the form requested by the firsm.

(2} In the case of a client bank account in the United Kingdosm, if
the bank does not provide the required acknowledgement within
20 business days after the firm dispatched the notice, the firm
must withdraw all nroney standing to the credit of the acconnt
and deposit it in a client bank account with another bank as
soon as possible.

Exchange, clearing house, intermediate broker or OTC counterparty

. {1} A firm which undertakes any contingent liability investment
for clients through an exchange, clearing house, intermediate
broker or OTC counterparty must, before the client transaction
account is opened with the exchange, clearing bouse,
intermediate broker or OTC counterparty:

(a) notify the person with whom the account is to be opened
that the firm is under an obligation to keep client money

separate from the firm's own money, placing client money
in a elient bank account,

(b) instruct the person with whom the account is to be opened
that any smoney paid to it in respect of that transaction is

to be credited to the firm's client transaction account; and
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- (¢) require the person with whom the-account is to be opened to
acknowledge in writing that the firm's cliént transaction
accounl is not to be combined with any other account, nor is
any right of set-off to be exercised by that person agamnst woney
credited to the client transaction account in respect of any sum
owed to that person on any other account.

(2) If the intermediate broker or OTC counterparty does not.provide
the required acknowledgement within 20 business days of the
dispatch of the notice and instruction, the firm must cease using
the client transaction account with that broker or counterparty -
and aftanpe as soon as possible for the transfer ot liquidation of
any open positions and the repayment of any money.
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Section 7.9 : Client money distribution

7.9.1 IR

7.9.2 [&]

7.9.3 [&]

7.9.4 R

7.9 Client money distribution

' Application .

Fentdletararasnine FEsbbeariaasantnaagy revivna LR AR L P P I tevrenarn

This section (the client mioney (MIFID business) distribution rules)
applies to a firu that holds client money which is subject to the client
smoney rules when a primary pooling event ot a secondary pooling event
occurs.

Furpose . . et aas
The client money (MEFID business) distribution rules seek to facilitate the timely return,
of client money to a client in the event of the failure of a firm or third party at which

the firm: holds client money.

Failure of the authorised firm: primary poolingevent
" A firm can hold dlienz money in cither a general client bank account, a designated
citent bank account or a designated client fund account, A firnz holds all client money
in general client bank accounts for its clients as part of 2 common pool of money 50
those particular clients do not have a claim against a specific sum in a specific account;
they only have a claim to the client money in general. A firm holds client money in
designated client bank accounts or designated clfent fund accounts for those clients
that requested their cliert money be part of 2 specific pool of money, so those particular
clients do have a claim againsta specific sum in a specific account; they do not have
a claim to the client zoney in general unless a primary pooling event occurs. A. prismary
pooling event teiggers a notional pooling of all the client money, in every type of client
neaney acconnt, and the obligation to distribute it If the firsit becomes insolvent, and
there is (for whatever reason) a shortfall in noney held for a client compared with
that client's entitleménts, the available funds will be distributed in accordance with
the client money (MiFID business) distribution rules. -

A pﬂ'ma@ pooling eveit occurs:
(1) on the failure of the firem;

(2) onthe vesting of assets in a frustee in accordance with an 'assets
requivernent' imposed under section 48(1)(b) of the Act;

(3) on the coming into force of a requirement for all client money
held by the firm; or
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7.9.5

7.9.6

7.9.7

7.9.8

7.8.9

(4) when the firm notiftes, or is in breach of its duty te notify, the
EFS8A, in accerdance with B CASS 7.6.16 B (Notification requirements),
that it is unable correctly to identify and allocate in its records all
valid claims arising as a result of a secondary pooling event.

CASS 7.9.4 R (4) does not apply so long as:

(1) the firm is taking steps, in consultation with the FSA, to establish
those records; and

(2) there are reasonable grounds to conclude that the records will be
capable 6f rectification within a feasonable period.

................................................................................................................

If a primary pooling event occurs:

(1) client money held in each client money account of the firm is
treated as pooled; and .

(2) the firm must distribute that client money in accordance with
I CASS 7.7.2 R, so that each client receives a sum which is rateable
to the client money entitlement calculated in accordance with
B4 CASS 7.9.7 R.

(1) When, in respect of a client, there is a positive individual client
balance and a negative client equity balance, the credit must be
offset against the debit reducing the individual cfiexs balance for
that client.

(2) When, in respect of a client, there is a negative individual client
balance and a positive client equity balance, the credit must be
offset against the debit reducing client equity balance for that
client.

client may be able to claim for any shorzfall against mosey held in a firm's own account.

A client's main claim is for the return of client money held in a client banh account. A J{
For that claim, the client will be an unsecured creditor of the firn.

................................................................................................................

Client money received by the firm after a primary pooling event must not
be pooled with client nzoney held in any client money account operated
by the firm 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 without delay, except to the extent that:

(1) itis client money relating to a transaction that has not settled at
the time of the primary pooling event; or
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7.5.10

LG . 7.0.11

7.9.12

L 7.9.13

7.8.14

7.8.15

7.9.16

(2) itis client money relating to a client, for whom the client money

entitlement, calculated in accordance with mCASS7.9.7R, shows

that soney is due from the client to the firm at the time of the
primary pooling event.

Client money received after the primary pooling event relating to an unsettled
transaction should be used to seitle that transaction. Examples of such transactions

include:

{1} anequity tragsaction with a trade date before the date of the primary pooling
evertt and a settiement date after the date of the primary pooling event; or

(2) a contingent liability investment that is 'open’ at the time of the primary
pooling event and is due to settle after the primary pooling event.

If a firm receives a mixed remittance after a primary pooling event, it
must:

{1} pay the full sum into the separate client bank account opened
in accordance with B CASS 7.9.9 R; and

(2) pay the woney that is not client money out of that client bank
decount nto a firm's own bank account within one business
day of the day on which the firn would normally expect the
remittance to be cleared.

Whenever possible the firm should seel to split a wrixed remittance before the relevant
accounts are credited. . .

Failure of a bank, intermediate broker, settlement agent or OTC
counterparty: secondary pooling events

..................................................... T N P R T YT TR R T

i both a primary pooling event and a secondary pooling event occur,
the provisions. of this section relating to a primary pooling event apply.

A secondary pooling event occurs on the failure of a third party to which
client money held by the firm has been transferred under BCASS 7.4.1 R (1)
to B CASS 7.4.1 R (3} (Depositing client money) or 8 CASS 7.5.2 R (Transfer
of client money to a third party).

B CASS 79.19 R to B CASS 7.9.31 R do not apply if, on the failure of the
third party, the firnz vepays to its cliests or pays into a client bank
account, at an unaffected bank, an amount equal to the amount of cliest
money which would have been held if a shortfall had not occurred at
that third party. : :

When client money is transferred to a third party, a firm continues to owe fiduciary
duties to the client. Whether a firm is liable for a shorifall in client tmoney caused by
a third party failure will depend on whether it has complied with its duty of care as

agent or trustee,
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7.9.17 1g]

7.5.18
7.9.19 R|
.-
L
7.9.20 [Ri]

Fa:iure of a bank

..............................................................................................................

When 2 bank fuils 2nd the firm decides not to 'nalc“ cod the shortfall in the amount of

client money held at that bank a secondary pooling event will occur in accordance with
B CAss 7.9.19 R. The firm would be expected to reflect the shortfall that arises at the failed
bank in its records of the entitlement of clients and of money held with third parties.

The cliest money (MiFID business) distribution rules seek to ensure that clients who have
previously specified that they are not willing to accept the risk of the bank that has failed,
and who therefore requested that their client imoney be placed in a designated client basnk
account at a different bank, should not suffer the loss of the bank that has failed.

.................................................................................................................

If a secondary paolmg evesnt occurs as a result of the failure of a banlk
where one or more general client bank accounts are held, then:

(1) inrelation to every general client bank account of the firm, the
provisions of B CASS 7.9.21 R, B CASS 7.9.26 R and B'CASS 7.9.27 R

will apply;

(2) inrelation to every designated client bank account held by the
firm with the failed bank, the provisions of B CASS 7.5.23 R,
CASS 7.9.26 R and & CASS 7.9.27 R will apply;

(3) inxclation to each designated client fund accousnt held by the firm
with the failed bank, the provisions of B CASS 7.9.24 R,
| CASS 7.9.26 R and M CASS 7.9.27 R will apply;

(4} any money held at a bank, other than the bank that has failed, in
designated client bank accounts, is not pooléd with any other
client money; and

(5} any money held in a designated client fmzd account, no part of
which is held by the bank that has failed, is not pooled with any
other client money.

If a secondary pooling event occurs as a result of the failure of 4 bank
where one or more designated client bank accounts or desigiated client
fund accounts are held, then:

(1) in relation to every designated client bank account held by the
firin with the failed bank, the provisions of & CASS 7.9.23 R,
B CASS 7.9.26 R and B CASS 7.9.27 R will apply; and

(2) inrelation to each designated client fund account held by the firm
with the failed bank, the provisions of B CASS 7.9.24 R,
B CASS 7.9.26 R and B CASS 7.9.27 R will apply.
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7.9.21

7.9.22

7.9.23

Money held in each general client bank account and client transaction
account of the firm must be treated as pooled and:

(1)

(4)

any shonlfall 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 of the bank,
must be borne by all the clients whese client money is held in
etther a general client bank account or clieni transaction
account of the firm, rateably in accordance with their
entitlements;

a new client money entitlement must be calculated for each
client by the firmn, to veflect the requirements in (1), and the
firm's records must be amended to reflect the reduced client
money entitlement;

the fir# must make and retain a record of each client's share
of the client money shorifall at the failed bank until the client
is repaid; and

the firm must use the new client money entitlements, calculated
in accordance with (2), for the purposes of reconciliations
pursuant to ® CASS 7.6.2 R (Records and accounts), ® SYSC 4.1.1
R (General organisational requirements) and & $Y5C 6.1.1 R
{Compliance) (as described in B CASS 7.6.6 G).

. The term ‘which should have been held" is a reference to the failed bank $ fazl’urg to

hold the client money at the time of:the pooling event.

For each client with a designated client bank account 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 failire, must be borne by all the clients whose client
money is held in a designated client bank account of the firm
at the failed bank, rateably in accordance with their entitlements;

a new client money entitlenent must be calculated for each of
the relevant clients by the firm, and the firm's records must be
amended to reflect the reduced client money entitlement;

the firm must make and retain a record of each clienz's share
of the client money shorifall at the failed bank until the client
is repaid; and

the firm must use the new client money entitlements, calculated
in accordance with (2), for the purposes of reconciliations
pursuant to B CASS 7.6.2 R (Records and accounts), B SYSC 4.1.1
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R (General organisational requirements) and B SYSC6.1.1 R
(Compliance) (as described in B CASS 7.6.6 G).

7.9.24 B3 | Money held in each designated client fund account with the failed bank
must be treated as pooled with any other designated client fund accounts
of the firm which contain part of the same designated fund and:

(1} any shortfailin client money held, or which shouid have been heid,
in designated client fund accounts that has arisen as a result of
the failure, must be borne by each of the clients whose client money”

. is held in that designated fund, rateably in accordance with their
entitlements;

(2) anew client money entitlement must be calculated for each client
- by the firm, in accordance with (1), and the firm's records must
be amended to reflect the reduced client money entitlement;

e
R

(3) the firm must make and retain a record of each client's share of
the client money shortfall at the failed bank until the client is
repaid; and

{4) the firm must use the new client money entitlements, calculated g
in accordance with (2), for the purposes of reconciliations pursuant
to B CASS 7.6.2 R (Records and accounts), @ SYSC 4.1.1 R (General
organisational requirements) and B $Y5C 6.1.1 R {Compliance) (as
described in B CASS 7.6.6 G).

7.9.25 ER| A client whose money was held, or which should have been held, in a
designated client bank account with a bank that has failed is not entitled
to claim in respect of that money against any other client bank account or
client transaction account of the firm.

( . . Client money received-after the failure of a bank

o 3 ) . -.-..:-...................‘...- ................... :...-, .......................................................... e
) A 7.9.26 ¥ | 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:

(1) must not be transferredto the failed bank unless specifically
instructed by the clientin order to settle an obligation of thar client
to the failed bank; and

(2) must be, subject to (1), placed in a separate client bank account
that has been opened after the secondary pooling event and either:

{a) on t_he written instruction of the client, transferred to a bank
other than the one that has failed; or

(b) returned to the client as soon as possible.
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7.8,27
. 7.9.28
J)
7.9.29
7.5.30

R]

(6]

If a firm veceives a imixed remittance after the secondary pooling event
which consists of client money that would have been paid into a gereral
client bank account, a designated client bank account or a designated
client fund account maintained at the bank that has failed, it 'must:

(1) pay the full sum into a clienz bank account other than one
operated at the bank that has failed; and

(2) pay the money that is not client money out of that client bank
account within one business day of the day on which the firm
would normally expect the remittance to be cleared,

Whenever possible the firm should seek to split a smixed remittance before the relevant
accounts are credited. '

Failure of an intermediate hroker, settlement agent or 0TC counterparty:
Pooling

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, the provisions of B CASS 7.9.30 R and MCASS 7.9.31 R
will apply.

Money held in each general client bank account and client transaction
account of the firm must be treated as pooled and:

(1) any shortfall in client money held, or which should have been
held, in genteral client bank accounts and client transaction
accoust, that has arised as a result of the failure, must be borne
by all the clients whose cliernt money is held in cither a general
client bank account or a client transaction accounts of the firm,
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 cliens
money entitlement;

(3) the firsn must make and retain a record of each client's share
of the client money shorifall at the failed intermediate broker,
settleinent agent or OTC counterparty until the clientis repaid;
and

(4) the firme must use the new cliens money entitlements, calculated
in accordance with (2), for the purposes of reconciliations
pursuant to @ CASS 7.6.2 R {Records and accounts), & SYSC4.1.1
R (General organisational requirements) and B $YSC 6.1.1 R
(Compliance) {as described in B CASS 7.6.6 G).
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7.9.31

sl

7.8.32

(R

R

Client money received after the failure of an intermediate broker, settlemant
agent or 0TC counterparty

........................................................................................................ Erbdvbaan e

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 brokes,
settlement agent or OTC counterparty:

(1) must not be transferred to the failed thixd party unless specifically
instructed by the client in order to settle an obligation of that client
to the failed intermediate broker, seitlement agent or OTC
counterparty; and

(2) must be, subject to (1), placed in a separate client bank account
that has been opened after the secondary pooling event and either:

{a) on the written instruction of the cliexnt, transferred to a third
party other than the one that has failed; or

(b} returned to the client as soon as possible,

Notification to the FSA: failure of a bank, intermediate broicer, settlement
agent or 0TC counterparty

On the failure of a third party with which money is held, a firm must notify
the FSA: :

(1} as soon as it becomes aware of the failure of any bank,
inteysmediate broker, settlement agent, OTC counterparty or other
entity with which it has placed, or to which it has passed, cliesnt
money; and

{2) as soon as reasonably practical, whether it intends to make good
any shorifall that has arisen or may arise and of the amounts
involved. ’
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Annex 1

Annhex 1

As explained in B CASS7.6.6 G, in complying with its obligations under B cASS 7.6.2 R (Records and accounts),

Hl 5Y5C 4.1.1 G (General organisational requirements)and B SYSG 6.1.1 R (Compliance), a firm should carry out
internal reconciliations of records and accounts of client imoney the firm holds in glient bank gocounts and client
transaction accounts. This Annex sets out a method of reconciliation that the FSA believes is appropriate for these
purposes (the standard method of internal client money veconciliatiosn).

1. Each business day, a firm that adopts the normal approach (sce # CASS 7.4.17 G) should check whether
its client money resource, being the aggregate balance on the firm's client bank accounts, as at the close
of business on the previous business day, was at least equal to the client money requirement, as defined

in paragraph 6 below, as at the close of business on that day.

2. Each business day, a firm tht adopts the alternative approach (see B CASS 7.4.18 G) should ensure that
its client money cesource, being the aggregate balance on the fism's client bank accounts, as at the close
of business ‘on that business day is at least equal to the client money requirement, as defined in paragraph
6 below, as at the close of business on the previous business day.

3. No excess or shortfall should arise when adopring the alternative approach.

4. If a firm is operating the alternative approach and draws a cheque on its own bank account, it will be
expected to account for those cheques that have not yet cleared when pecforming its reconciliations of

records and accounts under paragraph 2. An historic average estimate of uncleared cheques may be used
to sarisfy rhis obligation. (see B CASS 7.4.19 G (3)).

5. For the purposes of performing its reconciliations of records and accounts under paragraphs 1or2,a
firm should use the values contained in its accounting records, for example its cash book, rather than
values contained in statements received from its banks and other third parties.

Client money requirement

6. The client #toney requirement is either:
{1) {(subject to paragraph "18-) the sum of, for all clients:
{a) the individual client balances calenlated in accordance with paragraph 7, excluding:
(i) individual client balances which are negative (that is, debtors); and

(ii) clients' equity balances; and

(b) the total margined transaction requirement caleulated in accordance with paragraph 14; or

(2) the sum of:
(a) for each client bank account;
(i} the amount which the firn's records show as held on that account; and

(ii) an amount that offsets each negative net amount which the firm's records show attributed
to that account for an individual cliest; and
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(b} the toral smarginaed tramsaction requirement calculated in accordance with paragraph 14.

General transactions

8. A firm should caleulate the individual client balance using the contract value of any client purchases

or sales.

9. A firm may choose to segregate designated investments instead of the value identified in pacagraph 7
(except E1) if it ensures that the designated investments are held in such a manner that the fimn cannot
use them for its own purposes. ’

10, Segregation in the context of paragraph 9 can take many forms, including the holding of a safe custody

investment in a nominee name and the safekeeping of certificates evidencing title irr a fire resistant safe.
It is not the intention that all the crstody rules in the MiFID custody chapter shounld be applied to desigrated

investrments held in the course of settlemnent.

e

11. In determining the client money requirement under paragraph 6, a firm need not include money held
in accordance with B CASS 7.2.8 R {Delivery versus payment transaction). )

BTt

-
e e

R

12. In determining the client money requirement under paragraph 6, a firm:

RS
&
e

s
i

(1) should include dividends received and interest earned and allocated;
{2) may deduct outstanding fees, calls, rights and interest charges and other amounts owed by the
client which are due and payable to the firm (see BI CASS 7.2.9 R);

felease 083 @ Kovenber 2008

5|

041



~CASS 7 : (lient money: MiFID business

Annex 1

i
&
2
5

el
[4]

(3} need not include client money'in the form of client entitlements which are not required to be
segregated (see B CASS 7.4.27 G) nor include client money forwarded to the firm by its appointed
representatives, ted agents, field representatives and other agents, but not received [see Bl CAS57.4.24 G);

(4) should take into account any cfiest rmoney arising from B CASS-7.6.13 R (Reconciliation
discrepancies); and

{5) should include any unallocated client money.

Equity balance

13. A firmm's equity balance, whether with an exchange, intermediate broker or OTC counterpacty, is the
amount which the firs would be liable to pay to the exchanpe, intermediate broker or OTC counterparty
(or vice-versa) in yespect of the firm's margined transactions if each of the open positions of the firm's
clients was liquidated at the closing or settlement prices published by the relevant exchange or other

appropriate pricing source and the firss's account with the exchange, fntennediate broker or OTC
counterpazty is closed. '

s Margined transaction requirement

14. The rotal srargined transaction requirement is:

{1} the sum of each of the client's equity balances which are positive;

Less

{2) the proportion of any individual negative client equity balance which is secured by approved
collateral; and '

{3) the net aggregate of the finm's equity balance (negative balances being deducted from positive

balances) on transaction accounts for customers with exchanges, clearing bouses, intermediate brokers
and OTC counterparties. .

I

' 15. To meet a shortfall that has arisen in respect of the requirement in paragraph 6{1)(b) or 6(2)(b), a
firm may utilise its own approved collateral provided it is held on terms specifying when it is to be realised
for the benefit of clients, it is clearly identifiable from the firm's own property and the relevant terms are

evidenced in writing by the firm. In addition, the proceeds of the sale of that collateral should be paid
into a client bank account.

) " 16. Ifa firm's total margined transaction requirement is negative, the firm should treat it as zero for the

purposes of calculating its client money requirement.

17. The terms ‘client equity balance' and 'firm's equity balance’ in paragraph 13 refer to cash values and
do not include non-cash collateral or other designated investments held in respect of a margined transaction.

17A. A firm with a Part 30 exemption order which also operates an LME bond arrangement for the
benefit of US-resident investors, should exclude the client equity balances for transactions undertaken on

the London Metal Exchange on behalf of those US-resident investors from the calculation of the margined
transaction requirement.

Reduced client moncy requirement option

18,

(1} When, in respect of a client, there is a positive individual client balance and a negative client
equity balance, a firn may offset the credit against the debit and hence have a reduced individual
client balance in paragraph 7 for that cfient.

.%:
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{2) When, in respect of a cliert, there is a negative individual client balance and a positive client
equity balance, a firm may offset the credit against the debit and hence have a reduced client equity
dalance in paragraph 14 for that clien.

19. The effect of paragraph 18 is to allow a firm to offset, on a dlient by client basis, a negative amount
with a positive amount arising out of the calculations in paragraphs 7 and 14, and, by so doing, reduce
the amount the firm is required to segregate.
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7.1 Application and Purpose

APPUGIHON et ncmsssis s srsssss s ssrsses s
7.1.1 [d] | This chapter {the client money rules) applies to a firm that receives
o money from or holds money for, or on behalf of, a client in the course
L) of, or in connection with:
(1) Ideleted]
{a) [deleted]
(b) [deleted]
{2} [deleted]
{3) 1ts MiFID business; and/or
(4) its designated investment business, that is not MiFID business
in respect of any fnvestment agreement entered into, or to be
entered into, with or for a client;
) unless otherwise specified in this section.
) 7.1.2 [G]]| [deleted]
Opt-in to the client money vules e
7.1.3

(1) A firm that receives or holds #oney to which this chapter applies
in relation to:

(a) its MZFID business; or

(b) its MIFID business and its designated investment business
which is not MiFID business;

and holds mzoney in respect of which B 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.
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{14} [deleted]

(IB) A firm that receives or holds momey to which this chapter applies
solely in relation to its designated investment business which is
not MiFID 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 roney that the firm receives and holds in the course of or in
connection with its designated investment business.

{2} 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 firsm 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.

7.1.4 The opt-in to the client money rules inthis chapter does not apply in respect of money
that a firm holds outside of the scope of the insurance client money chapter.

7.1.5 [G] | Ifa firm has opted to comply with this chapter, the fnsurance client money chapter will
have no application to the activities to which the election applies.

7.1.6 [G]| A firm thatis only subject to the insurance client money chapter may not opt to comply
with this chapter.

7.1.7 {G]| [deleted]
7.1.7A, [deleted]

Professional client opt-out

-------------------------------------------------------------------------------------------------------- Amsinnrate

B CASS 7.1.7C G to B CASS 7.1.71 G 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

B CASS 7.1.3 R (1).

7.1.78

Money that is not client money: 'opt outs’ for any business other than

------------------------------------------------------------------------------------------

7.1.7C @ 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 rudes (unless the firm is
conducting insurance mediation activity).

Subject to B CASS 7.1.7F R, money is not client money when a firm (other
than a sole trader) holds that soney on behalf of, or receives it from, a
professional client, other than in the course of insurance mediation activity,

7.1.7B
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and the f7rim has obtained written acknowledgement from the
professional client that:

(1) money will not be subject to the protections conferred by the
client money rules;

(2) as a consequence, this money will not be segregated from the
money of the firm in accordance with the client money rules
and will be nused 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.

{3 7.1.7E For a firm whose busmess is not governed by the Insumnce Medmt:an Dzrectwe itis
possible to 'opt out' on a one-way basis. However, in order to maineain a comparable
regime to that applying to MiEID 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 woney if a firmn, in respect of designated investinent
busirness which is not an invesiment service or activity, an ancillary
service, a listed activity or insurance mediation activity:

7.1.7F

(1) holds it on behalf of or receives it from a professional client
who is not an anthorised person; and

(2) has sent a separate written notice to the professional client
stating the matters set ouf in # CASS 7.1.7DR (1) to
B CASS 7.1.7DR (3).

N’

7.1.76 [G]| 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 B CASS 7.1.7D R or B CASS 7.1.7F R, elect to segregate client money in
connection with securities transactions and not segregate (by complying with

f CASS 7.1.7D R or B CASS 7.1.7F R) money in connection with contingent liability
investnents for the same client.

When a fism transfers client money to another person, the firm must
1ot enter into an agreement under B CASS 7.1.7D R or B CASS 7.1.7F R
with that other person in relation to that client smoney or represent to
that other person that the money is not client money.

7.1.7H

7.1.71 B CASS 7.1.7H R prevents a firm, when passing client money to another persorn under
CASS 7.5.2 R (transfer of client money to a third party), from making use of the ‘opt

out’ provisions under Bl CAS$ 7.1.7D R or B CASS 7.1.7F R,
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Credit institutions and approved banks

................................................................................................. redaeasrrnaen

The client money rules do not apply to a BCD credit institution in relation
to deposits within the meaning of the BCD held by that institution.

7.1.8

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

7.1.9 If a credit institution that holds money as a deposit with itself is subject to the requirernent
to disclose information before providing services, it should, in compliance with that
obligation, notify the client that:

(1) money held for that clent in an account with the credit fustitution will be held
by the firm as banker and not as trustee {or in Scotland as agent); and

{2) asaresult, the money will not be held in accordance with the client money rules.

o 7.1.10 [G] | Pursuant to Principle 10 (Clients’ assets), a credit institution that holds money as a deposit
with itself should be able to account to all of its clients for amounts held on their behalf
at all times. A bank account opened with the firwz that is in the name of the client would
generally be sufficient. When money from clients deposited with the firmtisheld ina
pooled account, this account should be clearly identified as an account for clients. The
firm should also be able to demonstrate that an amount owed to a specific client that is
held within the pool can be reconciled with a record showing that individual's client
balance and is, therefore, identifiable at any time. Similarly, where that money is reflected
only in a firm's bank account with other banks (nostro accounts), the firm should be able
to reconcile amounts owed to that client within a reasonable period of time.

7.1.11 A credit institution is reminded that the exemption for deposits is not an absolute
exemption from the client money rules.

7.1.11A

(1) This rule applies to a firm which is an approved bank but not a
BCD credit institution.

(2) The client money rules do not apply to money held by the
approved bank if it is undertaking business which is not M:FID
business but only when the money is held in an account with itself,
in which case the firmnz must notify the client in writing that:

(a) oney held for that client in an account with the approved
bank will be held by the firm as banker and not as trustee (or
in Scotland as agent); and

{b) as a result, the money will not be held in accordance with the
client money rules.

Affitiated companies - MiFID business

7.1.12 A firm that holds momney 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.
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7.1.42A

7.1.13

7.1.14

7.1.15

.............................................................................................................

A firm that holds money on behalf of, or receives money from, an
affiliated company in respect of designated investinent business which
is not MiFID business must not treat the money as clientt 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

{a) 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 firmz has been notified by the affiliated company that
the money is to be treated as client money.

[deleted]

..............................................................................................................

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

--------------------------------------------------------------------------------------------------------------

(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 must comply with the following
rules of its designated professional body 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:

(a) if the firm is regulated by the Law Society (of England and
Wales):

(i) the Solicitors' Accounts Rules 1998; or
(ii) where applicable, the Solicitors Overseas Practice Rules
1990;

(b) if the firm is regulated by the Law Society of Scotland, the
Solicitors' (Scotland) Accounis, Accounts Certificate,
Professional Practice and Guarantee Fund Rules 2001; and
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7.1.15A
o 7.1.15B
7.1.15C
7.1,15D
)

(c) if the firm is regulated by the Law Society of Northern Ireland,
the Solicitors’ Accounts Regulations 1998.

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

Long ferm insurers and friendly societies

-------------------------------------------------------------------------------------------------- K beabatrsbudn

This chapter does not apply to the permitied activities of a long-term
insurer or a friendly society, unless it is a MEFID 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

------------------------------------------------------------------------------------------------------------------

This chapter does not apply to client money held by a firm which:

{1) receives or holds client money in relation to contracts of insurance;
but which

(2) in relation to such client money elects to act in accordance with
the insurance client money chapter.

A firm should make and retain a written record of any election which it
makes under B CASS 7.1.15B R,

Life assurance business

(1) A firm which receives and holds clferzt smoney in respect of life assurance business
in the course of its designated investment business that is not MiFID business
may:

(a) under Bl CASS 7.1.3 R (1B) elect to comply with the client money chapter in
respect of such client imoney and in doing so avoid the need to comply with
tle 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 B CASS 7.1.15B R, elect to comply with the insurance client money
chapier 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 desigrated investment business.
A firm may not however choose to comply with the fnsurance 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.
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7.1.15F

7.1.16

Trustee firms (other than trustees of unit trust schemes)

-------------------------------------------------------------------------------------

A trustee firm which holds money in relation to its designated investinent
busirtess which is not MiFID business to which this chapter applies,
must hold any such client money separate from its own money at all
times,

...... T R N TR T

Only the client money rules listed in the table below apply to a irusfee
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

investinent business which is not M:FID business.
7 : 2
& i

General purpose

(1) Principle 10 {Clients' assats) requires a firsz 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.

(2} The client money riles also where relevantimplement the provisions of M/FID
which regulate the obligations of a firm when it holds client money in the
course of its MiFID business.
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7.2.1

7.2.2

7.2.3

7.2.4

7.2.5

7.2.6

7.2 Definition of client money

[deleted]

[deleted]

I3

itle transfer collateral arrangement

R R e L L L T T PP srasssssusseann FewsssiBEaLIRtEEON LIS TIT IR MeApisrasassanns

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 MZFID]

A title transfer financial collateral arrangement under the Financial Collateral Divective
is an example of a type of transfer of money to cover obligations where that #oney 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 taken a security interest over its obligation to repay
that money to the client would not result in the money being client money. This can be
compared to a sitnation in which a firse 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 nio absolute transfer of title to the firm. However, if that 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 #monrey
may cease to be client money, but only once the right to use is exercised and the money
is transferred out of the account to the firm.

Eirms are reminded of the clienz'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 nmoney 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 firn:

(1) the client is notified that full ownership of the momey 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;
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7.2.8

7.2.88

(2} the transfer is for the purposes of securing or covering the client's obligations;

(3) anequivalent transfer is made back to the client if the provision of collateral
by the client is no longer necessary; and

(4) thereis 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.,

Moneay in connaction with a "delivery versus payment” transaction

.............................................................................. R Y]

Money need not be treated as client money in respect of a delivery versus
payment transaction through a commercial settlement system if it is
intended that either:

(1) in respect of a client's purchase, money from a client will be
due to the ffrm within one business day upon the fulfilment of
a delivery obligation; or

(2) in respect of a client's sale, money is due to the client within
one business day following the client's fulfilment of a delivery
obligation;

unless the delivery or payment by the firsm does not occur by the close
of business on the third business day following the date of payment or
delivery of the investiments by the client.

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

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, if:

(1) the authorised fund manager receives it from a client in relation
to the authorised fund manager's obligation to issue units, in
an AUT or to arrange for the issue of units in an ICVC, in
accordance with COLL, unless the price of those #nifs has not
been determined by the close of business on the next business
day:

(a) following the date of the receipt of the money from the
client; or

(b) if the money was received by an appointed representative
of the authorised fund manager, in accordance with

Bl CASS 7.4.24 G, following the date of receipt at the specified

business address of the authorised fund manager; or
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(2) the money is held in the course of redeeming u#ifs where the
proceeds of that redemption are paid to a client within the time
specified in COLL; when an quthorised fund manager draws a
cheque or other payable order within these time frames the
provisions of B CASS 7.2.17 R and 8 CASS 7.2.9 R (2) will not apply.

(1) Money is not clzent money when it becomes properly due and
payable to the firsm for its own account.

7.2.9

(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.

7.2.10 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 mmoney from
its client. The circumstances in which it is due and payable will depend on the contractual
arrangement between the firmz and the client.

7.2.11 When a client's obligation or liability, that is secured by that cliesnt's asset, crystallises,
and the firm realises the asset in accordance with an agreement entered into berween the
client and the firm, the part of the proceeds of the asset to cover such liability that is due
and payable to the firmn is not client money, However, any proceeds of sale in excess of
the amount owed by the client to the firm should be paid over to the client immediately
or be held in accordance with the client money rules.

Comm1ssmn rebate

7.2.12 When a firm has entered into an arrangement under thCh conmission is rebated toa

. ) 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.

7.2,13 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 rile regarding the discharge of a firme's fiduciary
duty to the client (see B CASS 7.2.15 R);

unless the firm and the clienz have entered into an arrangement under which the cliens
has agreed to transfer full ownership of this szoney to the firm as collateral against payment
of future professional fees (see B CASS 7.2.3 R (Title transfer collateral arrangements)).

Interest

Unless a firm notifies a retazl client in writing whether or not interest is to
be paid on client money and, if so, on what terms and at what frequency,

7.2.14
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it must pay that client all interest earned on that client money. Any
interest due to a client will be client money.

.........................................................................................................

7.2.15 Money ceases to be client money if it is paid:

{1} to the client, or a duly authorised representative of the client;
or

{2) to athird party on the instruction of the client, unless it is
transferred to a third party in the course of effecting a '
transaction, in accordance with B CASS7.5.2 R (Transfer of client
money to a third party); or

‘ (3) into a bank account of the client (not being an account which
3 is also in the name of the firm); or

(4) to the firm itself, when it is due and payable to the firm (see
B CASS 7.2.9 R (Money due and payable to the firm)); or

(5) to the firm itself, when it is an excess in the client bank account
(see Bl CASS 7.6.13 R (2) (Reconciliation discrepancies)).

7.2.16 [G]| Whena firn wishes to transfer client money balances to a third party in the course of
transferring its business to another firi, it should do so in a way which it discharges
its fiduciary duty to the client under this section.

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
banl.

7.2.17

Allocated but unclaimed client money

---------------- L L L L T T L T Y

7.2.18 The purpose of the rude on allocated but unclaimed client money is to allow a firm, in
the normal course of its business, to cease to treat as client money any balances,
allocated to an individual client, when those balances remain unclaimed.

7.2.19 A firm may cease to treat as client money any unclaimed client money
balance if it can demonstrate that it has taken reasonable steps to trace
the client concerned and to return the balance.

7.2.20 44 (1} Reasonable steps should include:

(a}) entering into a written agreement, in which the client
consents to the firm releasing, after the period of time
specified in (b}, any client money balances, for or on behalf
of that client, from client bank accounts;
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(b) determining that there has been no movement on the client's
balance for a period of at least six years (notwithstanding any
payments or receipts of charges, interest or similar items);

(c) writing to the client at the last known address informing the
client of the firm's intention of no longer treating that balance
as client money, giving the client 28 days to make a claim;

(d) making and retaining records of all balances released from
client bank accounts; and

(e} undertaking to make good any valid claim against any released
balances.

(2) Compliance with (1) may be relied on as tending to establish
compliance with B CASS 7.2.19R.

™ (3) Contravention of (1) may be relied on as tending to establish
contravention of B CASS 7.2.19 R.
7.2.21 When a firm gives an undertaking to make good any valid claim against released balances,
it should make arrangements authorised by the firm's relevant controllers that are legally .
enforceable by any person with a valid claim to such money.
i ™
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7.3 Organisational requirements: client
money

Requirement to protect client money

........................................................................... L T T Y Y T Y

7.3.1 A firms must, when holding client money, make adequate arrangements

o to safeguard the client's rights and prevent the use of cliernt oney for
J its own account.

¢
L\"-‘

[INote: article 13(8) of MiFID]

-----------------------------------------------------------------------------------------------------------

A firm must mtroduce adequate orgamsatzonal arrangements to minimise
the risk of the loss or diminution of clieni 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.

7.3.2

[Note: article 16(1)(f) of the MiFID implementing Directive]
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7.4 Segregation of client money

Depositing client money

................................................................. GaNereaRaITaTEATEETETRASESA LB RN RN R LERI AT

A firm, on receiving any client money, must promptly place this money
into one or more accounts opened with any of the following:

7.4.1

{1} a central bank;
(2) a BCD credit institution;
{3) a bank authorised in a third country;

{4) a gualifying money market fund.
[Note: article 18(1) of the MiFID émplementing Divective]

7.2 An account with a ceneral bank, a BCD credit institution or a banlk authorised in a third
country in which client money is placed is a client bank account.

................................................................................................................

7.4.3 [G]| Where a ﬁ? 171 deposits client money w1th a qualifying money market fund, the units in
) that fund should be held in accordance with B CASS 6.

{Note: recital 23 to the MiFID implementing Directive]

7.4.4 [G} | A firm that places client money in a gqualifying 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.

7.4.5

[Note: article 18(3) of the MZFID implementing Divective]

7.4.6 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 cfient that:

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

1.4.7

7.4.8

7.4.9

7.4.10

(2} as a result, the money will not be held in accordance with the client money
rutles but in accordance with the custody rules.

............................................................................................................

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 credit institution, bank or gualifying 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]

When a firm makes the selection, appointment and conducts the periodic
review of a 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

(2) any legal requirements or market practices related to the holding
of client money that could adversely affect clienis' rights.

[Note: article 18(3) of the MiFID implementing Divective]

In discharging its obligations when selecting, appointing and reviewing the appointment
of a credit institution, a bank or a qualifying money market fund, a firm should also
consides, together with any other relevant matters:

{1) the need for diversification of risks;
{2) the capital of the credit institution or bank;

(3} the amount of client mowuey placed, as a proportion of the crediz institution
or bank's capital and deposizs, 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;

(4) the credit rating of the credit institution or banlk; and

{5) to the extent that the information is available, the level of risk in the
investrnent and loan activities undertaken by the credit institution or bank
and affiliated companies.

A firm must make a record of the grounds upon which it satisfies itself
as 1o the appropriateness of its selection of a credit institution, a bank
or a qualifying money market fund. The firm must make the record on
the date it makes the selection and must keep it from the date of such
selection until five years after the firm ceases to use the third party to
hold client money.
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7.4.11

7.4.12

7.4,13

7.4.14

7.4.15

7.4.16

7.4.17

Client bank accounts

..................................................................................................................

A firsm must take the necessary steps to ensure that client money deposited,
in accordance with B CASS 7.4.1 R, 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 #zoney belonging to the firm.

[Note: article 16{1)(e) of the MiFID implementing Directive]

A firm may open cne or more client bank accounts in the form of a general client bank
acconnt, a designated client bank account or a designated client fund account (see

B CAS57.9.3 G).

A designated client fund account may be used for a client only where that ¢lient 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 cliert who has consented to the use of banks B and C.

...............................................................................................................

Two approaches that a firmz can adopt in discharging its obligations under the client
money segregation requirements are:

(1} the ‘normal approach’; or

{2) the 'alternative approach'.

A firm that does not adopt the normal approach must first send a written
confirmation to the FSA from the firm's auditor that the firs has in place
systems and controls which are adequate to enable it to operate another
approach effectively.

The alternative approach would be appropriate for a firm that operates in a multi-product,
multi-currency environment for which adopting the normal approach would be unduly
burdensome and would not achieve the client protection objective. Under the alternative
approach, client money is received into and paid out of a firm's own bank accounts;
consequently the firm should have systems and controls that are capable of monitoring
the client money flows so that the firm comply with its obligations to perform
reconciliations of records and accounts {see B CASS 7.6.2 R}. A firm that adopts the
alternative approach will segregate client money into a client bank account on a daily
basts, after having performed a reconciliation of records and accounts of the entitlement
of each client for whom the firm holds client money with the records and accounts of the
client money the firm holds in client bank account and client transaction accounts to
determine what the client money requirement was at the close of the previous business

day.

Under the normal approach, a firm that receives client money should either:

(1} pay it promptly, and in any event no later than the next business day after
receipt, into a client bank account; or
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(2) pay it out in accordance with the rule regarding the discharge of a firm's
fiduciary duty to the client (see B CASS 7.2.15 R).

7.4.18 Under the alternative approach, a firm that receives client money should:

{1) {a) pay any mowney to or on behalf of clients out of its own account; and

(b) perform a reconciliation of records and accounts required under

i@ CASS 7.6.2 R (Records and accounts), and where relevant B SYSC4.1.1R
and B 5YSC6.1.1 R, adjust the balance held in its client bank accounts
and then segregate the money in the client bank account until the
calculation is re-performed on the next business day; or

{2} pay it out in accordance with the rule regarding the discharge of a firm's
fiduciary duty to the client (sec Bl CASS 7.2.15R).

7.4.19 A firm that adopts the alternative approach may:
(1) receive all client money into its own bank account;

(2) choose to operate the alternative approach. for some types of business (for
example, overseas equities transactions) and operate the normal approach
for other types of business (for example, contingent liability investments) if
the firm can demonstrate that its systems and controls are adequate (see

Bl CASS 7.4.15 R); and

{3) use an historic average to account for uncleared cheques (see paragraph 4
CASS 7 Annex 1 G).

7.4.20 [G]| Pursuant to the client money segregation requirements, a firm should ensure that any
money other than client money deposited in a client bank account is promptly paid
out of that account unless it is a minimum sum required to open the account, or to
keep it open.

I

7.4.21 If it is prudent to do so to ensure that client money is protected, a firm
may pay into a client bank account money of its own, and that money

will then become client money for the purposes of this chapter.

Automated transfers

7.4.22 Pursuant to the client noney segregation requirements, a firm operating the normal
approach that receives client money in the form of an automated transfer should take
reasonable steps to ensure that:

(1) the smoney is received directly into a client bank account; and

(2) if money is received directly into the firm's own account, the money is
transferred into a client bank account promptly, and in any event, no later
than the next business day after receipt.
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Mixed remittance

7.4.23 [G]| Pursuant to the client noney segregation requirements, a firm operating the normal
approach that receives a nixed remittance (thatis part client money and part other nmoney)
should:

(1) pay the full sum into a client bank account promptly, and in any event, no later
than the next business day after receipt; and

{2) pay the money that is not cliemt money out of the client bank account promptly,
and in any event, no later than one business day of the day on which the firm
would normally expect the remittance to be cleared.

Appointed representatives, tied agents, field representatives and other

agents
7.4.24 (1) Pursuant to the client money segregation requirements, a firm operating the
£ normal approach should establish and maintain procedures to ensure that client
e money received by its appointed represemtatives, tied agents, field representatives

or other agents is:

(a) paid into a client banl: account of the firm promptly, and in any event, no
later than the next business day after receipt; or

(b) forwarded o the firm, or in the case of a field representative forwarded to-
a specified business address of the firs1, so as to ensure that the money
agrives at the specified business address promptly, and in any event, no
lacer than the close of the third business day.

(2) Por the purposes of 1(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 cliens rmoney in the form of a
cheque to be sent to the firm or the specified business address of the fiim by
first class post promptly, and in any event, no later than the next business day

after receipt, would be in line with 1(b}.

7.4.25 {G] | The firm should ensure that its appointed representatives, tied agents, field representatives
or other agents keep client money separately identifiable from any other money (including
that of the firnz) until the client money is paid into a client bank account or sent to the
firs,

7.4.26 [G]| A firm that operates a number of small branches, but holds or accounts for all client
money centrally, may treat those small branches in the same way as appointed
representatives and tied agents.

7.4.27 Pursuant to the client money segregation requirements, a firm operating the normal
approach that receives outside the United Kingdom a client entitlement on behalf of 2
client should pay any part of it which is client money:

{1) to, or in accordance with, the instructions of the client concerned; or
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7.4.28

7.4.28

7.4.30

7.4.31

7.4.32

7.4.33

7.4.34

(2) into a client bank account promptly, and in any event, no later than five
business days after the firm is notified of its receipt.

Pursuant to the client money segregation requirements, a firm operating the normal
approach should allocate a cifent entitlement that is client money to the individual
client promptly and, in any case, no later than ten business days after notification of
receipt.

Money due to a client from a firm

........................................................................ D L R T TR P

Pursuant to the client money segregation requirements, a firm operating the normal
approach that 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.

........................................................................................................

A firm may segregate clzemf money in a different currency from that of
receipt. 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 firsm has its liability to its clients,
if different), translated at the previous day's closing spot exchange rate.

The rule on segregation of client money in a different currency (B CASS 7.4.30 R} does
not apply where the client has instructed the firm to convert the money into and hold
it in a different currency.

----------------------------------------------------------------------------------------------------------

United States {US) legislation restricts the ability of non-US firms to trade on behalf
of US customers on non-US futures and options exchanges. The relevant US regulator
(the CFTC) operates an exemption system for firms authorised by the FSA. The FSA
sponsors the application from a firm for exemption from Part 30 of the General
Regulations under the US Commodity Exchange Act in line with this system. The
application forms and associated information can be found on the FSA website in the
"Forms" section.

A firm with a Part 30 exemption order undertakes to the CFTC that it will refuse to
allow any US customer to opt not to have his 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 Commuodity
Exchange Act, 7 U.S.C. In doing so, the firm is representing that if available to it, it
will not make use of the opt-out arrangements in B CASS 7.1.7BR to BICASS 7.1.7F R in
relation to that business.

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 its Part 30 exemption order.
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7.4.35 A firm must notify the FSA immediately it arranges the 7ssue of an
individual letter of credit under an LME bond arrangement.
FSA Handbook Release 083 @ May 2003
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party

7.5.1

7.5.2

7.5.3

7.5 Transfer of client money to a third party

This section sets out the requirements a firme must comply with when it transfers client
monegy to another persosn without discharging its fiduciary duty owed to that client.
Such circumstances arise when, for example, a firm passes client money to a clearing
bouse 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
investrnents in the form of initial or variation margin on behalf of a client. In these
circumstances, the firs remains responsible for that client's 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 firne's fiduciary
duty to the cliest (Bl CASS 7.2.15 R).

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

{1) the firm transfers the client money:

(a) for the purpose of a transaction for a client through or with
that person; or

(b) to meet a client's obligation to provide collateral for a
transaction (for example, an initial margin requirement for
a contingent liability investment); and

(2} in the case of a refail client, that client has been notified that
the client money may be transferred to the other person.

A firm should not hold excess client money in its client transaction accounts with
intermediate brokers, settlement agents and OTC counterparties; it should be held in
a client bank account.
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7.6.1

7.6.2

1.6.3 (6]

7.6.4

7.6.5 (G]

7.6.6

7.6 Records, accounts and reconciliations

Records and accounts

------------------------------------------------------------------------------------------------------------------

A firn 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 cliens money held
for clients.

[Note: article 16(1)(b) of the MiFID implementing Directive]

Client entitlements

..................................................................................................................

Pursuant to B CASS 7.6.2 R, and where relevant H $YSC4.1.1 R and B $YSC 6,11 R, a firm
should take reasonable steps to ensure that is notified promptly of any receipt of client
money in the form of a client entitlement.

..................................................................................................................

A firm must ensure that records made under B CASS 7.6.1 R and
B CASS 7.6.2 R are retained for a period of five years after they were made.

A firm should ensure that it makes proper records, sufficient to show and explain the
firm's transactions and commitments in respect of its cliernt morney.

Internal reconciliations of client money balances

{1} Carrying out internal reconciliations of records and accounts of the entitlement
of each client for whom the firm holds client money with the records and
accounts of the client money the firm holds in client bank accounts and client
transaction accounts should be one of the steps a firm tales to satisfy its
obligations under B CASS 7.6.2 R, and where relevant B SYSC4.1.1 R and
B SYSC6.1.1 R,

(2) A firm should perform such internal reconciliations:

fa} as often as is necessary; and
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(b) assoon as reasonably practicable after the date to which the
reconciliation relates; -

to ensure the accuracy of the firms's records and accounts.

(3) The standard method of internal client money reconciliation sets out a merhod
of reconciliation of client money balances that the FSA believes should be
one of the steps that a firm takes when carrying out internal reconciliations
of client money.

Records

..................................... R R R Y Y R R LR T

7.6.7 (1} A firm must make records, sufficient to show and explain the
method of internal reconciliation of client money balances under
B CASS 7.6.2 R used, and if different from the standard method
of internal client money reconciliation, to show and explain
that:

»

(a) the method of internal reconciliation of client money
balances used affords an equivalent degree of protection to
the firm's clients to that afforded by the standard method
of internal client money reconciliation; and

{b) in the event of a primnary pooling event or a secondary
pooling event, the method used is adequate to enable the
firm to comply with the client money distribution rules.

(2) A firm must make these records on the date it starts using a
method of internal reconciliation of client money balances and
must keep it made for a period of five years after ceasing to use
it.
7.6.8 A firm that does not use the standard method of internal client money
- reconciliation must first send a written confirmation to the FSA from
» the firm's auditor that the firm has in place systems and controls which
are adequate to enable it to use another method effectively.
Reconciliations with external records v ccccssorsoacssesesserssaecs
7.6.9 A firm must condoct, on a regular basis, reconciliations between its
internal accounts and records and those of any third parties by whom
client money is held.
[Note: article 16(1)(c) of the MZFID implementing Divective)
Frequency of external reconciliations ..
7.6.10 (6] (1) Afirm should perform the requlred reconcallatwn of clrent monzy balances
with external records:
(a) asregularly as is necessary; and
{b) as soon as reasonably practicable after the date to which the
reconciliation relates;
FSA Handbook Release 08¢ @ May 2009
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7.6.11

7.6.12

7.6.13

7.6.15

to ensure the accuracy of its internal accounts and records against those of third
parties by whom client money is held.

(2) Indetermining whether the frequency is adequate, the firsz should consider the
risks which the business is exposed, such as the nature, volume and complexity
of the business, and where and with whom the clfent nioney is held.

Method of external reconciliations

........................................................ PR AR ER ALl

A mcthod of reconciliation of client money balances with external records that the FSA
believes is adequate is when a firmz compares:

(1) the balance on each client bank account as recorded by the firme with the balance
on that account as set out on the statement or other form of confirmation issued
by the bank with which those accounts are held; and

(2) the balance, currency by currency, on each client transaction account as recorded
by the firm, with the balance on that account as set out in the stateroent or other
form of confirmation issued by the person with whom the account is held;

and identifies any discrepancies between them.

Any approved collaieral held in accordance with the client money rules
must be included within this reconciliation.

..................................................................................................................

‘When any discrepancy arises as a resnlt of a firm's internal reconciliations,
the firsm must identify 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; ox

(2) any excess is withdrawn within the same time period (but see
@ CASS 7.4.20 G and B CASS 7.4.21 R).

When any discrepancy arises as a result of the reconciliation between a
firin's internal records and those of third parties that hold client money,
the firm must identify the reason for the discrepancy and correct it as soon
as possible, 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 resolve a difference arising from a reconciliation
between a firm's internal records and those of third parties that hold client
money, and one record or a set of records examined by the firm during its
reconciliation indicates that there is a need to have a greater amount of
client money or approved collateral than is in fact the case, the firsm must
assume, until the matter is finally resolved, that the record or set of records
is accurate and pay its own money into a relevant account.
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7.6.16

7.6.17 (6]

7.6.18 [6]

7.6.19

o

--------------------------------------------------------------------------------------------------------------

A firm must inform the FSA in writing without delay:

(1) ifit has not complied with, or is unable, in any material respect,
to comply with the requirements in B CASS 7.6.1 R, ICASS 7.6.2 R
or B CASS 7.6.9 R;

{2) if having carried out a reconciliation it has not complied with,
or is unable, in any material respect, to comply with
B CASS7.6.13 R to B CASS 7.6.15 R.

..........................................................................................................

Firms are reminded that the auditor of the firm has to confirm in the report submitted
to the FSA under B 5UP 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 rides.

Firms that do not adopt the normal approach are reminded that the firm's anditor
must confirm to the ASA in writing that the firm has in place systems and controls
which are adequate to enable it to operate the alternative approach effectively (see

B8 CASS 7.4.15 R).

Firms that do not use the standard method of internal client money reconciliation are
reminded that the firm's auditor must confirm to the FSA in writing that the firm has
in place systems and controls which are adequate to enable it to use another method

effectively (see B CASS 7.6.8 R},
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7.7 Statutory trust

7.7.1 @ Section 139{1} of the Act (Miscellaneous ancillary matters) provides that rules may malke
provision which result in elient 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 clierst under which client money is in the legal

”"} ownership of the firmz but remains in the beneficial ownership of the client. In the event
h of failure of the firm, costs relating to the distribution of clent money may have to be
borne by the trust.

................................................................................................................

A ﬁrm receives and holds client money as trustee (or in Scotland as agent)
on the following terms:

7.7.2

(1) for the purposes of and on the terms of the client money rules and
the client money distribution rules;

{2) subjectto (3), for the clients (other than clients which are insurance
undertakings when acting as such with respect of client money
received in the course of iunsurance mediation activity and that
was opted in to this chapter) for whom that money is held,
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) on failure of the firm, for the payment of the costs properly
attributable to the distribution of the client money in accordance
with (2); and

(5) after all valid claims and costs under {2) to (4) have been met, for
the firm itself.
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A trustee firm which is subject to the client money rules by virtue of
B CASS 7.1 R {4):

1.7.3

{1} must receive and hold client money in accordance with the
relevant instrument of trust;

(2) subject to that, receives and holds client money on trust on the
terms {or in Scotland on the agency terms) specified in
B CASS 7.72 R,

7.7.4 @ If a trustee firm holds client money in accordance with BI CASS 7.7.3R (2), the firm should
follow the provisions in B CASS 7.1.13E R and B CASS 7.1.15F R.

»,
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Section 7.8 : Notification and acknowledgement of

trust

7.8.1

e

7.8.2

Banks

ooooo vhrbeena

{1} When a firm opens a client bank account, the firm must give or
have given written notice to the bank requesting the bank to
acknowledge to it in writing that:

(1)

7.8 Notification and acknowledgement of trust

--------------------------------------- R R R T e R N R R L I TR L

(a) all money standing to the credit of the account is held by the
firm as trustee (or if relevant, as agent} and that the bank is
not entitled to combine the account with any other account or
to exercise any right of set-off or counterclaim against money
in that account in respect of any sum owed to it on any other
account of the firmy; and

(b) the title of the account sufficiently distinguishes that account
from any account containing money that belongs to the firm,
and is in the form requested by the firm.

In the case of a client bank account in the United Kingdom, if the
bank does not provide the required acknowledgement within 20
business days after the firm dispatched the notice, the firm must
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.

Exchanges, clearing houses, intermediary brokers or 0TC counterparties

------------------------- L I I T O O I T e e e R T T L T NN Y]

A firm which undertakes any contingent liability investment for
clients through an exchange, clearing bouse, intermediate broker
or OTC counterparty must, before the client transaction account
is opened with the exchange, clearing house, intermediate broker
or OTC counterparty:

(a) notify the person with whom the account is to be opened that
the firm is under an obligation to keep client money separate
from the firm's own money, placing client money in a client
bank account;

(b) instruct the person with whom the account is to be opened
that any money paid to it in respect of that transaction is to
be credited to the firm's client transaction account; and
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{c} require the person with whom the account is to be opened
to acknowledge in writing that the firm's client transaction
account is not to be combined with any other account, nor
is any right of set-off to be exercised by that person against
money credited to the client transaction account in respect
of any sum owed to that person on any other account.

(2) M the exchange, clearing bouse, intermediate broker or OTC
counterparty does not provide the required acknowledgement
within 20 business days of the dispatch of the notice and
instruction, the firm must cease using the client transaction
account with that broker or counterparty and arrange as soon
as possible for the transfer or liquidation of any open positions
and the repayment of any money.
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7.9 [Deleted]
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Annex 1

As explained in Bl CASS 7.6.6 G, in complying with its obligations under Bl CASS 7.6.2 R (Records and accounts), and
where relevant Bl S5YSC4.1.1 R (General organisational requirements) and B 5YSC6.1.1 R {Compliance), a firm should
carry out internal reconciliations of records and accounts of client money the firm holds in client bank accounts
and client trausaction accounts. This Annex sets out a method of reconciliation that the FSA believes is appropriate
for these purposes (the standard method of internal client money reconciliation).

1. Each business day, a firm that adopts the normal approach (see B CASS 7.4.17 G) should check whether
its client money resource, being the aggregate balance on the firm's client bank accounts, as at the close
of business on the previous business day, was at least equal to the client money requirement, as defined
in paragraph 6 below, as at the close of business on that day.

2. Each business day, a firm that adopts the alternative approach (see B CASS 7.4.18 G) should ensure that
its client money resource, being the aggregate balance on the firm's client bank accounts, as at the close
of business on that business day is at least equal to the client money requirement, as defined in paragraph
6 below, as at the close of business on the previous business day.

3. No excess or shortfall should arise when adopting the alternative approach.

4. 1f a firm is operating the alternative approach and draws a cheque on its own bank account, it will be
expected to account for those cheques that have not yet cleared when performing its reconciliations of
records and accounts under paragraph 2. An historic average estimate of uncleared cheques may be used

to satisfy this obligation {see B GASS 7.4.19 G (3)).

5. For the purposes of performing its reconciliations of records and accounts under paragraphs 1 or 2,2
firm should use the values contained in its accounting records, for example its cash book, rather than
values contained in statements received from its banks and other third parties.

Client money requirement

6. The client money requirement is either:
(1) {subject to paragraph 18) the sum of, for all clients:
(a) the individval client balances calculated in accordance with paragraph 7, excluding:
{i) individual cfient balances which are negative (that is, debtors); and

(ii) clients' equity balances; and
{b) the total margined transaction requirement calculated in accordance with paragraph 14; or

{2} the sum of:
{a) for each client bank account:
(i} the amount which the firm’s records show as held on that account; and

(ii} an amount that offsets each negative net amount which the firm's records show attributed
to that account for an individual client; and
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(b) the total margined transaction requirement calculated in accordance with paragraph 14.

General transactions

'I'hc znchv:dual c:fzent balance for eac_:h cl:ent should be calcuiated in accordance thh th;s tabie.

8. A firm should calculate the individual client balance using the contract value of any client purchases
or sales.

9. A firm may choose to segregate designated investments instead of the value identified in paragraph 7
(except E1) if it ensures that the designated investinents are held in such a manner that the firm cannot

use them for its own purposes.

10. Segregation in the context of paragraph 9 can take many forms, including the holding of a safe custody
investment in a nominee name and the safekeeping of certificates evidencing title in a fire resistant safe.
It is not the intention that all the citstody rules in the custody chapter should be applied to designated
investments held in the course of settlement.

11. In derermining the client money requirement under paragraph &, a firm need not include money held
in accordance with B CASS 7.2.8 R {Delivery versus payment transaction),

12. In determining the cliernt mmoney requirement under paragraph 6, a firm:
(1) should include dividends received and interest earned and allocated;

(2} may deduct outstanding fees, calls, rights and interest charges and other amounts owed by the
client which are due and payable to the firm (see Bl CASS 7.2.9 R);
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(3) need not include client money in the form of client entitlements which are not required to be

CASS 7.4.27 G) nor include client money forwarded to the firm by its appointed
CAS§7.4.24 G

segregated (see
representatives, ted agenis, field representatives and other agents, but not received (see

(4} should take into account any client money arising from B CASS 7.6.13 R (Reconciliation
discrepancies); and

(5) should include any unallocated client money.

Equity balance

13. A firm's equity balance, whether with an exchange, intermediate broker or OTC counterparty, is the
amount which the firn would be liable to pay to the exchange, intermediate broker or OTC counterparty
(or vice-versa) in respect of the firm's margined transactions if each of the open positions of the firm's
clients was liquidated at the closing or settlement prices published by the relevant exchange or other
appropriate pricing source and the fin’s account with the exchange, #ntermediate broker or OTC
counterparty is closed.

Margined transaction requirement

14, The total snargined transaction requirement is:
(1) the sum of each of the cliest's equity balances which are positive;

Less

(2) the proportion of any individual negative client equity balance which is secured by approved
collateraly and

(3) the net aggregate of the firm's equity balance (negative balances being deducted from positive
balances) on transaction accounts for customers with exchanges, clearing bouses, intermediate brokers
and OTC counterparties.

15. To meet a shostfzall that has arisen in respect of the requirement in paragraph 6(1}{b) or 6(2}{b}), a
firm may utilise its own approved collateral provided it is held on terms specifying when it is to be realised
for the benefit of clients, it is cleatly identifiable from the firm's own property and the relevant terms are
evidenced in writing by the firz. In addition, the proceeds of the sale of that collateral should be paid

into a client bank accornt.

16.1f a firsm's votal margined transaction requirement is negative, the firm should treat it as zero for the
purposes of calculating its client money requirement.

17. The terms 'client equity balance' and 'firm's equity balance’ in paragraph 13 refer to cash values and
do not include non-cash collateral or other designated investments held in respect of a margined transaction.

17A. A firme with a Part 30 exemption order which also operates an LME bond arrangement for the
benefit of US-resident investors, should exclude the client equity balances for transactions undertaken on
the London Metal Exchange on behalf of those US-resident investors from the calculation of the margined

transaction requirement,

Reduced client money requirement option

18.

(1) Whe, in respect of a client, there is a positive individual client balance and a negative client
equity balance, a firm may offset the credit against the debit and hence have a reduced individual
client balance in paragraph 7 for that client.
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{2) When, in respect of a client, there is a negative individual client balance and a positive client
equtity balance, a firm may offset the credit against the debit and hence have a reduced client equity
balance in paragraph 14 for that client.

19, The effect of paragraph 18 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 paragraphs 7 and 14, and, by so doing, reduce
the amount the firnz is required to segregate.
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CASS 7A : Client money distribution

Section 7A.1 : Application and purpose

74.1,2

(6]

7A.1 Application and purpose

....................................... L I N T I O T T T T P T P

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 pooling event or a secondary pooling event occurs.

------pun--s ............................................. P Y R R

The client money distribution rules seek to facilitate the timely return of client money

to a client in the event of the faifure of a firm or third party at which the firm holds
client money.
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7A.2 Primary pooling events

Failure of the authorised firm: primary pooling event

eerranan R N B R e T S R P YR P T KenhadbtbeRER PR a B IRy srras

7A.2.1 @ {1) A firm can hold client money in a general client bank account, a designated
client bank account or a designated client fund account,

L

(2} A firm holds all client money in general client bank accounts for its clients as
part of a common pool of #mtoney so those particular clients do not have a claim
against a specific sum in a specific account; they only have a claim to the client
money in general.

(3) A firm holds client money in designated client bank accounts or designated
client fund accounts for those clients that requested their client money be part
of a specific pool of money, so those particular clients do have a claim against
a specific sum in a specific account; they do not have a claim to the client money
in general unless a primary pooling event occurs. A primary pooling event
triggers a notional pooling of all the client noney, in every type of client money
account, and the obligation to distribure it.

(4)  If the fisrm becomes insolvent, and there is (for whatever reason) a shorifall in
money held for a client compared with that client's entitlements, the available
funds will be distributed in accordance with the client money distribution rules.

7_"‘""\ . .
! 7A.2.2 A primary pooling event occurs:

(1) on the failure of the firm;

(2} on the vesting of assets in a #rusfee in accordance with an 'assets
requirement' imposed under section 48(1){b) of the Ac;

(3) on the coming into force of a requirement for all client money held
by the firm; or

(4) when the firsz notifies, or is in breach of its duty to notify, the
FSA, in accordance with 8 CASS 7.6.16 R (Notification
requirements), that it is unable correctly to identify and allocate
in its records all valid claims arising as a result of a secondary
pooling event.
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CASS 7A : Client money distribution

Section 7A.2 : Primary pooling events

7A.2.3

7A.2.4

7A.2.5

7A.2.6

74.2.7

i CASS 7A.2.2R (4) does not apply so long as:

(1) the firm is taking steps, in consultation with the FSA, to establish
those records; and

{2) there are reasonable grounds to conclude that the records will
be capable of rectification within a reasonable period.

...........................................................................................................

Ifa przmmy pooling eveni“ occurs:

(1) client money held in each client money account of the firm is
treated as pooled; and

(2) the firm must distribute that client money in accordance with
B CASS 7.7.2 R, so that each client receives a sum which is
rateable to the client money entitlement calculated in accordance
with B CASS 7A.2.5 R.

(1) When, in respect of a client, there is a positive individual client
balance and a negative client equity balance, the credit must
be offset against the debit reducing the individual client balance
for that client.

(2) When, in respect of a client, there is a negative individual clienz
balance and a positive client equity balance, the credit must be
offset against the debit reducing client equity balance for that
client.

A client's main claim is for the return of client money held in a client bank account,
A client may be able to claim for any shortfall against money held in a firm's own
account. For that claim, the client will be an unsecured ceeditor of the firm.

.......................................................................................................

Clzem‘ money rece:ved by the firm after a primary pooling event must
not be pooled with client money held in any client money account
operated by the firm 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 without delay, except to the extent that:

(1) itis client money relating to a transaction that has not settled
at the time of the primary pooling event; or

(2} itis client money relating to a client, for whom the client money
entitlement, calculated in accordance with B CASS 7A.2.5 R, shows
that money is due from the client to the firm at the time of the
primary pooling event.

F5A Handbook Release 089 @  May 2009
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CASS 7A : Client money distribution

7A.2.8

748.2.9

78210 [G]

7A.2.11

Client money received after the primary pooling evens velating to an unsettled transaction
should be used to settle that cransaction. Examples of such transactions include:

{1} an equity transaction with a trade date before the date of the primary pooiing
event and a settlement date after the date of the primary pooling event; or

{2}  a contingent liability investment that is 'open’ at the time of the primary pooling
event and is due tc settle after the primary pooling event.

If a firim receives a miixed remittance after a primary pooling event, it must:

(1) pay the full sum into the separate client bank account opened in
accordance with B CASS 7A.2.7 R; and

(2) pay the money that is not client money out of that client bank
account into a firm's own bank account within one business day
of the day on which the firm would normally expect the remittance
to be cleared.

Whenever possible the firm should seek to split a mixed remittance before the relevant
accounts are credited.

If both a primary pooling event and a secondary pooling event occus, the
provisions of this section relating to a primary pooling event apply.

FSA Handbool Release 089 & May 2009
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CASS 7A : Client money distribution

Section 7A.3 : Secondary poaling events

D, 7A.3.1
7A.3.2
7A.3.3

& 7A3.4
74.3.5

7A.3 Secondary pooling events

Failure of a bank, intermediate broker, settlement agent or OTC
counterparty: secondary pooling events

-------------------------------------------------------------- B Y

A secondary pooling event occurs on the failure of a third party to which
client money held by the firm has been transferred under Bl CASS7.4.1 R (1)
to B CASS 7.4.1 R (3) (Depositing client money) or B CASS 7.5.2 R (Transfer
of client money to a third party).

B CASS 7A.3.6 R to B CASS 7A.3.18 R do not apply if, on the failure of the
third party, the firm: repays to its clients or pays into a client bank
account, at an unaffected bank, an amount equal to the amount of cliens
money which would have been held if a shortfall had not occurred at
that third party.

When client money is transferred to a third party, a firm continues to owe fiductary
duties to the client. Whether a firm is liable for a shortfall in client money caused by
a third party failure will depend on whether it has complied with its duty of care as
agent or trustee.

Faﬂure of a bank

----------------------------------------------------------------------------------------------------------

\When a bank fazls 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 B CASS 7A.3.6 R. The firm would be expected to reflect the shorifall that arises at
the failed bank in its records of the entitlement of clfents and of money held with third
parties.

The client money distribution rules seek to ensure that clients who have previously
specified that they are not willing to accept the risk of the bank that has failed, and
who therefore requested that their client money be placed in a designated client bank
account at a different bank, should not suffer the loss of the bank that has failed.

FSA Handbook Release 089 @ May 2009
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CASS 7A : Client money distribution

..................................................................................................................

If a secondary poolmg event occurs as a result of the failure of a bank
where one or more general client bank accounts are held, then:

(1} im relation to every general client bank account of the firm, the
provisions of B CASS 7A.3.8 R, B CASS 7A.3.13 R and B CASS 7A3.14 R

will apply;

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

(3) inrelation to each designated client fund account held by the firm
with the failed bank, the provisions of B CASS 74.3.11 R,
@ CASS 7A.3.13 R and B CASS 7A.3.14 R will apply;

(4) any money held at a bank, other than the bank that has failed, in
designated client bank accounts, is not pooled with any other
client money; and

{5} any money bheld in a designated client fund account, no part of
which is held by the bank that has failed, is not pooled with any
other client money.

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, then:

(1) in relation to every designated client bank account held by the
firm with the failed bank, the provisions of B CASS 7A.3.10 R,
H CASS 7A.3.13 R and B CASS 7A.3.14 R will apply; and

(2) inrelation to each designated client fund account held by the firm
with the failed bank, the provisions of B CASS 7A.3.11 R,
A CASS 7A.3.13 R and B CASS 7A.3.14 R will apply.

Money held in each general client bank account and client transaction
account of the firm 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 of the bank, must be borne
by all the clients whose client money is held in either a general
client bank account or client transaction account of the firm,
rateably in accordance with their entitlements;

(2) anew client money entitlement must be calcnlated for each cliens
by the fizm, to reflect the requirements in (1), and the firm's records
must be amended to reflect the reduced cliesnt money entitlement;

7A.3.6
7A.3.7
7A.3.8
FSA Handbook

Releaso 0RO @  May 2009
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CASS 7A : Client money distribution Section 7A.3 : Secondary pooling events

(3} the firm must make and retain a record of each client's share
of the client money shortfall at the failed bank until the client
is repaid; and

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

7A.3.9 [G] | The term "which should have been held" is a reference to the failed bank's failure to
hold the cligit ntoney at the time of the pooling event.

For each client with a designated client bank account 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 whose client
money is held in a designated client bank account of the firm
at the failed bank, rateably in accordance with their entitlements;

(2) anew client money entitlement must be calculated for each of
the relevant clients by the firm, and the firm's records must be
amended to reflect the reduced client money entitlement;

(3) the firm must make and retain a record of each client's share
of the client money shortfall at the failed bank until the client
is repaid; and

(4) the firm must use the new client money entitlements, calculated
5 in accordance with (2), for the purposes of reconciliations

e pursuant to B CASS 7.6.2 R (Records and accounts), and where
relevant @ SYSC 4.1.1 R {General oxganisational requirements)
and @ SYSC 6.1.1 R {Compliance}.

Money held in each designated client fund account with the failed bank
must be treated as pooled with any other designated client fund accounts
of the firmn which contain part of the same designated fund and:

7A.3.11

(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 clienis whose
client money is held in that designated fund, rateably in
accordance with their entitlements;

(2) anew client money entitlement must be calculated for each
client by the firm, in accordance with (1), and the firmn's records
must be amended to reflect the reduced client money entitlement;

FSA Handbook BY Release 082 & May 2009
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CASS 7A : Client money distribution

(3) the firm must make and retain a record of each client's share of
the client money shortfall at the failed bank until the client is
repaid; and

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

A client whose money was held, or which should have been held, in a
designated client bank account with a bank that has failed is not entitled
to claim in respect of that soney against any other client bank account or
client transaction account of the firm.

Client money received after the failure of a bank

---------------------------------------------------------------------------------------------- 4rscasesnenanian

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:

(1) must not be transferred to the failed bank unless specifically
instructed by the client in order to settle an obligation of that cliernz
to the failed bank; and

(2) must be, subject to (1), placed in a separate client bank account
that has been opened after the secondary pooling event and either:

{a) on the written instruction of the client, transferred to a bank
other than the one that has failed; or

(b) returned to the client as soon as possible.

If a firm receives a mixed remittance after the secondary pooling event
which consists of cliertz money that would have been paid into a general
client bank accouny, a designated client bank account or a designated
client fund account maintained at the bank that has failed, it must:

(1) pay the full sum into a client bank account other than one operated
at the bank that has failed; and

(2) pay the money that is not client money out of that client bank
account within one business day of the day on which the firm
would normally expect the remittance to be cleared.

Whenever possible the firm should seek to split a mixed remittance before the relevant
accounts are credited.

7A.3.12
7A.3.13
18.3.14
.
7A.3.15
FSA Handbook
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7A.3.16
7A.3.17
7A.3.18

Failure of an intermediate broker, settlement agent or 0TC counterparty:

--------------------------------------------------------------------------------------------------------------

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, the provisions of B CASS 7A.3.17 R and

B CASS 7A.3.18 R will apply.

Money held in each general client bank account and client transaction
account of the firm 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,
rateably in accordance with their entitlements;

(2) a new 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;

(3) the firm: must make and retain a record of each client's share
of the client money shortfall at the failed intermediate broker,
settlement agent oxr OTC counterparty until the cliernt is repaid;
and

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

Client money received after the failure of an intermediate broker,

..............................................................................................................

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 thar intermediate

broker, settlement agent or OTC counterparty:

(1) must not be transferred to the failed third party unless
specifically instructed by the cliesnt in order to settle an
obligation of that client to the failed intermediate broker,
settlement agent or OTC counterparty; and

(2} must be, subject to (1), placed in a separate client bank account
that has been opened after the secondary pooling event and
either;

FSA Handbook [ Release 089 @  May 2009
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Section 7A.3 : Secondary pooling events

(a} on the written instruction of the client, transferred to a third
party other than the one that has failed; or

{b) returned to the client as soon as possible.

Notification to the FSA: failure of a'bank, intermediate-broker, setilement

-----------------------------------------------------------------------------------------------------------------

On the failure of a third party with which money is held, a firm must notify
the FSA:

(1) assoon as it becomes aware of the failure of any bank,
intermediate broker, settlement agent, OTC counterparty or other
entity with which it has placed, or to which it has passed, client
money; and

{2) as soon as reasonably practical, whether it intends to make good
any shortfall that has arisen or may arise and of the amounts
involved.
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LEHMAN BROTHERS

Dear NEED

Re: Money Matket Deposits in the name of Lehman Brothers International (Euxope), Client
Segregated Account.

We refer to ﬂ1e above-captioned Money Market facility which is maintained in accordance with
the Financial Services Authority’s Client Asset’s Rules (“FSA Rules”). We hereby notify, and
remind you that under such rules, client monies must be identified as such at 4ll times. Through
Renters dealing system or telephone conversations, Lehman Brothers Holdmgs Ine {(UK) Branch
Treasury Dealers agree to place money with you on behalf of our clients, in the name of “Lehman
Brothers hltemahonal (Europe) Client Segregated Account” (hereinafter, “Client Segregated
Account”), We hereby notify you that:

~ (8) all monies deposited in the Client Segregated Account ave held by us a trustee, and you are

not entitled to combine the Client Segregated Account with any other account or o exercise
any right of set-off or counterclaim against money in the Client Segregated Account in
respect of any sum owed you on any other account of Lehman Brothers International

(Burope) or any of its affiliates (“Lehman”).
(b) you mmst make the necessary provisions to record mternally that any mondes placed with
you in the Client Segregated Account are ‘client moniey’.

The fitle of an account, such as the Client Segregated Account, in which client money is to be
held, must suffidently distinguish such account from any other account containing money that
belongs to Lehman, and should be in the form in which we request from you. )

Please return your signed acknowledgement of the above.

Yours sincerely\

Accepted by
Name of Bank:

Authorised Signatories:

Name(s) of Authorised Signatory:

Date:

. IEMMAN BROTHERS INTERMATIONAL (2UROPE)
25 BAVK STREET LONDDN El4 5SLE TELEPHONE +44 {0320 7102 1000
. REGULATED BY TEE FINAWGIAL SERVICRS AUTHORIZY.
WEMBER OF THE LONDON S7TOCK EXCHANGE AND THE INTERMATIONAL SRCURITIEY MARKET ASSOCEMIIOR
REGISTERED I ZNGLAND MO, 2530254 AT THE ABOVE ADDRESS.
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8.1

8.2

8.4

Client assets

Introduction

In Chapter 10 of CP06/14, we explained our proposals to implement the MiFID
provisions for the safeguarding of client assets.

With a few exceptions noted below, respondents generally agreed with our proposals
which broadly reflect the existing regulatory standard. Accordingly, we have decided
to confirm our approach, with a few drafting changes that we discuss below.

A miscellaneous section addressing other significant issues, some of which will
involve further work during the course of 2007, can be found at the end of this
chapter. This section also features some new issues not originally set out in our
Consultation Papers and information for solicitors that are MiFID firms.

Feedback and response to individual questions/comments

The opt-out for professionals

The [oss of the professional opt-out is a significant change to the existing CASS
regime. We consider that such an opt-out is incompatible with the MiFID segregation
requirements and, accordingly, proposed in CP06/14 not to carry it forward into
CASS 7. However, two Recitals to the Level 1 Directive® set out that certain monies
and financial instruments do not fall within the definition of client money or of
financial instruments belonging to clients. This will allow many existing arrangements
to continue, but we note that the scope of the Recitals is not unlimited, and an
unrestrained interpretation would be inconsistent with the spirit of the Directive,

Q5:  Are there any current arrangements that might not be covered
by the proposed carve-out under Recitals 26 and 277

06:  Would these arrangements have any unintended censequences
that we would need to consider in our overall implementation
of the Directive e.g. impact on repapering or firm
permissions/requirements?

Recitals 26 and 27.

Financial Services Authority 25
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8.5

8.6

8.7

One respondent was concerned with the impact of the re-categorisation of
intermediate customers as retail customers under MiFID. They noted that a restricted
application of absolute title-transfer for retail clients as a whole is likely to have a
significant impact on the way many firms finance and manage their business. In
addition, respondents identified the possible need to change permissions and that
repapering would be required.

Excess commission

We proposed in CP06/14 that firms receiving commission on behalf of clients in the
course of MIFID activities would be able to hold excess commission outside the client
money regime. We suggested they should do this for as long as it was reasonably
necessary to determine the ownership of the money. Also, excess commission will not
be client money {for MiFID business) where the firm has agreed, in advance with its
client, that such money will be held as collateral to secure payment of future work.
This must be done under a lawful collateral title transfer arrangement and the firm

must act honestly, fairly and professionally.

In such circumstances, excess commission held by the firm will not be subject to the
client money rules because such money would not fall within the definition of client
money. The feedback we received agreed with our proposals, although some respondents
requested further guidance on specific scenarios within their own business.

Q7. Do you agree with our proposals that will allow firms to
hold excess commission outside MiFID’s requirements for
the safeguarding and administration of client money?

26 PS07/2: Implementing MiFID (January 2007)



8.8

8.9

P
s

8.10

8.11

Personal investment firms temporarily handling financial instruments

We proposed including in CASS 6 a modified version of the rule which permits the
temporary handling of client financial instruments by personal investment firms
outside the client asset protections. Also, we will no fonger limit this to personal
investment firms,

Q8. Do you agree that we should permit investment firms temporarily
to handle financial instruments belonging to clients without
being subject to the full ambit of the custody rules?

Q9.  Will the change to this rule have any unintended
consequences for your firm, if you currently hold designated
investments on a temporary basis?

The feedback we received generally agreed with o proposals, although some
respondents requested further guidance on specific scenarios within their own
business. Further, we note that firms did not identify any significant unintendec
consequences should firms hold designated investments on a temporary basis.

Private customers’ stock lending and relevant collateral

Our existing rules provide that, for stock lending activity invelving the custody
investments of private customers, firms must ensure that relevant collateral is
provided by the borrower to protect the customer’s rights in the event of default.
Our proposal was based on a principles-based approach, derived from the general
duty to act in the best interests of a client. We put this together with guidance that
we would expect a firm that engages in stock-lending activities with a rerail client
to ensure that relevant collateral were provided by borrower,

Q10. In the absence of this rule, in what circumstanees would
you undertake stock lending activities for a retail client
without ensuring that relevant collateral were provided by
the borrower to protect the client's right?

Guidance on reconciliations and calculation

We proposed replacing the current prescriptive time limits for firms to uadertake
interpal and external reconciliations in relation to client money and financial
instruments with the flexibility to adopt a more principles-based approach and
perform them ‘as often as is necessary’,

11 Will your firm make use of this flexibility or will you
continue to reconcile under current timescales?

Financial Services Authority 27
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8.12

8.13

8.14
W

8.15
9

8.16

Firms indicated in their responses that they welcomed our proposal to provide added
flexibility. However, a number of larger firms indicated that they would not utilise
this added flexibility, as they currently reconcile on a daily basis. It would appear
that the flexibility would be more relevant for smaller firms.

Mowney market funds

MIFID included an express provision that recognises that firms, when segregating
client money, may place that money in a ‘qualifying money market fund’ (MME).
This fund must meet certain conditions listed in the Directive.

G12.  Will your firm use MMFs for the segregation of client money?

Respondents generally supported the use of MMFs, One respondent noted that it is
appropriate where the firm would hold client money for a relatively long period of
time, for example, to fund a tax bill in such a way that a client can obtain the
maximum level of interest. The respondent also stated that clients might see this as a
way of diversifying the risk of holding their client money away from a limited range of
banks. Another respondent suggested that the gnidance should emphasise more clearly
that investment in a qualifying MMEF is governed by the conduct of business rules.

Two respondents were not certain whether the assessment of a qualifying MMF as
being suitable involved using a long or short-term rating. They considered that for
this new provision to be meaningful, firms would need to be able to access funds
with a high short-term rating. They noted that if firms are restricted to using long
term ratings (AAA), there are so few funds with this rating that it would not be

© worthwhile using MMFs to segregate client money.

Restrictions on the use of unregulated custodians

MIFID prohibits firms from depositing client financial instruments with an unregulated
third party, in a jurisdiction where the safekeeping of financial instruments for the
account of another person is subject to specific regulation and supervision. MiFID also
prohibits firms from depositing client financial instruments with a third party in a third
country that does not regulate the holding and safekeeping of financial instruments for
the account of another person unless at least one of two conditions is met. We outlined
this in CP06/14%°.

These are thar {a) the natere of the financial instruments or of the investmenr services connected with those
instruments requires them ro be deposited with a third party in thar third counery; or {b) where the financial
instruments ase held on behalf of a professional client, that client requests the firm in writing to deposit them
with a third parry in that third country.

28 PSO7/2: Implementing MiFID (January 2007)

096



013. Will our proposals affect arrangements that firms currently
have with unregulated custodians?

8.17 Two respondents queried the position on the use of non-regulated custodians. They
were not certain whether our draft rules would need to be applied to all custodians
forming part of a chain, which would require the firm to impose appropriate
restrictions in the appointee’s own sub-custody network.

8.18 One respondent also considered that professional firms, such as lawyess, should be -
allowed to act as custodians. The respondent claimed that it can be difficult for a
private equity firm to identify appropriate depositaries because portfolios are
composed of illiquid and unquoted stock. Many regulated institutions will either
not provide this service or only do so at significant cost.

Money received in a foreign currency

8.19  Our existing rules permit firms to segregate client money in a currency different
from that of receipt, provided that the firm adjusts the balance on a daily basis. This
ensures the client bears no currency risk and clarifies that the firm is not required
to open a separate client money account for each currency. MiFID does not cover
segregation of client money received in a foreign currency.

014, In the absence of this rule, would you pass on currency
exposure to relevant clients?

Financial Services Authority 29
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8.23

Other significant issues

A — Affiliated Companies

One respondent noted that under our existing rules, assets {investments or cash)
belonging to affiliated companies are excluded from the client asset rules - unless the
assets belong to an underlying client of the affiliate or the affiliate is being treated as
an arm’s length client of the firm, The respondent considered that the proposed rules
now require all affiliated assets to be treated as those of the client.

As a result, the respondent was concerned that they would need to identify any assets
held on behalf of ai affiliate, which are currently excluded from segregation, and
include such assets within the scope of the MiFID client asset rules.

B ~ Law Societies of England & Wales, Northern Ireland and Scotland

Solicitors are subject to additional statutory duties to protect money belonging to
clients. Accordingly, we have exempted them from our client money regime, with
the exception of the client money distribution rules, which apply in the event of the
failure of the authorised professional firm or of a third party holding client money.

We anticipate that some member firms of the Law Societies will be within the scope of
MIFID. The regime for safeguarding clieat assets under MiFID is more prescriptive
than under the existing rules. As a resulf, we are continuing to liaise with the respective
law societies to determine whether the societies’ existing rules are sufficient. If the rules
are not sufficient, we will work together with the Law Societies to identify the relevant
additional MiFID provision/s which member firms will be subject to, and will consult
during 2007. In the meantime, we propose that the minimum provisions necessary to
implerent MiFID will apply to members of the Law Societies that are MiFID firms.

C — Transfer of money to a third party

The proposed rule in CASS 7.5.2 will only be relevant where the money placed with
a third party, including an exchange, clearing house or intermediate broker, is subject
to the client money rules. This will not be the case if it is received by the firm by way
of title transfer collateral.

30 PS07/2: Implementing MIiFID (January 2007)
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8.28

8.29

8.30

8.31

We have provided guidance to firms on CASS 7.5.2R, to clarify our understanding of
the rule. We consider that the rule sets out the requirements a firm must comply with
when it transfers client money to a third party without discharging its fiduciary duty
owed to that client. We understand that sucl circumstances arise when a firm passes
client money to a third party {for example, in the form of initial or variation margin}
in relation to obligations owed to the third party. In this context, the obligations
referred to are intended to be those relating to transactions the firm undertakes for
the underlying client.

D — Non-EEA Firms

One respondent suggested there was some uncertainty about the UK branches of
non-EEA firms.

We note that credit institutions are investment firms if their business falls within the
definition of an investment firm under MiFID. Such a credit institution will only be a
MIFID investment firm if its ‘home state’ is in the EEA. If a credit institution is from
a third country (for example, the USA, Japan or Switzerland), it would be a thixd
country investment firm. These third country firms will continue to be subject to

the non-directive client asset regimes in CASS 2 and 4.

E - Credit Institutions

In the case of UK credit institutions, the second limb of the definition of a ‘MiFID
investment firm’ reflects that Article 1(2) of MiFID Level 1 limits the extent to which
MIFID applies to credit institutions. Therefore, while they are caught by the
Directive, this is only for certain purposes.

First, it provides that MiFID only applies to credit institutions ‘when providing
investment services or activities”. It does not apply when credit institutions are purely
providing ancillary services, which is most likely relevant for a pure corporate finance,
custody or possible investment research service. However, this will not prevent the rules
applying where the ancillary service is combined within an investment service, for
example, where a firm combines custody and brokerage services. Second, only certain
provisions in MiFID apply to credit institutions, and these are listed in Acticle 1(2).

We note that the uncertainty for respondents was due to their understanding that

if eredit institutions were capable of being investment firms, these firms could fall
within both the first and second limbs of the definition, which expressly refers to
credit institutions, of 2 MiFID investment firm. To clarify this, we note that in such
a case, the second limb of the definition should take precedence over the first. These
include the client asset and conduct of business requirements.

F — Commodity Futures Trading Commission (“CFIC”)

United States (US) legislation restricts the ability of non-US firms to trade on behalf
of US customers on non-US futures and options exchanges. The relevant US
regulator, the CFT'C, operates an exemption system for firms we authorise. We
sponsor the application from a firm for exemption from Part 30 of the General
Regulations under the US Commeodity Exchange Act in line with this system.
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As a result, a firm with a Part 30 exemption order undertakes to the CFTC that it
will refuse to allow any US customer to opt not to have his money treated as client
money if it is held or received for transactions on non-US exchanges, unless that US
customer is an eligible contract participant. The firm will also operate a London
Metal Exchange (LME} bond arrangement for the benefit of US-resident investors.
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