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Introduction 

Application 

1. The third edition of the Central Bank (Supervision and Enforcement) Act 2013 (Section 

48(1)) (Investment Firms) Regulations [2022] (the third edition of the Investment 

Firms Regulations) was published by the Central Bank of Ireland (the Central Bank) in 

final form on 23 June 2022 and is available [here]. 

2. This Guidance Note is intended to be read in conjunction with the revised version of 

the Client Asset Requirements as contained in Part 6 of the third edition of the 

Investment Firms Regulations (the CAR 2022). 

3. The publication of the third edition of the Investment Firms Regulations on 23 June 

2022 marked the commencement of the transitional periods for investment firms and 

credit institutions to comply with the CAR 2022. 

4. The Central Bank expects investment firms and credit institutions to begin 

preparations to ensure that they will be able to fully comply with the CAR 2022 at the 

end of the transitional period, on 1 July 2023 and 1 January 2024 respectively. This 

Draft Guidance Note is intended to assist with such preparations. 

5. The CAR as contained in Part 6 of the Central Bank (Supervision and Enforcement) Act 

2013 (Section 48(1)) (Investment Firms) Regulations 2017 (S.I. 604 of 2017) (the CAR 

2017) will remain in force and effect until repealed by the third edition of the 

Investment Firms Regulations on 1 July 2023. 

6. For the avoidance of doubt, investment firms that are currently subject to the CAR are 

required to comply with the CAR 2017 for the duration of the transitional period, until 

the third edition of the Investment Firms Regulations comes into force on 1 July 2023. 

7. This Guidance Note will remain in draft form and, to the extent that there is any 

inconsistency between this document and the CAR 2017, may not be relied upon by 

investment firms until such time as the CAR 2022 comes into force. Final Guidance will 

be uploaded to the Central Bank website before the end of the transitional period. 

Purpose and content 

8. The primary purpose of this Guidance Note is to assist investment firms in complying 

with the CAR 2022. All subsequent references to the CAR in this Guidance Note should 

be understood to mean the CAR 2022.  

9. An investment firm as defined in the CAR that holds client assets or enters into Title 

Transfer Collateral Arrangements (TTCA) with clients must do so in accordance with 

https://www.centralbank.ie/regulation/industry-market-sectors/client-assets/client-assets-legislation
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the CAR. Investment firms are reminded of their obligation to comply with the MiFID II 

safeguarding of client asset rules in addition to the CAR.  

 

10.  An investment firm should be able to demonstrate, when requested to do so by the 

Central Bank, compliance with all aspects of the CAR and the MiFID II safeguarding of 

client asset rules. 

 

11. Unless indicated otherwise, all references to “investment firm(s)” in this Guidance Note 

are intended to include credit institution(s) undertaking MiFID investment business. 

Where a piece of guidance specifically relates to credit institutions holding client assets 

this will be stated.  

12. The Central Bank’s client asset regulatory regime is based on seven core principles of 

client asset protection, namely:  

1. Segregation;  

2. Designation and registration;  

3. Reconciliation;  

4. Calculation;  

5. Client disclosure and consent;  

6. Risk management; and  

7. Client asset examination. 

Both the CAR and this Guidance Note contain chapters which correspond with each of 

these principles.  

13. Guidance is only provided where it is considered it may assist in the interpretation of 

the CAR; it is not provided for each requirement contained in the CAR. This Guidance 

Note is not comprehensive and does not replace or pre-empt any legislative provisions. 

14. The content of this Guidance Note should not be construed as legal advice or a legal 

interpretation of the CAR. It is a matter for an investment firm who may fall within the 

scope of the CAR to seek legal advice regarding the application or otherwise of the 

CAR to their particular set of circumstances. 

15. The terms used in this Guidance Note have the same meaning as in the CAR and the 

European Union (Markets in Financial Instruments) Regulations 2017 (S.I. No. 375 of 

2017) (MiFID Regulations) unless otherwise indicated. Terms which are not defined in 

the CAR or the MiFID Regulations have been included in the Glossary.  

16. The Central Bank may update or amend this Guidance Note from time to time, as 

appropriate. 
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Chapter 1: Segregation  

17. An investment firm may deposit client assets in an individual third party client asset 

account (e.g. ‘XYZ Ltd client asset account - Joe Bloggs’), or an omnibus account (e.g. 

‘XYZ Ltd client asset account’).  

18. Where an investment firm deposits client assets in an omnibus account, accounting 

segregation must be maintained. An investment firm should maintain accurate and 

detailed internal records in order to be in a position to identify the balance of client 

assets held on behalf of each client in that omnibus account and any movements in that 

balance.   

19. The principle of segregation applies to client assets held by or with a nominee. An 

investment firm that holds client assets through a nominee is subject to the same 

obligations for the safeguarding of those client assets and should comply with the CAR 

in respect of client assets held in this manner.  

20. Where an investment firm enters into pledge, charge or security arrangement over 

money held in a third party client asset account, that money would still be client funds 

as there would be no absolute transfer of title.  

Holding and depositing client funds  

21. Client funds should be deposited directly into a third party client asset account.  

22. Investment firms should ensure that clients and third parties make transfers and 

payments of any money that will be client funds directly into the investment firm's 

third party client asset accounts. 

23. Investment firms should develop, implement and maintain systems, controls and 

processes designed to ensure that client funds are deposited directly into a third party 

client asset account.  

24. An investment firm should ensure that any money other than client funds that is 

deposited in a third party client asset account is promptly paid out of that account 

unless such money is a minimum sum required to open the account, or to keep the 

account open. 

25. Where a client transfers money to the investment firm but has yet to make an 

investment decision with respect to that money, the investment firm should exercise 

prudence by holding the money as client funds. Where the client subsequently decides 

to use that money for an activity which is not a regulated financial service, it should be 

removed from the client asset account without delay. 
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26. It is acknowledged that client funds may not be deposited directly into a third party 

client asset account in a limited range of circumstances such as:  

a. Where a client deposits client funds into an investment firm’s own bank 

account in error;  

b. Where a mixed remittance is received into an investment firm’s own bank 

account in error; and  

c. Where money is received on behalf of clients into the investment firm’s own 

bank account in the course of the trade settlement process. 

Where applicable, an investment firm should document these circumstances in its 

client asset management plan (CAMP).  

27. Where client funds are deposited into an investment firm’s own bank account as in the 

circumstances outlined in paragraph [26], the investment firm should: 

a. Have a process in place to ensure that such client funds are identified and 

promptly deposited into a third party client asset account in accordance with 

Regulation 50(3) of the CAR; 

b. Investigate why the client funds were deposited initially into the investment 

firm’s own bank account; 

c. Where possible, put a process in place to prevent such an event re-occurring; 

and 

d. Document or include a link to this process in the investment firm’s CAMP. 

28. If an investment firm has agreed in writing to pay interest to clients, such interest is 

client funds when the interest is paid into the third party client asset account.  

Cheques 

29. Investment firms should develop a process to ensure that client funds received in the 

form of cheques are accounted for in the investment firm’s books and records 

immediately upon receipt and deposited into a third party client asset account 

promptly in accordance with Regulation 50(3), to ensure the highest level of protection 

for the client. This process should be documented in the CAMP.  

30. Where an investment firm receives a cheque after the third party’s deposit cut-off 

time, the investment firms should ensure that the cheque is stored in a secured location 

(e.g. a vault), accounted for in the investment firm’s books and records (e.g. in a cheque 

log), and deposited with the third party promptly.  
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31. As part of business continuity planning, investment firms should consider how the 

receipt processing and onwards deposit of cheques into third party client asset 

accounts, will be managed in the event that the office is closed unexpectedly.   

32. Funds sent to a client by way of cheque or other payable order do not cease to be client 

funds until the cheque or other payable order is presented and paid by the relevant 

credit institution.  

33.  Where the scenario described in Regulation 50(6) of the CAR arises and an investment 

firm receives or identifies that it is holding money and it is not clear if that money is 

client funds, the investment firm should consider other regulations/legislation as 

relevant, (e.g., anti-money laundering obligations). An investment firm should have 

clear procedures in place to ensure that such money is monitored and included in the 

investment firm’s client funds reconciliation and client funds calculation. 

Currency  

34. The Central Bank expects an investment firm to deposit client funds in the currency of 

receipt unless the investment firm has no third party client asset account denominated 

in that currency and it would be unduly burdensome for it to open such an account. In 

this case, the investment firm may convert the funds and deposit them in a third party 

client asset account in a different currency.  

35. An investment firm should inform clients in its terms of business of the list of 

currencies in which it can maintain a deposit of client funds and explain that where 

client funds are received in another currency the funds will be exchanged in 

accordance with the exchange rate policy which it is required to disclose to clients 

under Regulation 59(1) (b) of the CAR. 

Due diligence of third parties 

36. As part of the process to select and review its arrangements for depositing client funds 

with a third party, an investment firm should consider how clients’ rights would be 

affected in the event of the insolvency of the investment firm or the third party or both. 

Unregulated activity  

37. Money related to an activity that is not a regulated financial service should not be 

deposited in a client asset account. If an investment firm chooses to operate a 

segregation regime for its non-regulated business, the Central Bank does not have an 

objection. However, it is critical the investment firm clearly explains to its clients that 

assets held in connection with an activity that is not a regulated financial service:  

a. Are held separately from client assets;  



  

9 
 
 

a. Will not be protected as client assets; and  

b. Will not be covered under the Investor Compensation Scheme.  

Holding and depositing client financial instruments  

38. If client financial instruments are deposited into an investment firm’s own account, the 

investment firm should transfer those client financial instruments into a client asset 

account promptly. The process and timeframe an investment firm should follow when 

client financial instruments are transferred in this manner should be documented in the 

CAMP. 

39. Where the scenario described in Regulation 51(8) of the CAR arises and an investment 

firm receives or identifies that it is holding a financial instrument and it is not clear if it 

is a client financial instrument, the investment firm should consider other 

regulations/legislation as relevant (e.g. anti-money laundering obligations). An 

investment firm should have clear procedures in place to ensure that any such financial 

instruments are monitored and included in the client financial instrument 

reconciliation and calculation.  

Physical client financial instruments 

40. Investment firms should ensure that physical client financial instruments are stored in 

a secured location (e.g. a vault) and accounted for in the investment firm’s books and 

records upon receipt to ensure the highest level of protection for the client. 

41. The Central Bank expects an investment firm to ensure that the physical arrangements 

for holding physical client financial instruments include adequate controls designed to 

safeguard them from damage, misappropriation or other loss.  

42. With regard to Regulation 51(5) of the CAR, an investment firm, should at a minimum, 

maintain a log to record the movement of physical client financial instruments (e.g. 

share certificates) as part of the monitoring process. Details of the client financial 

instrument(s) should be entered into the log on the day of receipt. The log should be 

updated when an investment firm receives or transfers physical client financial 

instrument(s).  

Due diligence of third parties 

43. As part of the process of selecting and reviewing its arrangements for depositing client 

financial instruments with a third party, an investment firm should give consideration 

to the following: 
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a. The extent to which client financial instruments that the investment firm 

deposits with a third party outside the State would be protected under an 

investor compensation scheme in the relevant jurisdiction;  

b. The arrangements that the third party has in place for holding and safeguarding 

client financial instruments; 

c. Whether the third party has the appropriate regulatory permissions; and 

d. The third party’s familiarity with the principles of the CAR and MiFID II 

safeguarding of client asset rules. 
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Chapter 2: Designation and Registration  

Designation  

44. Where an investment firm has limited capacity in its financial records to record the full 

title of an account as a ‘client asset account’, an abbreviation is acceptable, but it should 

be a distinguishable relevant title.   

45. The designation should be in the name field of the third party client asset account and 

not in the address field or any other field within the investment firm’s books and 

records.  

46. Credit institutions that will become subject to the CAR for the first time from 1 January 

2024 should review relevant documentation relating to existing third party 

relationships to ensure that third party client asset account(s) that have been opened 

prior to the application of the CAR to credit institutions are correctly designated. This 

review and any necessary amendments arising from it should be completed in advance 

of 1 January 2024 and the credit institution should maintain evidence of this review.  

Funds facilities and financial instruments facilities agreements 

47. The funds facilities agreement and financial instruments facilities agreement referred 

to in Regulation 54 and 55 of the CAR should be regarded as master agreements 

entered into at the outset of the business relationship between the investment firm 

and the third party. Once a facilities agreement is in place, the intention is that the 

terms of that agreement will apply to any client asset account subsequently opened 

with that third party. 

48. Funds facilities agreements and financial instruments facilities agreements should be 

reviewed and amended as necessary where there is a change to the relationship 

between the investment firm and a third party.  

49. An investment firm should ensure that funds facilities agreements and financial 

instruments facilities agreement are signed and duly executed by individuals with the 

appropriate authority so that a legally binding agreement exists between the 

investment firm and the third party.  

50. An investment firm may have other legal agreements with a third party for the purpose 

of providing custodial services. An investment firm should ensure that such legal 

agreements do not contradict/contravene the provisions contained in the CAR or 

MiFID II safeguarding of client asset rules, in particular, Regulations 54 and 55 of the 

CAR. 
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51. In addition, credit institutions should ensure, in advance of 1 January 2024 that any 

agreements in place for existing third party relationships (e.g. Confirmation Letters or 

Custodian Agreements) do not contradict/contravene the provisions contained in the 

CAR or MiFID client asset rules, in particular, Regulations 54 and 55 of the CAR. 

Where a new third party client asset account is to be established on or after 1 January 

2024, the credit institution will need to have facilities agreement in place with that 

third party. 

Verification and third party confirmations 

52. The Central Bank expects the verification of a third party client asset account required 

by Regulation 56(1) of the CAR to take the form of a bank statement, custodian 

statement or other form of verification from the third party. This verification may be in 

electronic form.  

53. The verification process should be followed each time a third party client asset account 

is opened. 

54. An investment firm should ensure that each confirmation required under Regulation 

56(2) of the CAR clearly documents the applicable third party client asset account 

number. Where third party client asset accounts are opened simultaneously (on the 

same day) with the same third party, one confirmation may be obtained but the 

investment firm should ensure that the confirmation from the third party lists all 

applicable third party client asset account numbers. This confirmation may be in 

electronic form.  

55. Where a third party client asset account is closed, an investment firm should retain a 

record of the confirmation obtained pursuant to Regulation 56(3) of the CAR for six 

years. 
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Chapter 3: Reconciliation  

56. An investment firm should be in a position to demonstrate, upon request, evidence of a 

reconciliation and the date upon which such reconciliation was prepared; this evidence 

can be maintained in electronic form.  

57. An investment firm should ensure that each reconciliation has relevant supporting 

backup material to validate the figures in the reconciliation. The backup material 

should include statements received from third parties and/or those entities 

responsible for maintaining the record of legal entitlement to client financial 

instruments. Such statements may be accessed electronically, provided that an 

investment firm maintains a copy and can produce these statements without delay. 

Client funds reconciliation 

58. The purpose of the client funds reconciliation required under Regulations 57(1) and 

57(2) of the CAR is to ensure the accuracy of an investment firm’s own records of the 

client funds it has deposited in third party client asset accounts against the records of 

the third parties with whom those client funds are deposited. 

59. An investment firm should reconcile all client asset accounts where client funds are 

deposited, including dormant accounts and accounts with nil balances. In order to 

perform the client funds reconciliation, an investment firm should, where applicable, 

reconcile the balance of client funds deposited in each third party client asset account 

as recorded by the investment firm with the balance on that account as set out in the 

statement or other form of confirmation provided by the third party with which those 

client asset accounts are held. 

60. Where relevant, the investment firm should, as part of the reconciliation process, 

reconcile the balance of client funds held as cash collateral in respect of clients’ 

margined transactions, as recorded by the investment firm, with the balance set out in 

the statement, or other form of confirmation, provided by the relevant party with 

whom the collateral is maintained.  

61. For the avoidance of doubt, Regulation 57(2) makes provision for client funds in the 

form of fixed term deposits to be reconciled on a monthly basis. All other third party 

client asset accounts where client funds are deposited should be reconciled on a daily 

basis in accordance with Regulation 57(1). 

62. An investment firm should ensure that the reconciliations are performed using client 

asset records that are accurate and compiled in a timely manner and that the 

reconciliation itself is performed accurately.  
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63. Investment firms should also ensure that the output from the reconciliation is subject 

to thorough review and oversight. 

64. Investment firms should reconcile third party client assets accounts on a currency-by-

currency basis. 

65. An investment firm should establish policies and procedures in relation to: 

a. The frequency and method of client fund reconciliations;  

a. The monitoring of transactions through its third party client asset accounts; 

b. The investigation, identification and resolution of reconciliation differences; 

and 

c. Its record keeping obligations under Regulation 75(2)(d) of the CAR. 

Client financial instrument reconciliation 

Client financial instruments deposited with a third party  

66. The purpose of the client financial instrument reconciliation required under Regulation 

57(3) of the CAR is to ensure the accuracy of an investment firm’s own records of client 

financial instruments deposited in third party client asset accounts against the records 

of those third parties with whom client financial instruments are deposited. 

67. In order to perform the client financial instruments reconciliation, an investment firm 

should reconcile the balance of financial instruments on each third party client asset 

account as recorded by the investment firm with the balance on each third party client 

asset account as set out in the statement or other form of confirmation provided by the 

third party, on at least a monthly basis.  

68. The investment firm should ensure that the third party provides the investment firm 

with adequate information to perform the reconciliation accurately as at a date 

specified by the investment firm. The information provided by the third party should 

include a description and the balance of the client financial instruments credited to the 

relevant third party client asset account and should be provided as at a date specified 

by the investment firm.   

69. An investment firm entering into Securities Financing Transactions (SFT)  or otherwise 

using client financial instruments for its own account should ensure that the internal 

records it uses for the purpose of the client financial instrument reconciliation include: 

a. Details of the client on whose instructions the SFT has been entered into; and 
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b. The balance of client financial instruments belonging to each client which have 

been used, with the client’s consent, by the investment firm to enter into a SFT, 

so as to enable the correct allocation of any loss or gain. 

Client financial instruments not deposited with a third party 

70. Where an investment firm holds dematerialised client financial instruments and does 

not deposit them with a third party (i.e. where the investment firm holds the client 

financial instrument in custody itself), that investment firm must perform a 

reconciliation in respect of those client financial instruments in accordance with 

Regulation 57(4) of the CAR, to ensure the accuracy of the investment firm’s own 

records of client financial instruments against an external record. 

71. For the purposes of performing this reconciliation, the investment firm should obtain 

an external record from the entity responsible for maintaining the record of legal 

entitlement to the relevant client financial instruments.  

72. The investment firm should ensure that the entity responsible for maintaining the 

record of legal entitlement to the client financial instrument provides the investment 

firm with adequate information (e.g. in the form of a statement) as at a date specified by 

the investment firm.  

73. The information provided by the entity responsible for maintaining the record of legal 

entitlement should detail the balance (i.e. number of units) of each client financial 

instrument to which the investment firm has legal entitlement (i.e. holds on behalf of a 

client who has beneficial ownership of the financial instrument) and should be provided 

in sufficient time to allow the investment firm to perform the client financial 

instrument reconciliation.  

74. Examples of entities responsible for maintaining the record of legal entitlement to 

client financial instruments for the purposes of Regulation 57(4) of the CAR may 

include but are not limited to:  

a. Share registrars; 

b. Transfer agents; 

c. Issuers; 

d. Central securities depositaries;  

e. Operators of collective investment schemes; and  

f. Administrators of offshore funds. 
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Physical client financial instruments  

75. The purpose of the client financial instrument reconciliation required under 

Regulations 57(5) and 57(6) of the CAR is to ensure the accuracy of an investment 

firm’s records of the physical client financial instruments it holds against the count of 

client financial instruments in its physical possession. 

76. The physical client financial instrument reconciliation is an essential control in the 

mitigation of loss and/or misallocation of client assets. 

77. The reconciliation process should be adequately designed to mitigate risks to the 

holding of physical client financial instruments, including: 

a. The risk of the investment firm’s records being manipulated or falsified; and 

b. The risk of loss of or damage to physical client financial instruments.  

78. Investment firms should develop a procedure for the physical client financial 

instrument reconciliation process. At a minimum, the procedure should detail the 

following: 

a. The teams/individuals involved in performing the reconciliation,  

b. The systems used in the process; and  

c. The controls the investment firm has in place to mitigate the risk of loss of 

physical client financial instruments.  
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Frequency of reconciliations 

79. The frequency of client asset reconciliations required under Regulation 57 of the CAR 

represents a minimum standard that must be applied by an investment firm. An 

investment firm may elect to perform reconciliations on a more frequent basis.  

80. When determining the appropriate frequency at which a client asset reconciliation 

should be performed, an investment firm should give consideration to the following 

criteria: 

a. The frequency, number and value of transactions that operate through the 

client asset account(s); 

b. The risks to client assets associated with the nature, scale and complexity of the 

investment firm’s business;  

c. The third party with whom client assets are deposited;  

d. The regularity with which the third party is able to provide information 

required for the performance of the reconciliation; and 

e. Its client asset arrangements more broadly.  

81. To support the consideration and determination of the appropriate frequency of client 

asset reconciliations, an investment firm should have procedures in place to monitor, 

on an ongoing basis, the frequency of transactions processed through third party client 

asset accounts and/or the movement in physical client financial instruments.  

82. An investment firm should document its consideration and determination of the 

frequency of client asset reconciliations, along with a rationale for any subsequent 

changes to the frequency, in the CAMP.  

Outsourcing the performance of reconciliations 

83. Where an investment firm outsources the performance of reconciliations it should 

maintain appropriate oversight to ensure that the outsourced service provider has 

appropriate processes, systems and controls for the performance of this activity. 1 This 

would also apply where the outsourced service provider is part of the same group as 

the investment firm.  

                                                                    
1 An investment firms that outsources the performance of any critical or important function related to the 
safeguarding of client assets should have regard to the Cross-Industry Guidance on Outsourcing, 
available on the Central Bank website here.  

https://www.centralbank.ie/docs/default-source/publications/consultation-papers/cp138/cross-industry-guidance-on-outsourcing.pdf
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84. The investment firm should maintain a written record to evidence its oversight of the 

outsourced reconciliation process.  

85. The manner in which the investment firm exercises oversight should be documented in 

the investment firm’s CAMP. 

Reconciliation differences  

86. Applying to both client funds and client financial instruments, a client asset 

reconciliation difference is a difference between an investment firm’s internal client 

asset records (e.g. the bank ledger) and those records of either the third party with 

whom client assets are deposited or the entity that maintains the record of legal 

entitlement to client financial instruments, identified through the performance of a 

client asset reconciliation.  

87. The Central Bank expects investment firms to take a pro-active approach to 

investigating and resolving reconciliation differences to ensure the number of 

outstanding reconciliation differences is minimised.  

88. Once a reconciliation difference is resolved, the investment firm should review and 

consider whether its processes and procedures require updating to prevent a similar 

reconciliation difference arising.  

89. It is important that investment firms recognise that while the reconciliation and 

calculation are distinct processes, they are interlinked. Investment firms should 

therefore consider whether a reconciliation difference gives rise to an obligation to 

address a shortfall or excess2.  

Examples of how reconciliation differences may arise  

While not an exhaustive list, reconciliation differences may arise as a result of: 

Timing differences 

90. There may be differences in timing between an investment firm and a third party 

recognising the same transaction. By their nature, most reconciliation differences 

associated with timing differences should clear within a relatively short space of time 

once both parties have recognised the transaction.  

91. For example, a reconciliation difference may arise where an investment firm’s bank 

ledger has not been updated to reflect a client trade, but the associated funds have 

                                                                    
2 Investment firms should refer to the guidance on adjustments in the Calculation chapter of this 
Guidance Note. 
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been credited to or debited from the client asset account (and are reflected in the third 

party bank statement). 

Inaccurate external records  

92. Reconciliation differences may arise where the investment firm has relied on a record 

received from either a third party or an entity responsible for maintaining the record of 

legal entitlement that contains inaccuracies.  

93. Such inaccuracies may be due to the third party/entity responsible for maintaining the 

record of legal entitlement incorrectly processing an amount within their own records, 

and this incorrect amount being reflected in external record (e.g. statement) being 

relied upon by the investment firm.  

94. The difference in records should be identified as a reconciliation difference until such 

time as it is remediated. 

95. It is an investment firm’s responsibility to contact the third party/entity responsible for 

maintaining the record of legal entitlement in order to resolve any reconciliation 

differences that arise as a result of inaccurate external records.  

Inaccurate internal records  

96. Reconciliation differences may arise as a result of discrepancies in an investment firm’s 

accounts or records which have not been corrected/remediated at the time of 

performing a client asset reconciliation. An investment firm may process an amount 

incorrectly leading to a reconciliation difference arising between its own records and 

those of a third party. 

97. The Central Bank expects investment firms to take a pro-active approach to 

investigating and resolving discrepancies in internal records.  

Resolving a reconciliation difference or discrepancy 

98. A reconciliation difference or discrepancy should not be considered to be resolved 

until it has been fully investigated and rectified and the investment firm ensures that: 

a. It is holding the correct balance of client assets that it should be holding on 

behalf of each of client; and 

b. Its records and the records of the third party with whom client assets are 

deposited/entity that maintains the record of legal entitlement, accurately 

correspond to the position in (a).  
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Notification to clients 

99. Until such time as the reconciliation difference or discrepancy is resolved, the 

investment firm should consider whether it would be appropriate to notify the affected 

client(s) of the situation.  In considering whether the affected client(s) should be 

notified, the investment firm should have regard to its duty to act in the interests of 

clients, and in particular the requirement in Regulation 31(1)(a) of the MiFID 

Regulations to act honestly, fairly and professionally in accordance with the best 

interests of its clients.  

Reporting reconciliation differences to the Central Bank  

100. Investment firms are required under Regulation 76(1) (c) of the CAR to report 

any material reconciliation differences identified. The Central Bank has not defined 

materiality thresholds for reconciliation differences, these should be determined by 

the investment firm.  

101. In determining whether a reconciliation difference can be considered to be 

material, an investment should take into account both quantitative and qualitative 

factors. If an investment firm bases its materiality threshold for reconciliation 

differences on the monetary value alone this may result in lower value reconciliation 

differences being ignored when in aggregate these issues may prove to be material to a 

firm.   

102. Low value differences by virtue of their nature, age or number of occurrences 

may be indicative of significant underlying issues within an investment firm which 

should be reported to the Central Bank.  

103. Therefore, when considering whether a reconciliation difference is material, 

the Central Bank expects investment firms to take into account both quantitative and 

qualitative criteria, including but not limited to the following: 

a. The monetary value of the reconciliation difference;  

b. The number of reconciliation differences arising within reconciliations over 

time;  

c. The length of time that a reconciliation difference remains unresolved;   

d. The root cause of the reconciliation difference (e.g. human error or an it issue); 

and 

e. The reoccurrence of reconciliation differences of the same nature. 
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104. The basis and criteria for determining materiality should be documented in the 

investment firm’s CAMP.  

105. At a minimum, the Central Bank expects an investment firm to determine 

materiality for each of the following (non-exhaustive) categories of reconciliation 

differences: 

a. Timing differences; 

b. Inaccurate external records; and 

c. Inaccurate internal records.  

106. As referenced in paragraph [103(c)], a reconciliation difference may be deemed 

material based on the period of time that it remains outstanding. Investment firms 

should determine the period of time after which each category of reconciliation 

difference would be considered to be material were it to remain outstanding and 

document this determination in the CAMP.  

107. An investment firm should review its criteria for determining materiality 

thresholds for client asset reconciliation differences on a regular basis and maintain a 

written record of such reviews. 

 



  

 

Chapter 4: Calculation  

109. An investment firm should be in a position to demonstrate, upon request, 

evidence of a calculation and the date upon which such calculation was prepared; this 

evidence can be maintained in electronic form.  

110. An investment firm should ensure that each calculation has relevant supporting 

backup material to validate the figures in the calculation.  

Client funds calculation 

111. Accurate books and records are the cornerstone of the CAR. It is essential that 

an investment firm be in a position to accurately identify the balance of client funds 

which it should be holding on behalf of each individual client, so that client funds can be 

swiftly returned to the correct client, particularly in the event of that investment firm’s 

insolvency.  

112. The client funds calculation required under Regulation 58(1) of the CAR is a 

daily process designed to determine whether an investment firm has segregated the 

necessary balance of client funds to meet its obligations to clients. It is a separate and 

distinct process from the client funds reconciliations required under 57(1) and 57(2) of 

the CAR.  

113. Where the balance of client funds segregated does not meet an investment 

firm’s obligations to its clients, the purpose of the daily calculation is to identify this 

shortfall in client funds. Where the balance of client funds segregated exceeds what is 

necessary to meet an investment firm’s obligations to its clients, the purpose of the 

daily calculation is to identify this excess.  

114. In order to perform the client funds calculation in respect of the previous 

working day, an investment firm must first calculate its client funds resource and client 

funds requirement as at close of business on the previous working day. 

115. The client funds calculation should be performed using values from an 

investment firm’s own internal records, (e.g. values in its client ledger and bank ledger 

rather than values contained in statements received from a third party). However, as 

set out in Regulation 58(3) of the CAR, it is recognised that the values from an 

investment firm’s own internal records may have been reconciled with statements 

from a third party.  

116. The client funds requirement represents the balance of client funds an 

investment firm should be holding on behalf of its clients, as recorded by the 

investment firm (e.g. in a client ledger), appropriately adjusted, as necessary by any 
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reconciliation differences identified through the performance of the client funds 

reconciliation.  

117. The client funds resource represents the total balance of client funds deposited 

in third party client asset accounts, as recorded by the investment firm, appropriately 

adjusted, as necessary by any reconciliation differences identified through the 

performance of the client funds reconciliation.  

118. Once an investment firm has calculated its client fund resource and client funds 

requirement, it can perform the daily calculation by comparing the two balances to 

identify any shortfall or excess in third party client asset accounts. 

119. The client funds calculation represents a minimum standard that must be 

applied by investment firms. In addition to the client funds calculation, investment 

firms may have processes in place to monitor transactions on a real time basis.  

120. Where client fund shortfalls or excesses are identified, investment firms are 

required to deposit money from the investment firm’s own assets into the third party 

client asset account (in the case of a shortfall), or withdraw surplus money from the 

third party client asset account (in the case of an excess). The expectation is that 

shortfalls and excesses in client funds should be temporary in nature and only arise due 

to unexpected or unforeseen circumstances.  

Calculating the client funds requirement 

121. The following is a non-exhaustive list of client fund balances an investment firm 

should include when calculating the client funds requirement: 

a. Individual client balances; 

b. Any balances which have been returned to clients but have not yet cleared in 

the third party client asset account (e.g. uncashed cheques or unallocated 

funds);  

c. Dividends and any security lending fees earned by the client;  

d. Any receipts of money that the investment firm has segregated as client funds 

in accordance with Regulation 50(6); and  

e. Any money from the investment firm’s own assets which the investment firm 

has deposited in a third party client asset account to address a shortfall in client 

financial instruments which is not attributable, or cannot be attributed to, an 

individual client. 

122. When calculating the client funds requirement, an investment firm should 

exclude individual client balances which are negative (i.e. debtors). 
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123. If a client has a balance on both the investment firm’s debtor and creditor 

ledger, a credit can be reduced by the amount of the debit for that specific client. 

Margined transactions 

124. An investment firm entering into Securities Financing Transactions such as 

collateralised margin lending should also include the result of the following equation 

when calculating its client funds requirement: 

f. Any excess margin due to clients; Plus 

g. The amount an investment firm would be liable to refund to clients in respect of 

their margined transactions, if each client’s open position were to be liquidated 

or if the account was closed; Less 

h. The net amount an investment firm would receive in respect of such 

transactions for clients with relevant parties, if each such open position was 

liquidated and the investment firm's account with the relevant party was 

closed. Negative balances should be deducted from positive balances; if 

negative balances are greater than positive balances, this figure should be 

treated as zero for the purpose of calculating the client money requirement. 

FIGURE 1 

 

Client funds yet to be deposited in a third party client asset account 

125. Where an investment firm holds client funds received in the form of cash, 

cheques or payment orders but has not yet deposited those client funds in a third party 

client asset account, the investment firm should exclude those balances when 

calculating its client funds requirement. If those balances were to be included in the 

calculation of the client funds requirement this would give rise to a shortfall.3  

                                                                    
3 A shortfall would arise because the client funds requirement will be increased by the amount received 
in the form of cash, cheques or payment orders but the client funds resource would remain unchanged 
since those balances have not yet been deposited in the third party client asset account. 



  

25 
 
 

126. Despite the fact these balances should not form part of the investment firm’s 

client funds requirement, the investment firm should maintain a record for all receipts 

of client funds in the form of cash, cheques or payment orders but not yet deposited in 

a third party client asset account (e.g. a cheque log).  

127. The investment firm should document the approach it takes with respect to 

client funds yet to be deposited in a third party client asset account in the CAMP. 

Calculating the client funds resource 

128. An investment firm must be capable of producing records of the balance of 

client funds deposited in third party client asset account(s), in order to calculate the 

client funds resource for a particular working day.  

129. When calculating the client funds resource, an investment firm may choose to 

convert its client funds balances to a base currency (using the Central Bank rate for 

that day or any other established automatic rate feed), or conduct separate 

calculations on a currency by currency basis.  

130. An investment firm should ensure that its client funds resource includes the 

aggregate balance of client funds that have been deposited in third party client asset 

accounts.  

Client funds yet to be deposited in a third party client asset account 

131. By definition, the client funds resource should exclude money (cash, cheques, 

payment orders, etc.) that has been received by the investment firm, but not yet 

deposited in a third party client asset account (e.g. where an investment firm receives 

client funds in the form of a cheque but has not yet deposited that cheque in a third 

party client asset account, this should not be included in the client funds resource).  

Adjustments 

132. When calculating its client funds resource and client funds requirement, an 

investment firm should consider whether its internal records require any adjustments 

to reflect reconciliation differences identified through the performance of the client 

funds reconciliation. Reconciliation differences should be captured in order to ensure 

an investment firm has an accurate picture of its client funds resource and client funds 

requirement.  

133. Adjustments to internal ledgers may require manual intervention and therefore 

may increase operational risk; consequently robust systems and controls are needed in 

relation to making and approving adjustments. While it may be valid to make 

adjustments in certain circumstances, an investment firm’s processes and controls 

should be designed to minimise the need to make adjustments.  
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134. The following examples, while not exhaustive, seek to illustrate some scenarios 

where reconciliation differences identified through the performance of the client funds 

reconciliation should be incorporated into the calculation of an investment firm’s client 

funds resource and client funds requirement in order to ensure the accuracy of the 

client funds calculation. 

a. An example of where an adjustment might be required is where money is 

received into a third party client asset account, but it is not clear if that money is 

client funds, or there is insufficient documentation to identify the client who 

owns such money. In accordance with Regulation 50(6) of the CAR, the 

investment firm must be prudent and treat such funds as client funds. Therefore, 

until such time as that money is confirmed to be client funds, it should be 

reflected by way of adjustment to the client funds resource (because it has 

increased the balance in the third party client asset account) and the client funds 

requirement (because it may be for the benefit of clients).  

b. As a further example, an adjustment might be required where a bank charge is 

levied on a third party client asset account creating a reconciliation difference. 

This type of reconciliation difference will need to be reflected in the client funds 

resource, (because it has decreased the balance in the third party client asset 

account) but not in the client funds requirement (because the bank charge is not 

a transaction for the benefit of a client). 

Shortfalls and excesses in third party client asset accounts 

135. A shortfall occurs when an investment firm’s client funds resource is less than 

its client funds requirement.  

136. Where a shortfall (deficit) is identified through the performance of the client 

funds calculation, the investment firm must effect a transaction to deposit money from 

the investment firm’s own assets into the third party client asset accounts to meet the 

shortfall.  

137. An excess occurs when an investment firm’s client funds resource is greater 

than its client funds requirement. Where an excess (surplus) is identified through the 

performance of the client funds calculation, the investment firm must effect a 

transaction to withdraw the excess funds from the third party client asset accounts. 

138. Any transaction required to address a shortfall in client funds must be effected 

by the investment firm by close of business on the day on which the client funds 

calculation is performed. 

139. An investment firm should address any excess in client funds within five 

working days of the day to which the client funds calculation relates. When an 
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investment firm identifies an excess in client funds, consideration should be given to 

the investment firm’s obligations under Regulation 50(6) of the CAR.   

140. An investment firm should define a level at which deposits/withdrawals 

required to address a client fund shortfall or excess are considered material and must 

be reported to the Central Bank in accordance with Regulation 76(1)(e) of the CAR.  

141. Where a shortfall or excess arises as a result of a breach of the CAR, investment 

firms are expected to report such breaches to the Central Bank regardless of whether 

any resultant shortfall or excess has been addressed. 

142. Shortfalls and excesses may arise as a result of timing issues (i.e. differences in 

timing between an investment firm and a third party recognising the same transaction). 

Such timing differences should correct themselves over time, once the parties have 

recognised the transaction. 

143. If an investment firm, where justified, concludes that a party other than the 

investment firm is responsible for a shortfall or excess, the investment firm must take 

all reasonable steps to resolve the situation without undue delay with the other party. 

This should be done regardless of any dispute with that other party or whether the 

discrepancy is due to a timing difference between the accounting systems of that other 

party and that of the investment firm.  

144. Until the shortfall or excess is resolved, the investment firm should consider 

whether it would be appropriate to notify the affected client(s) of the situation.   

145. In considering whether it should notify affected clients, an investment firm 

should have regard to its obligations under Regulation 31(1) (a) of the MiFID 

Regulations to act honestly, fairly and professionally in accordance with the best 

interests of its clients.  

146. If the client funds requirement is equal to the client funds resource, then no 

action is required.  

Outsourcing the performance of the client funds calculation  

147. Where an investment firm outsources the performance of its client funds 

calculation it should maintain appropriate oversight to ensure that the outsourced 

service provider has appropriate processes, systems and controls for the performance 

of this activity. This would also apply where the outsourced service provider is part of 

the same group as the investment firm.  

148. The investment firm should maintain a written record to evidence its oversight 

of the outsourced calculation process.  
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Client financial instrument calculation 

149. Accurate books and records are the cornerstone of the CAR. It is essential that 

an investment firm be in a position to accurately identify the balance of client financial 

instruments which it should be holding on behalf of each individual client, so that client 

financial instruments can be swiftly returned to the correct client, particularly in the 

event of that investment firm’s insolvency.  

150. The purpose of the client financial instrument calculation required under 

Regulation 58(2) of the CAR is to determine whether an investment firm has 

segregated the necessary balance of client financial instruments to meet its obligations 

to each individual client. 

151. In order to perform the client financial instrument calculation, an investment 

firm must, on at least a monthly basis, calculate its client financial instrument resource 

and client financial instrument requirement and ensure they are equal. 

152. An investment firm’s client financial instrument requirement is the investment 

firm’s own internally held record of the balance of client financial instruments that it 

owes to each of its clients (e.g. a client ledger). 

153. An investment firm’s client financial instrument resource is the investment 

firm’s own internally held record of the client financial instruments it has deposited in 

third party client asset accounts or otherwise been entrusted with (i.e. internally 

maintained custodian/nominee records). 

Calculating the client financial instrument requirement 

154. In order to calculate its client financial instrument requirement, an investment 

firm must be capable of producing a record of its clients and the balance and type of 

each client financial instrument it owes to each individual client.  

155. When calculating the client financial instrument requirement, an investment 

firm should include both dematerialised and physical client financial instruments it 

holds on behalf of clients. 

Calculating the client financial instrument resource  

156. In order to calculate its client financial instrument resource, an investment firm 

must be capable of producing a record of the client financial instruments it has been 

entrusted with.   

157. When calculating the client financial instrument resource, an investment firm 

should include the following where applicable: 
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a. Client financial instruments deposited in third party client asset accounts; 

b. Dematerialised client financial instruments that the investment firm holds in 

custody itself (i.e. those client financial instruments that have not been 

deposited with a third party); and 

c. Physical client financial instruments that the investment firm holds.  

Adjustments 

158. In calculating its client financial instrument resource and client financial 

instrument requirement, an investment firm should consider whether its internal 

records require any adjustments to reflect reconciliation differences identified through 

the performance of the reconciliations required by Regulation 57 of the CAR.   

159. An example of where an adjustment might be required is to account for an IT 

issue/systemic error, resulting in the client financial instrument belonging to one client 

being used to fulfil a transaction being performed on behalf of another client. It is 

essential that such errors be accounted for as they may give rise to a shortfall at a client 

level even though there is no apparent shortfall at an aggregate level.  

160. In the context of the reconciliation of physical client financial instruments, 

where an investment firm identifies that a physical financial instrument is missing, this 

should be reflected in the client financial instrument resource. 

Comparing the client financial instrument resource and client financial 

instrument requirement 

161. Once an investment firm has calculated its client financial instrument resource 

and client financial instrument requirement, it should compare them to ensure they are 

equal4. 

162. For those investment firms that derive the client financial instrument resource 

and client financial instrument requirement from separately maintained sources, this 

comparison will serve as an important control to identify potential differences between 

the two sets of records. 

163. Alternatively, investment firms may perform a “three way” process (i.e. by 

comparing internal client records to internal bank/custodian/nominee records to third 

party statements) for the purpose of satisfying the requirement to perform the client 

financial instruments calculation, as long as the investment firm can evidence that this 

                                                                    
4It is acknowledged that where an investment firm derives its client financial instrument resource and 
client financial instrument requirement from the same source of information (i.e. relies on integrated 
systems), there is unlikely to be any difference between the two.  
 



  

30 
 
 

achieves the objective of ensuring that the client financial instrument resource and the 

client financial instrument requirement are equal.  

164. An investment firm should document the method it uses to perform the client 

financial instrument calculation in its CAMP. 

Frequency of conducting the client financial instrument calculation 

165. Investment firms, regardless of system capabilities, will be required to complete 

the client financial instrument calculation on at least a monthly basis. This represents a 

minimum standard.  

166. Investment firms are expected to regularly assess the frequency at which they 

perform the client financial instrument calculation and consider whether the frequency 

continues to be appropriate or if the client financial instrument calculation should be 

conducted on a more frequent basis.  

167. When determining the frequency at which it will undertake the client financial 

instrument calculation, an investment firm should have regard to: 

a. The frequency, number and value of transactions which the investment firm 

undertakes in respect of a client financial instrument; and 

b. The risks to which the client financial instruments are exposed, taking into 

account the nature, scale and complexity of the investment firm’s business and 

where and with whom client financial instruments are deposited.  

168. Investment firms should retain sufficient records to illustrate and explain any 

decision taken to determine the frequency of the client financial instrument 

calculation.  

169. The investment firm’s rationale for the frequency of conducting the client 

financial instrument calculation should be documented in the CAMP. 

170. An investment firm should have procedures in place to monitor, on an ongoing 

basis, the frequency of transactions, and utilise this information in determining 

whether the client financial instruments calculation should be performed on a more 

frequent basis.  

Shortfalls and excesses in client financial instruments  

171. Shortfalls and excesses in client financial instruments may be identified by 

investment firms through the performance of the client financial instrument 

calculation. 
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Shortfall in client financial instruments 

172. A shortfall occurs when an investment firm’s client financial instrument 

resource is less than its client financial instrument requirement (i.e. the balance and 

type of client financial instruments is not sufficient to meet its obligations to its clients). 

173. Shortfalls should be addressed as soon as possible in order to ensure no 

detriment to the client. An investment firm should address any shortfall by the earlier 

of the following: 

a. The point in time at which the cause of the shortfall is established; or 

b. Within five working days of identification of the shortfall. 

174. Where a shortfall (deficit) is identified, the investment firm must effect a 

transaction to deposit money or financial instruments from the investment firm’s own 

assets, or a combination of both, into a third party client asset accounts to cover the 

shortfall.5 

175. Once an investment firm has deposited such money, financial instruments, or 

combination of both into a third party client asset account for the purpose of 

addressing a shortfall, those assets will be considered to be client assets. 

176. The value of a shortfall in client financial instruments may be determined by the 

previous day’s closing mark-to-market valuation or, the most recently available 

valuation.  

177. Where the value of the shortfall changes, the investment firm should adjust the 

money or financial instruments from its own assets to cover the shortfall accordingly.  

178. Where a shortfall arises as a result of a breach of the CAR, investment firms are 

required to report such breaches to the Central Bank in a timely manner, regardless of 

whether any resultant shortfall has been addressed. 

179. An investment firm should document its policy with respect to funding 

shortfalls in client financial instruments (i.e. whether it uses money or financial 

instruments from the investment firm’s own assets, or a combination of both). 

Excesses in client financial instruments 

                                                                    
5 This need not be deposited in the same third party client asset account or with the same third party (i.e. 
where an investment firm identifies a shortfall in client financial instruments in a third party client asset 
account, and the firm does not have a third party client asset account with the same third party for client 
funds, the investment firm can address the shortfall by depositing money from its own assets into another 
third party client asset account (that holds client funds) with a different third party).   
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180. An excess occurs when an investment firm’s client financial instrument 

resource exceeds its client financial instrument requirement (i.e. the balance and type 

of client financial instruments segregated exceeds its obligations to its clients). 

181. Where an excess (surplus) is identified, the investment firm must effect a 

transaction to withdraw the excess from the third party client asset accounts. 

182. Subject to Regulation 51(8) an investment firm should address any excess in 

client financial instruments by the earlier of the following: 

a. The point in time at which the cause of the excess is established; or 

b. Within five working days of identification of the excess. 

183. Where an excess arises as a result of a breach of the CAR investment firms are 

required to report such breaches to the Central Bank in a timely manner, regardless of 

whether any resultant excess has been addressed. 

General 

184. Shortfalls and excesses may arise as a result of timing issues (i.e. differences in 

timing between an investment firm and a third party recognising the same transaction). 

Such timing differences should correct themselves over time, once the parties have 

recognised the transaction. 

185. If an investment firm, where justified, concludes that a party other than the 

investment firm is responsible for a shortfall or excess, regardless of any dispute with 

that other party or that the discrepancy is due to a timing difference between the 

accounting systems of that other party and that of the investment firm, the investment 

firm must take all reasonable steps to resolve the situation without undue delay with 

the other party.  

186. Until the shortfall or excess is resolved, the investment firm should consider 

whether it would be appropriate to notify the affected client(s) of the situation. In 

considering whether it should notify affected client(s), an investment firm should have 

regard to its obligations to act honestly, fairly and professionally in accordance with the 

best interests of its clients.  

Outsourcing the performance of the client financial instrument calculation 

187. Where an investment firm outsources the performance of its client financial 

instrument calculation it should maintain appropriate oversight to ensure that the 

outsourced service provider has appropriate processes, systems and controls for the 

performance of this activity. This would also apply where the outsourced service 

provider is part of the same group as the investment firm.  
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188. The investment firm should maintain a written record to evidence its oversight 

of the outsourced calculation process.  
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Chapter 5: Client Disclosure and Consent  

Information to be provided to clients in the terms of business  

189. Regulation 59 of the CAR sets out the minimum information that an investment 

firm must disclose to clients or potential clients in its terms of business. The 

information to be provided in the terms of business should be drafted as concisely as 

possible, to enable the clients to make informed decisions. Additional information 

should be disclosed if deemed necessary (e.g., if there is a specific service, function or 

risk unique to the investment firm’s business that the provisions required under 

Regulation 59 of the CAR do not cover).  

190. The terms of business should be specific to the services and/or activities carried 

out on behalf of the client.  

191. The reference to “prior to first receiving client assets” in Regulation 59 of the 

CAR refers to the initial receipt of client assets from the client and not to each time an 

investment firm receives client assets from the same client. Investment firms should 

ensure that the information specified in Regulation 59 of the CAR is provided to a 

client or potential client prior to that client depositing client assets with the investment 

firm for the first time.  

192. In the event of a material change to the information set out in the terms of 

business, an investment firm should advise the client in writing of the changes and 

provide the client with an updated version as soon as possible.  

193. In addition to the requirements set out in Regulation 59, an investment firm 

should include detail on the following in the terms of business: 

a. The process the firm follows with respect to scenarios described in Regulation 

50(6) and 51(8) of the CAR; 

b. Where applicable, relevant terms relating to the termination of any TTCA 

including the period of time the investment firm may reasonably require, 

following termination of a TTCA, in order to: 

i. Return the client assets to the client; and 

ii. In the case of a client financial instrument, to update the registration of 

that client financial instrument in accordance with Regulation 51 of the 

CAR;  

c. Summary details of any relevant investor compensation or deposit guarantee 

scheme which applies to the firm by virtue of its activities in a Member State as 

required under Article 47(1)(g) of the Commission Delegated Regulation (EU) 

2017/565 of 25 April 2016 (MiFID II Delegated Regulation); 
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d. The treatment of negative interest; and 

e. The treatment of fractional shares. 

Client assets key information document  

194. An investment firm should document in its CAMP the durable medium it will 

use to provide the Client Assets Key Information Document (CAKID) to retail clients 

prior to those clients signing an investment agreement to open an account with an 

investment firm.  

195. An investment firm should be able to demonstrate, when requested to do so, 

evidence that it provided the CAKID to a retail client prior to that retail client signing 

an investment agreement to open an account with an investment firm.  

196. In addition to providing the CAKID to retail clients before the outset of the 

relationship, an investment firm should also make the CAKID available on its website. 

An investment firm should include in its regular reporting (e.g. in the statement of 

client financial instruments or client funds required under Regulation 61 of the CAR) to 

retail clients, a disclosure that the CAKID is available on its website, together with the 

relevant hyperlink. 

197. An investment firm should provide a written notification in durable medium to 

its retail clients where there is any material change to the CAKID.   

198. An investment firm that provides its clients with access to an online system, 

which qualifies as a durable medium, where up-to-date information can be easily 

accessed by the client on a daily basis, and where clients are directly notified of any 

such updates, may deliver the notification to clients described in paragraph 197 by way 

of that online system.   

199. The Head of Client Asset Oversight (HCAO) should ensure that the board is 

informed of any material changes to the contents of the CAKID and approves the 

CAKID on at least an annual basis.  

200. Credit institutions that will become subject to the CAR for the first time on [1 

January 2024] should make the CAKID available to each existing retail client as of that 

date. 

Format and content of the CAKID 

201. The Central Bank does not intend to provide a CAKID template.  

202. The content of the CAKID should be tailored to suit the model of the 

investment firm and services offered to its retail clients. The CAKID should be 

considered a “living document” and investment firms should review the CAKID at least 
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on an annual basis to ensure it is accurate. Amendments to the CAKID may be 

warranted in light of new legislative initiatives or changes in an investment firm’s 

business model.  

203. Key terms used in the CAKID should be defined to assist the retail client in fully 

understanding the document. 

The key features of the regulatory regime that applies to the safeguarding of client assets  

204. The CAKID should reference the CAR, any relevant EU (e.g. MiFID) and 

domestic legislation and applicable guidance relating to the safeguarding of client 

assets to which the investment firm is subject when holding client assets. 

205. An investment firm should provide an explanation of the key protections 

afforded by the CAR and relevant EU and domestic legislation, using plain English to 

the greatest extent possible. Legislative references and/or hyperlinks to the relevant 

EU and domestic legislation and guidance should also be provided.  

206. The CAKID should outline any relevant investor compensation or deposit 

guarantee scheme(s) that apply to the investment firm by virtue of its activities, as well 

as referring to the applicable legislation. 

207. An investment firm should also point out that, while the purpose of the CAR 

and relevant EU and domestic legislation is to regulate and safeguard the handling of 

client assets, it can never fully eliminate all risks to client assets (e.g. fraud and 

negligence). 

What constitutes clients assets under the regulatory regime that applies to the safeguarding 

of client assets 

208. The investment firm should provide a brief explanation in the CAKID of what 

constitutes a client asset in the context of the CAR and relevant EU legislation, using 

plain English to the greatest extent possible. This should include an explanation of the 

terms “client financial instrument” and “client funds”, as applicable.  

209. The investment firm should also explain that the CAR seeks to safeguard 

clients’ ownership of their assets but not the inherent value of those assets.   

The circumstances in which that regime that applies to the safeguarding of client assets 

applies and does not apply  

210. An investment firm should indicate in the CAKID the products and services it 

offers to retail clients and in each case indicate whether they fall within or outside the 

scope of the CAR and relevant EU legislation. Such arrangements should be explained 

in plain English and include a rationale as to why the regime that applies to the 

safeguarding of client assets does or does not apply.  
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211. An investment firm should include an explanation of the following 

circumstances, where relevant, in the CAKID: 

a. Where assets that it may hold on behalf of a client do not constitute client 

assets under the CAR and relevant EU legislation (e.g. money to which a client is 

beneficially entitled that relates exclusively to an activity of the investment 

firm which is not a regulated financial service).     

b. Where the CAR and relevant EU legislation does not apply (e.g. a credit 

institution which relies on paragraph 3(2) of Schedule 3 to the MiFID 

Regulations (i.e. avails of the MiFID banking exemption) should explain in the 

CAKID that clients’ money is held as a deposit by the credit institution in 

accordance with Directive 2013/36/EU (Capital Requirements Directive) and 

not under the CAR).  

c. Where assets may cease to be subject to the CAR and relevant EU legislation 

due to a specific arrangement (e.g. with the client’s consent, an investment firm 

enters into arrangements for SFTs in respect of client financial instruments 

held by the investment firm on behalf of a client, or otherwise uses such client 

financial instruments for its own account or the account of another client of the 

investment firm). 

The circumstances in which an investment firm will hold client financial instruments itself, 

deposit client assets with a third party and deposit client assets with a third party outside 

the State 

212. In respect of client financial instruments, an investment firm should indicate 

whether it holds client financial instruments itself, or deposits them with a third party.  

213. In respect of client funds, an investment firm should indicate the type of third 

party with whom client funds are deposited.  

214. The investment firm should also set out in the CAKID the basis on which the 

third party with whom client assets are deposited was selected (e.g. credit ratings) and 

indicate whether the third party is independent from the investment firm.  

The arrangements applying to the holding of client assets and the relevant risks associated 

with these arrangements 

215. With regard to the arrangements for holding client assets, an investment firm 

should set out and explain in the CAKID: 

a. The relevant risks associated with its client asset arrangements, reflecting fully 

the risks to safeguarding client assets, specific to the investment firm’s business 

model and operational arrangements.  
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b. The relevant controls in place to mitigate the risks associated with the 

investment firm’s client asset arrangements such as: 

i. The approach to segregating client assets; 

ii. The performance of due diligence;  

iii. The appointment of a HCAO; 

216. Investment firms’ should also make clients aware of the relevant risks in the 

event of firm failure. 

Further guidance on the contents of the CAKID 

217. While investment firms should include all relevant information required under 

Regulation 60(2) (a)-(d) of the CAR, it is expected that information relating to 

Regulation 60(2)(e) of the CAR “arrangements applying to the holding of client assets 

and the relevant risks associated with these arrangements” should form a material 

component of the CAKID.  

218. Where a component of the CAKID is only applicable to a subset of retail clients, 

this should be clearly explained, in order that clients can understand whether the 

disclosures set out in that specific component of the document are/are not relevant to 

them.  

219. The list of information to be included in the CAKID as set out in Regulation 

60(2) of the CAR is not exhaustive and investment firms are encouraged to include any 

material, relevant additional information to assist a retail client in understanding the 

investment firm’s client asset arrangements, and the protections afforded to their 

assets while they held with the investment firm.  

Statement of client financial instruments or client funds 

220. Article 63 of the MiFID II Delegated Regulation sets out the minimum 

frequency (at least on a quarterly basis) at which investment firms are required to send 

a statement of client financial instruments and/or client funds, as relevant, to clients. 

Investment firms may also choose, at their own initiative to report to their clients on a 

more frequent basis.  

221. This requirement does not apply to a credit institution authorised under the 

Capital Requirements Directive in respect of deposits within the meaning of that 

Directive held by that institution.  
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Client consent requirements  

222. Taking into account recital 10 of the Commission Delegated Directive (EU) 

2017/593 of 7 April 2016 (MiFID II Delegated Directive), the Central Bank does not 

propose to set out the form in which the prior written client consent required by 

Regulation 63 of the CAR should be given. 

223. Credit institutions that will become subject to the CAR for the first time from [1 

January 2024] should review any prior written consents received from existing clients 

against the provisions in Regulation 63(1) of the CAR. This review and any necessary 

actions arising from it should be completed in advance of [1 January 2024]. 

Securities financing transactions 

224. Investment firms entering into SFTs or otherwise using client financial 

instruments for their own account are reminded of their obligations under the MiFID II 

safeguarding of client asset rules. Such investment firms should have particular regard 

to the following: 

a. Paragraph 4 of Schedule 3 to the MiFID Regulations; 

b. Recitals 8, 9 and 10 of the MiFID II Delegated Directive; and 

c. Articles 49(6), 49(7) and 63 of the MiFID II Delegated Regulation. 

225. Any cash or other collateral held in favour of a client as collateral for securities 

lending should be held in accordance with the CAR and the MiFID Regulations.  

Use of client financial instruments  

226. An investment firm entering into arrangements for SFTs or otherwise using 

client financial instruments should establish :  

a. Robust client asset systems and controls to ensure its compliance with the 

relevant provisions of the CAR and the mifid II safeguarding of client asset 

rules; and 

b. Robust procedures to ensure that the investment firm undertakes daily 

monitoring of the continued appropriateness of collateral provided by the 

borrower of client financial instruments. 

An overview of these systems, controls and procedures should be included in the 

investment firms CAMP.  

227. Investment firms that enter into the arrangements described under paragraph 

4 of Schedule 3 to the MiFID Regulations with retail clients, should only do so in the 
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context of SFTs and should not otherwise use client financial instruments held on 

behalf of retail clients. 

228. The inclusion of general or broad terms which grant an investment firm the 

right to use a client’s financial instruments in agreements with clients is inappropriate 

(e.g. where an investment firm automatically obtains a client’s consent through 

furnishing the client with its standard terms of business). Retail clients in particular 

may be unaware of the increased risks to their assets resulting from such 

arrangements. An investment firm should maintain records to evidence that explicit 

client consent has been obtained for this purpose. 

229. Where an investment firm has not relied on a retail client’s consent to such use 

over the previous 12 months, an investment firm should seek to obtain renewed 

explicit consent from the retail client in advance of entering into an arrangement for 

which that client’s consent is required. 

230. Investment firms should review the retail client’s consent to such use on an 

annual basis to ensure that the necessary consent has been obtained and the 

investment firm’s use of a client’s financial instruments is restricted to the specified 

terms to which that client has consented. 

231. Where an investment firm has obtained (by way of client consent) the right to 

use client financial instruments for its own account but has not yet exercised that right, 

the investment firm should continue to treat those assets as client assets, until such 

time as the investment firm uses the client financial instrument for its own account and 

provides the client with appropriate collateral.  

232. An investment firm that has obtained client consent to use a client’s financial 

instrument for its own account (i.e. to treat the client financial instruments as its own) 

must ensure that it maintains adequate records to enable it to meet any future 

obligations, including providing appropriate collateral and returning the client financial 

instrument to the client. 

Title Transfer Collateral Arrangements 

233. Investment firms entering into TTCAs are reminded of their obligations under 

the MiFID II safeguarding of client asset rules. Such investment firms should have 

particular regard to following: 

a. Paragraph 5 of Schedule 3 to the MiFID Regulations; 

b. Recital 6, 7 and 8 of the MiFID II Delegated Directive; and 

c. Article 63(2)(d) of the MiFID II Delegated Regulation . 
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234. Assets that are subject to a TTCA do not constitute client assets, since title to 

the assets has been transferred to the investment firm.  

235. Regulation 67 of the CAR requires an investment firm to ensure that any TTCA 

is the subject of a written agreement between the investment firm and the client. The 

terms referred to in Regulation 67(2) of the CAR may include, for example, terms under 

which the arrangement relating to the transfer of full ownership of a client financial 

instrument to the investment firm is not in effect from time to time, or is contingent on 

some other condition. 

236. While the value of assets subject to TTCA should not be included in the market 

value of collateral to be included in the statement of client financial instruments or 

client funds under Regulation 61(1)(c) of the CAR, investment firms are reminded of 

the requirement in Article 63(2)(d) of the MiFID II Delegated Regulation to include a 

clear indication of the assets or funds that are subject to a TTCA in the statement to 

clients. 

Termination of Title Transfer Collateral Arrangements  

237. Regulation 68 of the CAR refers only to an investment firm's agreement to 

terminate an existing TTCA. This may not amount to the termination of the investment 

firm’s entire agreement with the client. 

238. When in accordance with Regulation 68 of the CAR, an investment firm notifies 

a client that the termination of a TTCA is to take effect, it should take into account: 

d. Any relevant terms relating to such a termination that have been agreed with 

the client;  

e. The period of time reasonably required to return the client assets to the client; 

and 

f. Where the client assets are not immediately returned to the client, in the case 

of a client financial instrument, the need to update the registration of that client 

financial instrument in accordance with Regulation 52 of the CAR;  

239. Following the termination of a TTCA, where an investment firm does not 

immediately return the assets to the client, the investment firm should hold the assets 

on behalf of the client in accordance with the CAR (e.g. in the case of a financial 

instrument ensure it is captured in the client financial instrument calculation and 

reconciliation).  

Prime brokerage services 

Prime brokerage statement of client assets  
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240. Regulation 69 of the CAR applies to an investment firm that holds client assets 

in the course of providing prime brokerage services to a client. In addition to the 

information specified in Regulation 69(3), an investment firm providing prime 

brokerage services should include the details of the client assets which form the basis 

of any SFT at the time of reporting, in the prime brokerage statement of client assets. 

241. The prime brokerage statement of client assets should be made available by the 

end of the next working day by reference to the end of day position of the previous 

working day. 

Prime brokerage client asset annex 

242. The prime brokerage client asset annex required under Regulation 70 of the 

CAR may serve as a summary to clients of any contractual provisions contained in the 

prime brokerage agreement as they relate to client assets. 

243. The information contained in the prime brokerage client asset annex should be 

set out in an accurate and succinct way, to enable the client to make informed 

decisions. Investment firms should ensure the prime brokerage annex is clear, fair and 

not misleading.  

244. The prime brokerage client asset annex should incorporate appropriate 

language to clarify that the contractual obligations between the client and the 

investment firm remain in the prime brokerage agreement. 

245. Investment firms should provide the client with an updated prime brokerage 

client asset annex if the terms of the prime brokerage agreement are amended in a 

material manner.  

246. When creating the prime brokerage client asset annex an investment firm 

should review existing prime brokerage agreements, including version control and 

ensure that the prime brokerage agreements are signed and dated. 
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Chapter 6: Risk Management 

247. The Central Bank expects an investment firm to have an appropriate client 

asset risk management framework in place to identify risks to the investment firm’s 

objectives, policies and processes in respect of holding client assets.  

248. While the risk management framework for client assets is distinct, it may be 

incorporated as part of an investment firm’s broader risk management framework.  

249. Investment firms should consider how each of the seven core principles of 

client asset protection are considered and adopted within the investment firm’s client 

asset risk framework.  

250. Investment firms should pay particular attention to the findings and good 

practices identified by the Central Bank as part of its thematic review of the ‘Risk 

Management’ principle, as set out in the letter to industry dated 20 April 2017 (located 

here). 

251. An investment firm should facilitate regular reporting to the board, and 

relevant committees within the investment firm, regarding quantitative and qualitative 

client asset metrics. The frequency of such reporting should be determined by the 

investment firm and the basis on which such frequency was determined should be 

documented in the CAMP.  

252. Key judgements and decisions made by the board and/or senior management in 
relation to client asset protection should be documented in the CAMP along with the 
basis for that judgement and the information used to support it at that time. At a 
minimum, this should include judgements in relation to:  

a. Materiality thresholds;  

b. Concluding whether a product or service is regulated or unregulated; 

c. Determining whether a product or service is in scope of the CAR and MiFID II 
safeguarding of client asset rules;  

d. Approving new products;  

e. Appointing new third parties; and 

f. Managing concentration risk (client and counterparty).  

This is not an exhaustive list. In the event that circumstances change, consideration 
should be given to the impact of such changes on key client asset related judgements 
and necessary documentation should be updated.  

https://www.centralbank.ie/docs/default-source/Regulation/industry-market-sectors/client-assets/industry-letter---20-april-20178b14c4134644629bacc1ff0000269695.pdf?sfvrsn=0
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Head of client asset oversight  

253. In accordance with Regulation 71 of the CAR and Paragraph 6 of Schedule 3 to 

the MiFID Regulations, an investment firm that holds client assets is required to 

appoint an individual to the role of HCAO.  

254. The HCAO is a Pre-Approved Controlled Function (PCF), specifically PCF-45, 

and accordingly is required to comply with the Central Bank’s Fitness and Probity 

Standards and obtain Central Bank pre-approval prior to appointment. 

Role of the board  

255. The board of an investment firm is ultimately accountable and responsible for 

ensuring that an investment firm has effective arrangements in place to safeguard 

client assets. The requirement to appoint a HCAO does not detract from this. 

256. It is the board’s responsibility to ensure that the HCAO role is allocated to an 

individual with adequate authority, training, resources and expertise. The board should 

note that the individual proposed for the HCAO role is subject to pre-approval by the 

Central Bank and is required to comply with the Fitness and Probity Standards on an 

ongoing basis thereafter. 

257. The board should ensure that sufficient due diligence has been undertaken to 

support the nomination of the individual to the HCAO, and provide an appropriate 

level of resources for the HCAO to carry out the role effectively.  

Nomination to HCAO 

258. Where an investment firm proposes to appoint an individual as HCAO, the 

individual should be a senior manager at the investment firm who has direct access to 

the board in respect of that function.  

259. Investment firms should document in the CAMP the criteria used by the 

investment firm in selecting, assessing and appointing an individual to the role of 

HCAO. As part of this assessment, consideration should be given to any potential 

conflicts of interest the proposed HCAO may have. 

260. A periodic re-assessment of HCAO resourcing requirements should be 

undertaken and documented by the investment firm. The responsibilities of the HCAO 

should be tailored to the business model of the investment firm. 

261. An investment firm should document clear and distinct reporting obligations 

for the HCAO in the CAMP. Where the HCAO holds other roles within the investment 

firm and has more than one reporting line, this should be clearly called out.     
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Stakeholders, support staff and cover 

262. Building and maintaining relationships with key stakeholders is essential to 

ensuring the HCAO role is effectively discharged. The HCAO has a significant role to 

play in ensuring that relevant stakeholders have adequate knowledge regarding the 

investment firm’s obligations to safeguard client assets and that there is a forum for 

regular discussion of client asset matters among stakeholders. A client asset specific 

forum or other existing fora (e.g. Risk Committee) should be used to facilitate open 

consultation and information sharing on client asset matters among relevant 

stakeholders within the investment firm. 

263. Depending on the nature, scale and complexity of an investment firm’s client 

asset arrangement, the HCAO may require staff to support delivery of their 

responsibilities. The reporting lines, roles and responsibilities of those individuals 

should be clearly documented. 

264. It is expected that the HCAO role be filled at all times. Where the HCAO is 

absent from the investment firm (e.g. annual leave), the board and the HCAO should 

ensure that a person with the appropriate seniority and client asset expertise provides 

coverage and performs the usual duties of the HCAO in their absence. In the same way 

as the HCAO carries out their role, this individual should be available as a point of 

contact for all client asset matters, both to staff within the investment firm, and 

externally (e.g. to make submissions to the Central Bank). The name and contact details 

for this individual should be documented in the CAMP.  

Training  

265. The board of an investment firm should ensure that the HCAO has access to 

any relevant training as required to fulfil their duties. 

266. The HCAO should deliver periodic on-going training to the individual that 

provides cover and performs the usual duties of the HCAO in their absence and this 

should be evidenced. 

267. The HCAO should provide on-going training to employees of the investment 

firm, including board members, in order to increase knowledge and awareness of client 

asset arrangements and obligations, and to promote a culture of engagement and 

challenge. 

268. Topics to be covered as part of client asset training may include the following: 

a. The key obligations of the firm relating to safeguarding of client assets under 

the CAR and the MiFID II safeguarding of client asset rules; 
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b. The various touchpoints throughout the client asset life cycle within the 

investment firm to help employees understand where client asset obligations 

arise in their day-to-day activities (e.g. in the context of client on-boarding, 

training should be provided in relation to the relevant disclosures that are 

provided to clients in relation to client assets); and  

c. The materiality thresholds, reporting process and timeframe for escalating 

client asset related issues within the investment firm. 

Conflicts of interest 

269. The board of an investment firm should ensure that the individual undertaking 

the HCAO role can demonstrate that they are free from any conflicts of interest in this 

area. In this regard, the HCAO should be sufficiently removed from the performance of 

the day-to-day operational functions relating to the safeguarding and administration of 

client assets.  

270. Independence from day-to-day operational client asset processes is important 

for the HCAO role to be effective. Where a conflict of interest is unavoidable, it should 

be identified and adequately managed. Investment firms should capture in the CAMP 

the measures in place to manage any potential conflicts of interest that may arise from 

the performance of the HCAO role.  

Oversight and reporting 

271. The HCAO should introduce a tailored approach to oversight in order to 

monitor and challenge the way in which client asset responsibilities are discharged 

within the investment firm. This should comprise a combination of daily and other less 

frequent monitoring activities, as deemed appropriate.  

272. The HCAO should facilitate the regular reporting of client asset information to 

the board and relevant committees.   

273. Where the reviews required under Regulations 57(8) and 58(11) of CAR are 

performed by an individual other than the HCAO, the HCAO should review the output 

from client asset calculations and reconciliations on a sample basis. The HCAO should 

also review any adjustments made to internal records as part of these processes, on a 

sample basis.   

274. The HCAO should undertake periodic reviews of the investment firm’s client 

asset obligations and formally report the findings to the board and/or relevant 

committees. The frequency of such reviews, which should be based on the nature, scale 

and complexity of an investment firm’s client asset arrangements, should be 

documented in the CAMP. 
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275. It is important that the HCAO considers how oversight and challenge is 

exercised in relation to any outsourcing arrangement relevant to client assets.  

Investment firms should establish an oversight framework in order to ensure the on-

going robustness of outsourcing arrangements as they relate to client asset functions. 

This framework should include a process to ensure that the HCAO independently 

reviews and challenges on an ongoing basis, the management information received 

from outsourced service providers in the context of client asset protection. This 

oversight framework should be documented formally and included in the CAMP. 

276. The HCAO should maintain open engagement with the investment firm’s client 

asset external auditors. 

Client asset management plan  

277. The CAMP is a fundamental feature of an investment firm’s client asset risk 

management framework and is essential to ensuring client asset risks are effectively 

managed. 

278. The CAMP should be regarded by investment firms as a “master” document for 

the purpose of documenting client asset arrangements, risks and mitigating controls.   

279. Investment firms should consider engaging external skilled persons with the 

requisite client asset regulatory expertise during the initial drafting or enhancement of 

the CAMP.  

Purpose of the CAMP 

280. The purpose of the CAMP is to: 

a. Document an investment firm’s business model and related risks in respect of 

the safeguarding of client assets and the controls in place to mitigate those 

risks;  

b. Demonstrate how an investment firm’s systems and controls meet the 

principles of the client assets regime;  

c. Enable the board to monitor, challenge and approve material changes to an 

investment firm’s business model, its client asset processes, controls and  

understand the associated risks to safeguarding client assets;  and 

d. Make information readily available to assist in the prompt distribution of client 

assets, particularly in the event of the investment firm’s insolvency.  
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Reviewing the CAMP 

281. While Regulation 72 provides that the CAMP should be reviewed and updated 

at least on an annual basis, this does not detract from the fact that the CAMP should be 

considered a “living” document. It must be continually re-assessed to ensure it remains 

current and reflective of an investment firm’s evolving business model, client asset 

risks and mitigating controls.  

282. In addition to or as part of the requirement in Regulation 71(2)(e), the HCAO 

should oversee regular sample testing of the CAMP to ensure : 

a. Documents or other supporting information can be retrieved immediately 

(where locations/hyperlinks to folders and/or documents are provided in the 

CAMP); and 

b.  Information is up-to-date, such as access rights, key internal and external 

contacts and organisational structure. 

283. An investment firm should ensure that the external auditor, responsible for 

performing the client asset examination (CAE) and preparing the assurance report, 

reviews any processes undertaken by the investment firm to assess the on-going 

appropriateness of the CAMP, including evidence of any steps taken by the investment 

firm to test and maintain the CAMP (e.g. periodic testing of hyperlinks in the insolvency 

section).  

Changes to the CAMP 

284. An investment firm’s CAMP should be updated in a timely manner in order to 

reflect material changes to the investment firm’s business model or a change in 

circumstances that affect how the investment firm safeguards client assets, to ensure 

the CAMP remains current and up-to-date.  

285. Material changes to the CAMP may be triggered in many ways, such as through 

errors, omissions or control weaknesses highlighted during regular internal monitoring, 

or through findings from the client asset examination conducted by the investment 

firm’s external auditor.  

286. Material changes to the CAMP will likely be required where there are 

significant changes to an investment firm’s business model which may impact on the 

content of the client asset applicability matrix and the client asset risk matrix (e.g. a 

significant project, acquisition or migration affecting client assets should be promptly 

and appropriately reflected in the CAMP). 
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287. Material changes to the CAMP should be notified to, discussed with and 

approved by, the investment firm’s board. All other changes (i.e. those considered non-

material) to the CAMP should be documented and reported to the board as deemed 

necessary by the HCAO.  

Structure of the CAMP 

288. An investment firm should ensure that the CAMP is well structured. It may 

choose to do so under the following key headings: 

a. Business model and risk assessment (including Client Asset Applicability Matrix 

and Client Asset Risk Matrix); 

b. Operational structures; 

c. Governance and outsourcing arrangements; 

d. Processes, procedures and records; 

e. Information to facilitate the distribution of client assets (insolvency plan); and 

f. Additional information pertinent to the investment firm.  

Content of the CAMP 

289. The following guidance on the content of the CAMP is non-exhaustive and does 

not specifically address each of the individual requirements in Regulation 72(4).  

290. An investment firms should document in its CAMP matters relevant to its 

business model and related risks to safeguarding client assets. The content of the 

CAMP should appropriately reflect the nature, scale and complexity of the investment 

firm’s business model and associated client asset arrangements. 

291. An investment firm’s CAMP should be of sufficient detail to enable an 

independent reader to understand the investment firm’s business model, the resulting 

risks to safeguarding client assets and the controls in place to mitigate those risks. 

Independent readers would include the Central Bank, an insolvency practitioner and an 

external auditor. 

292. To avoid duplication of information, the CAMP may guide the reader, where 

applicable, through hyperlinks or other such pathways to the location of relevant 

internal documents. Supporting access details should be provided to ensure 

information pertaining to client assets is readily available. Investment firms should 

continually monitor hyperlinks or other such pathways that have been included in the 
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CAMP, to ensure that they continue to operate effectively and that the information 

contained in the linked documentation is up to date at all times. 

A. Business model and risk assessment (including Client Asset Applicability 

Matrix and Client Asset Risk Matrix); 

Business model 

293. An investment firm’s CAMP should clearly explain how client asset obligations 

arise in the context of the investments firm’s business model and describe how the 

investment firm is able to differentiate, monitor and control the client assets subject to 

the CAR and the MiFID II safeguarding of client asset rules as distinct from other 

assets.  

Client asset applicability matrix 

294. The purpose of the client asset applicability matrix (CAAM) is to ensure that an 

investment firm has carried out a robust assessment of where client assets arise across 

its business lines and services. The CAAM should provide an independent reader with a 

clear and succinct overview of the products and services/activities that are in or out of 

scope of the client asset regime, so that it is readily understood where and how client 

assets arise within each business line of an investment firm.  

295. The CAAM should set out a clear rationale as to why a product or 

service/activity is in or out of scope of the applicable client asset provisions (e.g. where 

an investment firm enters into TTCAs with clients in one business line, the CAAM 

should indicate that full transfer of title to client assets may arise in this business line, 

and provide this as a rationale for circumstances under which assets are not considered 

client assets and thus will be outside of the scope of the CAR and the MiFID II 

safeguarding of client asset rules). 

296. In developing and maintaining the CAAM, investment firms should conduct 

initial and ongoing assessments of their business lines and associated product and 

service offerings, including any new product or service offerings/activities. 

297. The CAAM should include: 

a. A reference to all business lines within the investment firm;   
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b. A list of the products and services/activities offered by the investment firm, and 

in each case an indication of whether they are in or outside the scope of the 

CAR, supported by a clear rationale;6 

c. A list of the types of client financial instruments held by the investment firm;7 

and 

d. The investment firm’s rationale and judgement where there has been ambiguity 

on concluding whether a product or a service/activity is or is not subject to the 

client asset regime. This should include reference to any advice (e.g. legal) 

obtained and relied upon in making this determination. 

298. The CAAM should be clearly structured, easy to follow and may be set out in 

tabular format. 

TABLE 1: EXTRACT FROM SAMPLE CAAM 

Investment firm ABC  - Client asset applicability matrix 

Business 

Line 

Service/activity Type of 

financial 

instrument 

(if relevant) 

In 

scope 

of the 

CAR 

Rationale for 

determination 

Additional 

information (e.g. 

advice relied 

upon in making 

determination) 

Wealth 

management 

Reception and 

transmission of 

orders in 

relation to one 

or more 

financial 

instruments. 

Transferable 

securities 

Yes Client funds 

The money received 

from clients relates 

exclusively to an 

investment firm 

activity  that  is a 

regulated financial 

service. 

Client financial 

instruments 

The firm has been 

entrusted with 

these transferable 

securities on 

account of a client 

and holds them on 

behalf of the client.   

N/A 

                                                                    
6 Investment firms may wish to reference the investment services and activities listed in Part 1 of 
Schedule 1 to the MiFID Regulation for this purpose.  
7 Investment firms may wish to reference the financial instruments listed in Part 3 of Schedule 1 to the 
MiFID Regulation for this purpose. 
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Client asset risk matrix 

299. In order to embed the CAMP effectively in an investment firm’s overall risk 

management framework, it is necessary to incorporate a comprehensive risk 

identification process into the maintenance of the CAMP that captures and evaluates 

emerging investment firm-specific risks. Accurate risk identification is necessary in 

order to effectively evaluate the adequacy of controls in mitigating risk as new risks 

relating to the safeguarding of client assets emerge.  

300. Investment firms should develop and maintain a client asset risk matrix in the 

CAMP, which can be readily understood by an independent reader, to promote a 

greater level of oversight and challenge in evaluating the effectiveness of an 

investment firm’s client asset control framework.  

301. The client asset risk matrix should reflect fully the risks to safeguarding client 

assets, including those specific to the investment firm’s business model and operational 

arrangements. The client asset risk matrix should also set out the processes and 

controls in place to mitigate these risks to the safeguarding of client assets and include 

an evaluation of how those controls mitigate the risks.  

302. An investment firm may use the client asset risk matrix for the purpose of 

presenting the information required under Regulation 72(4)(d) and (e) of the CAR.  

303. For the purpose of Regulation 72(4) (d) and/or as part of the client asset risk 

matrix, an investment firm should capture all relevant risks to the safeguarding of 

client assets in the CAMP, which may include:  

a. Counterparty risk including jurisdiction and associated legal risks;  

b. Concentration risk;  

c. Contagion risk;  

d. Operational risk including risk of fraud;  

e. Complexity of assets;  

f. Non-compliance with client instructions;  

g. Outsourcing risk, including those risks relating to service continuity where 

there is a material reliance on the outsourced service provider;  

h. Over reliance on group arrangements;  
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i. Emerging risks; 

j. Risk of loss or misplacement of physical client financial instruments; 

k. Key person risk; 

l. It risk; 

m. Market risk; and 

n. Regulatory risk. 

304. For the purpose of Regulation [72(4) (e)] and/or as part of the client asset risk 

matrix, an investment firm should include descriptions of the processes and controls 

which mitigate the risks to the safeguarding of client assets in the CAMP, which should 

include, where relevant:  

a. The controls associated with the registration of client financial instruments, 

taking into account the nature of the financial instruments, the relevant 

counterparty and jurisdiction as well as any outsourcing arrangements;  

b. The controls relating to the removal of money that is not client funds from a 

third party client asset account; 

c. The controls in place to safeguard physical client financial instruments (e.g., 

access rights to a fire-proof safe);  

d. The approach to be taken in circumstances where an investment firm is unable 

to identify the client on whose behalf client funds were deposited into a third 

party client asset account; including  where the investment firm has incomplete 

documentation on hand to set up a client on the investment firm’s internal 

client ledger;  

e. The controls in place to ensure that any amendments to the list of third parties 

where client funds and client financial instruments are deposited are made only 

following approval by senior management;  

f. The controls in place to mitigate counterparty risk;  

g. The processes and controls applied by the investment firm when maintaining 

and updating relevant legal agreements (including fund facilities and financial 

instruments facilities agreements) associated with the holding of client assets;  

h. The systems and controls in relation to the production of information on client 

assets and submission of such information to other parties; 
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i. The internal and external IT systems and controls which validate the data 

obtained from the IT systems that form part of an investment firm’s client asset 

arrangements. This should include sufficient information to demonstrate how 

these systems and controls meet the principles of the client asset regime; and 

j. Details of the continuous evidenced-based evaluation of the risk of fraud, both 

internal and external, and the adequacy of controls in mitigating this risk.  

305. The Central Bank expects an investment firm to have appropriate segregation 

of duties to ensure documented controls are reviewed by independent, appropriately 

qualified and knowledgeable staff. 

B. Operational structures 

306. An investment firm should provide details of the operational structure that 

supports the investment firm’s client asset arrangements, including key committees 

and support functions, in the CAMP.  

C. Governance and outsourcing arrangements  

Governance 

307. The CAMP should contain an organisational chart detailing the various roles 

involved in the monitoring and oversight of client asset related processes and controls 

and any relevant reporting lines.   

308. The CAMP should document details of the management information provided 

to the board of the investment firm and any relevant governance forums for the 

purpose of monitoring the risks and mitigating controls associated with the 

safeguarding of client assets including details of the recipients of this information. The 

CAMP should record where such management information is located.  

309. The CAMP should document the particular responsibilities of the HCAO and 

how those responsibilities are implemented in practice.  

Oversight of outsourced functions 

310. Where an investment firm outsources to another party, (regardless of whether 

that other party is in the same group as the investment firm or is independent) the 

performance of any function related to the safeguarding of client assets, the 

arrangement should be clearly documented in the CAMP.8 This should include the 

following details:  

                                                                    
8 For the avoidance of doubt, the requirement under Regulation 71(4)(k) applies to outsourced service 
providers as opposed to those third parties with whom client assets are deposited. 
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a. The name of the outsourced service provider;  

b. Its jurisdiction of incorporation;  

c. A description of the client asset functions it undertakes on behalf of the 

investment firm;  

d. The rationale for the outsourcing arrangement;  

e. An explanation as to where the arrangement fits into the overall client asset 

control framework; and 

f. Any function(s) which is specifically excluded from the outsourcing 

arrangement.  

311. The investment firm should have adequate and effective oversight over the 

outsourced service provider to ensure that the appropriate processes, systems and 

controls are in place to support the continued performance of the outsourced function. 

This would also apply where the outsourced service provider is part of the same group 

as the investment firm. The investment firm should maintain a record to evidence the 

oversight of the process.  

312. An investment firm should document how the HCAO reviews and challenges 

management information received from outsourced service providers in the CAMP. 

This should include details of the frequency and format (e.g. discussion at client asset 

fora) of such reviews.  

D. Processes, procedures and records; 

313. Investment firms should include an overview of how client asset reconciliation 

and calculation processes are performed, the frequency at which these processes are 

performed, and the approach to investigating, identifying the cause of and remediating 

client asset differences or discrepancies identified through the performance of these 

processes. A hyperlink (or other such pathway) to the underlying procedural 

document(s) in respect of these processes may also be included. 

 

E. Information to facilitate the distribution of client assets 

314. The insolvency information must form a stand-alone section in the CAMP and 

operate as an effective ‘road-map’ for an independent third party, such as an insolvency 

practitioner.  

315. An investment firm should ensure there is sufficient information available to 

enable the distribution of client assets to take place as efficiently and effectively as 
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possible with minimum cost to clients in the event of the investment firm’s insolvency. 

This information could also be required in the event that an investment firm is required 

to facilitate an orderly transfer of assets to another investment firm.  

316. Insolvency information may be contained in the CAMP document or it may 

guide the reader, where applicable, through hyperlinks or other such pathways to the 

location of relevant information. Supporting access details should be provided to 

ensure information to facilitate the distribution of client assets is readily available.  

317. Investment firms should conduct regular reviews of the content in the 

insolvency section of the CAMP and continually monitor hyperlinks or other such 

pathways to ensure that they continue to operate effectively and that the information 

contained in the linked documentation is up to date at all times and is accessible to an 

independent party, such as an insolvency practitioner.  

318. An investment firm should consider the following information for inclusion in 

the insolvency section of the CAMP:  

a. A list of all third parties where client funds and client financial instruments are 

deposited, including account numbers, whether third party client asset 

accounts are omnibus accounts, and details of the persons authorised to 

conduct transactions on third party client asset accounts;  

b. A list of agreements between the investment firm and any third party and any 

amendments to such agreements. This should include fund facilities and 

financial instruments facilities agreements in place with third parties, along 

with details of any arrangements with sub-custodians;  

c. A list of any agreements with relevant parties;  

d. A list of any agreements between an investment firm and any nominee which 

holds client assets on behalf of the investment firm, as well as information on 

associated accounts;  

e. A list of any agreements with outsourced service providers relating to the 

outsourcing of any critical or important function related to the safeguarding of 

client assets; 

f. A record of the location of the books and records that the investment firm 

maintains pursuant to the requirements in CAR, along with instructions for 

access. This should include any relevant books and records held by other 

parties on behalf of the investment firm; 
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g. Details of the relevant client asset accounts on the general ledger system(s) 

used by the investment firm for recording client asset transactions, including 

instructions for accessing all relevant books and records and generating any 

relevant reports from the general ledger system(s) and details of all staff with 

access to the general ledger system(s);  

h. A description of any key reports used to monitor client assets with instructions 

on how to generate such reports;  

i. A record of the location where the most recent client funds calculation and 

client financial instrument calculation is stored and details of how to access 

previous calculations;  

j. A record of the location where the most recent client funds and client financial 

instrument reconciliations are stored and details of how to access previous 

reconciliations; and 

k. Details of any applicable investor compensation or deposit guarantee schemes 

in jurisdictions where an investment firm has deposited client assets with third 

parties.  

319. More generally, the CAMP should be sufficiently detailed to enable an 

insolvency practitioner to understand the business model and controls for 

safeguarding client assets. It is important that the CAMP provides a sufficient level of 

detail for an insolvency practitioner to understand the type of client assets held by the 

investment firm and where they are deposited.  

F. Additional information  

IT systems and controls  

320. The CAMP should include an explanation of all internal and external IT systems 

used by the investment firm in respect of client asset processes and the controls which 

validate the data obtained from these IT systems.   

321. An investment firm’s CAMP should document how access is controlled and 

monitored for key IT systems. It is also important that an independent reader can 

understand the interactions and dependencies between key IT systems, relevant to 

client asset processes. 

322. An investment firm should outline in the CAMP, the arrangements that it has in 

place to ensure that critical systems relating to the safeguarding of client assets remain 

accessible and operational, particularly in the event of an investment firm’s insolvency. 
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Such arrangements should form part of the investment firm’s business continuity 

planning.  

Investment and settlement cycle 

323. The CAMP should document the general flows of client assets in and out of 

third party client asset accounts. This should include, where applicable, the use of 

margin and collateral accounts associated with client financial instruments. 

324. An investment firm should document the risks associated with the investment 

and settlement cycle in relation to client assets. This should, at a minimum, include a 

description of the mechanisms and control processes in place throughout the 

investment cycle, including:  

a. The initial receipt of client funds and/or client financial instruments;  

b. Any subsequent investment and re-investment where applicable;  

c. The processing of coupons dividends and maturity proceeds; and  

d. Disbursements to the client.  

325. The overview of the investment and settlement cycle should include, but not be 

limited to, flowcharts or illustrative diagrams showing critical manual interventions 

involved in the processing of client assets.  

Materiality 

326. An investment firm should identify and regularly re-assess its client asset 

materiality thresholds, to ensure that there is regular and meaningful escalation and 

reporting of client asset matters.9 The materiality thresholds for escalating matters 

within the investment firm, including to the board and/or reporting to the Central Bank 

should be documented in the CAMP. An investment firm may have different 

materiality thresholds and triggers for different processes and controls. 

327. Materiality thresholds should be calibrated so as to identify issues in an 

investment firm’s controls, processes and procedures for safeguarding client assets. 

These thresholds and related triggers should be approved by the board and take into 

account both quantitative and qualitative criteria.  

328. An investment firm should specify and document in the CAMP a quantitative 

level of materiality (e.g. the level of client assets) which would trigger escalation within 

the investment firm and/or reporting to the Central Bank, along with the basis for this 

                                                                    
9 Materiality in the context of reconciliation differences is discussed in more detail in the Guidance on 
Reconciliation Requirements chapter of this Guidance Note.   
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judgement. This should take into account the amount of client assets held and also 

consider the investment firm’s own net assets.  

329. Investment firms should also consider qualitative criteria which may trigger 

reporting or escalation within the business (e.g. the complexity of client assets; the type 

of clients; and prior history of incidents and breaches relating to client assets). An 

incident may be quantitatively immaterial but have other features which may pose a 

risk to effectively safeguarding client assets. (e.g. where an investment firm is 

contemplating the use of non-standard practices in order to facilitate a client, even if 

this does not relate to a material quantum of client assets, this should trigger an 

immediate escalation within the investment firm as it may expose the investment firm 

to increased operational risks, with potential for adverse consequences). 

330. Investment firms should document in the CAMP the qualitative criteria which 

may trigger escalation within the investment firm and/or reporting to the Central Bank, 

along with the basis for this judgement.  

331. An investment firm should monitor its materiality threshold levels on an on-

going basis, to ensure they are fit for purpose and appropriately calibrated to the 

investment firm’s evolving business model and client asset transaction cycle. Where 

there is a change to its business model, the environment or the level of client assets 

held, an investment firm should amend the materiality threshold level as appropriate. 

Any changes to client asset materiality threshold levels should be approved by the 

board and clearly communicated to the investment firm’s staff, as appropriate. 

332. Staff within the investment firm that are assigned tasks relating to obligations 

under the CAR should be sufficiently qualified, knowledgeable and experienced to 

identify when both qualitative and quantitative materiality thresholds are met.   

Breach and incident log 

333. The Central Bank is of the view that information relating to client asset 

breaches and incidents, regardless of materiality, should be readily accessible by an 

independent third party, in particular the Central Bank and the investment firm’s 

external auditor (as part of the preparation of the assurance report required under 

Regulation 73(1) of the CAR). It may also serve as a helpful resource to the investment 

firm itself as part of regular staff training on client assets and/or in evaluating 

materiality thresholds. This does not detract from the requirement for an investment 

firm to report any breach of the CAR, in accordance with Regulation 76(1) (f) of the 

CAR. 

334. The location of the client asset breach and incident log should be referenced in 

the CAMP, by hyperlink or other such pathway. 
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335. The client asset breach and incident log should list all client asset breaches/ 

incidents, and in each case contain the below information (at a minimum): 

a. Indicate the relevant provision(s) in the CAR and/or the MiFID II safeguarding 

of client asset rules that apply; 

b. Provide an overview of the breach/incident; 

c. Outline the process for remediation of the breach/incident;  

d. In the case of an incident indicate whether it is deemed material;  

e. Indicate whether the breach/incident has been reported to the board of the 

investment firm and/or the Central Bank; and  

f. The status of the breach/incident (e.g. open/under investigation/closed). 
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Chapter 7: Client Asset Examination  

336. The assurance report required under Regulation 73(1) of the CAR may be 

prepared by the investment firm’s statutory auditor or another auditor. An investment 

firm should provide the external auditor with all information and explanations that the 

external auditor requires for the purposes of performing the client asset examination 

and preparing the assurance report.  

337. As set out in Regulation 73(1) of the CAR, the assurance report may be 

prepared as part of or in addition to the report required under paragraph 7 of Schedule 

3 to the MiFID Regulations. Investment firms are reminded of the requirement in 

Paragraph 7 of Schedule 3 to the MiFID Regulations to ensure that their external 

auditors report at least annually to the Bank on the adequacy of the firm's 

arrangements under Regulation 23(1) (k), (l) and (m) and the Schedule. 

338. The assurance report should provide a reasonable assurance opinion in respect 

of Regulation 73(2)(c) (i) and (ii) and a limited assurance opinion in respect of 

Regulation 73(2)(c)(iii) and (iv) of the CAR.  

Information to be included in the assurance report 

339. In relation to the assessment of the CAMP required under Regulation 

73(2)(c)(iv), an investment firm should ensure that the external auditor reviews the 

process undertaken by the investment firm to assess the on-going appropriateness of 

the CAMP including evidence of the steps taken by the investment firm to test and 

maintain the CAMP.  

340. In relation to the requirement in Regulation 73(2)(c)(ii), an investment firm 

should ensure the external auditor reports on all breaches of the CAR, regardless of 

whether they were identified by the auditor or disclosed to it by the investment firm, or 

by any other party. Where breaches are identified these may be set out in a schedule 

appended to the assurance report. 

341. As part of the CAE and preparation of the assurance report, an investment firm 

should ensure that the external auditor reviews the client asset breach and incident 

log, as maintained by the investment firm, the location of which should be documented 

in the CAMP pursuant to Regulation 72(4)(p) of the CAR. 

342. In addition to all other procedures which the external auditor deems necessary 

for the performance of the CAE, subject to the considerations as set out within the 

auditor’s technical standard10, the Central Bank expects the investment firm to engage 

with the external auditor to seek, at a minimum:  

                                                                    
10 Refer to auditing standards and guidance. 
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a. Third party confirmations (external confirmations) for a representative sample 

of balances deposited in respect of client assets both at year-end and also on 

one other randomly scheduled date during the reporting period; and 

b. Positive confirmation requests from a representative sample of clients, as 

determined by the external auditor, of client asset balances at the randomly 

selected date during the reporting period, other than the period end date. 

343. The assurance report should make provision for the investment firm to 

comment and set out any necessary remedial actions arising from the assurance report 

that it has taken or will take in accordance with Regulation 73(4) of the CAR. The 

auditor is not required to comment on the appropriateness of the investment firm’s 

proposed remedial actions.  

Period to which the client asset examination relates 

344. The period covered by the CAE and assurance report must not exceed 53 

weeks from the date of the previous assurance report.  

345. Where an investment firm has been newly granted permission by the Central 

Bank to hold client assets, the period covered by the CAE should not exceed 53 weeks 

from the date on which the investment firm received prior written approval from the 

Central Bank to hold client assets in accordance with Regulation 48 of the CAR.  

346. If the written approval to hold client assets is granted in conjunction with the 

authorisation of the investment firm, then the authorisation date can be considered to 

be the beginning of the period to which the CAE relates. In this scenario, the assurance 

report should cover the period not exceeding 53 weeks from the date of authorisation 

(i.e. the date on which the permission to hold client assets was granted to the 

investment firm). 

347. The periods defined in the preceding paragraphs apply regardless of whether 

an investment firm held client assets at all times throughout the period to which the 

CAE relates (e.g. where a newly authorised investment firm does not commence 

holding client assets immediately, the date on which the investment firm was 

authorised and received written permission to hold client assets will still be considered 

the start date of the period to which the CAE relates).  

348. Where a newly authorised investment firm does not commence holding client 

assets immediately upon its authorisation, as part of its first annual CAE, the 

investment firm may arrange for its external auditor to do the following: 

a. Prepare the assurance report required under Regulation 73(5) of the CAR in 

respect of the period between the date of authorisation and the date on which 

client assets were first held; and  
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b. Prepare the assurance report required under Regulation 73(1) of the CAR in 

respect of the remaining period between the date on which client assets were 

first held and the date not exceeding 53 weeks from the date of authorisation. 
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Chapter 8: Record-keeping 

349. The Central Bank places a high degree of importance on investment firms 

maintaining accurate records and accounts so that client assets can be returned to 

clients swiftly, particularly in the event of an insolvency.  

Evaluation of internal records and systems 

350. Investment firms should evaluate the robustness of the internal records and 

accounts used for the purpose of its client funds and client financial instrument 

calculations (e.g. the investment firm’s bank/custodian ledger and client ledger) and the 

systems on which those records are maintained. 

351. The purpose of this evaluation is to detect weaknesses in an investment firm’s 

systems and controls and any recordkeeping discrepancies.  

352. As part of this evaluation, an investment firm should: 

a.  Establish a process that evaluates: 

i. The completeness and accuracy of the investment firm’s internal 

records and accounts of client assets held; and 

ii. Whether the investment firm’s systems and controls correctly identify 

and resolve all discrepancies (which may give rise to shortfalls and 

excesses) in the internal records and accounts of client assets held; 

b. Run the evaluation process at least on a monthly basis; and 

c. Promptly investigate, and without undue delay, resolve the causes of any 

discrepancies that the evaluation process reveals.  

353. The evaluation process should serve as a control to determine whether 

sufficient information is being completely and accurately recorded by the investment 

firm to enable it to: 

a. Readily determine the total client assets that the investment firm holds on 

behalf of its clients;  

b. Comply with the requirement in Regulation 58 (1) of the CAR to ensure the 

client funds resource is equal to the client funds requirement; and 

c. Comply with the requirement in Regulation 58 (2) of the CAR to ensure the 

client financial instrument resource is equal to the client financial instrument 

requirement.  
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354. The following is a non-exhaustive list of examples of the types and causes of 

discrepancies that an investment firm may wish to verify that its firm’s systems and 

controls can correctly identify and resolve: 

a. Items in the investment firm’s records and accounts that might be erroneously 

overstating or understating the client financial instruments held by an 

investment firm (e.g. ‘test’ entries and ‘balancing’ entries); 

b. Negative balances; 

c. Processing errors; 

d. Journal entry errors (e.g. unauthorised system entries); and 

e. IT errors (e.g. software issues that could lead to inaccurate records). 

355. Investment firms should document the evaluation process in their CAMP. 

356. While this process should assist all investment firms, regardless of system 

capabilities, in ensuring that its client asset records are accurate, it may be of particular 

importance for those investment firms who do not separately maintain two sets of 

records (e.g. client ledger and custodian ledger) for the purpose of recording client 

financial instruments, as this process will assist in mitigating the risk of holding 

incorrect balances of client assets on behalf of their clients (e.g. due to discrepancies in 

client asset accounts and records). 
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Glossary 

Term Meaning 

“CF” Controlled Function.  

“Discrepancies” Any error in an investment firm’s records or accounts of client 

assets.  

“Excess” in client financial 

instruments 

A client financial instrument excess occurs when the client 

financial instrument resource exceeds the client financial 

instrument requirement. 

“Excess” in client funds A client fund excess occurs when the client funds resource 

exceeds the client funds requirement. 

“the MiFID ‘banking exemption” The exemption as set out paragraph 3(2) of Schedule 3 to the 

MiFID Regulations.  

“MiFID II” The MiFID II legislative package which includes Directive 

2014/65/EU of the European Parliament and of the Council of 

15 May 2014 on markets in financial instruments and amending 

Directive 2002/92/EC and Directive 2011/61/EU, MiFIR and all 

applicable Level 2 and Level 3 measures. 

“MiFID II Delegated Directive” Commission Delegated Directive (EU) 2017/593 of 7 April 2016 

supplementing Directive 2014/65/EU of the European 

Parliament and of the Council with regard to safeguarding of 

financial instruments and funds belonging to clients, product 

governance obligations and the rules applicable to the provision 

or reception of fees, commissions or any monetary or non-

monetary benefits.   

“MiFID II Delegated Regulation”  Commission Delegated Regulation (EU) 2017/565 of 25 April 

2016 supplementing Directive 2014/65/EU of the European 

Parliament and of the Council as regards organisational 

requirements and operating conditions for investment firms and 

defined terms for the purposes of that Directive.  

“MiFID II safeguarding of client asset 

rules” 

The MiFID II rules on the safeguarding of client financial 

instruments and funds, as contained in Regulation 23 of the 

MiFID Regulations, Schedule 3 to the MiFID Regulations, as well 

as MiFID II. 

“MiFIR” Regulation (EU) No 600/2014 of the European Parliament and 

of the Council of 15 May 2014 on markets in financial 

instruments and amending Regulation (EU) No 648/2012. 
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“PCF” Pre-Approval Controlled Function.  

“Reconciliation differences” A difference between an investment firms’ internal client asset 

records and those records of either the third party with whom 

client assets are deposited or the entity that maintains the 

record of legal entitlement to client financial instruments, 

identified through the performance of a client asset 

reconciliation.  

“Shortfall” in client financial 

instruments 

A client financial instrument shortfall occurs when the client 

financial instrument resource is less than the client financial 

instrument requirement.  

“Shortfall” in client funds  A client fund shortfall occurs client funds resource is less than 

the client funds requirement. 
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Appendix 

Diagrams 

FIGURE 2: CALCULATION AND RECONCILIATION OF CLIENT FUNDS DEPOSITED WITH A THIRD PARTY 

 

 

FIGURE 3: CALCULATION AND RECONCILIATION OF CLIENT FINANCIAL INSTRUMENTS DEPOSITED WITH 

A THIRD PARTY 
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Examples 

Client funds calculation 

TABLE 2: CALCULATING THE CLIENT FUNDS REQUIREMENT 

Client funds requirement 

List of client balances (e.g. as set out in the investment firm’s client ledger) EUR 

 Client (A) 10,000 

 Client (B) 30,000 

 Client (C) 40,000 

 Client (D) 20,000 

Total creditors (E) 100,000 

(A+B+C+D) 

Unpresented cheques11 (F)  50,000 

Adjustments to reflect reconciliation differences (G) 0 

Client funds requirement  150,000  

(E+F+G) 

 

TABLE 3: CALCULATING THE CLIENT FUNDS RESOURCE 

Client funds resource 

List of third party client asset account balances from the investment firms own 

records (e.g. as set out in the investment firms bank ledger) 

EUR 

 Omnibus client asset account held in Bank X (A) 50,000 

 Omnibus client asset account held in Bank Y (B) 25,000 

 Individual client asset account held in Bank Z (C) 25,000 

Total client fund balances in third party client asset accounts  (D) 100,000 

(A+B+C) 

                                                                    
11 Cheques issued to clients but not yet cleared. These cheques remain client funds until such time as they 
are presented by the client and the associated balances have been debited from the third party client 
asset account and credited to that client’s own account. 
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Unpresented cheques (E) 50,000 

Adjustments to reflect reconciliation differences (F) 

(e.g. fees due to the investment firm that were paid into the third party client asset 

account in error) 

500 

Client funds resource 150,500 

(D+E+F) 

 

TABLE 4: CLIENT FUNDS CALCULATION 

Client funds calculation 

Client funds requirement (A) 150,000 

Client funds resource (B) 150,500 

Result (Equal, shortfall or excess)  

500 (A-B) 

 In this example, the client funds resource exceeds the client funds requirement meaning 

there is an excess of client funds in the third party client asset account.  

 In accordance with Regulation 58(5) of the CAR, the investment firm shall withdraw from 

the third party client asset account, promptly and in any event within five working days 

from the date to which the calculation relates, such money from a third party client asset 

account as is necessary to ensure that the client funds resource is equal to the client funds 

requirement. Therefore, in this illustrated example the investment firm must withdraw the 

€500 excess from the third party client asset account.  

 By withdrawing the €500 excess, the investment firm ensures that the client funds 

resource is equal to the client funds requirement, meeting the requirement under 

regulation 58(1) of the CAR 

 

 



  

71 
 
 

Example 2: Reconciliation 

TABLE 5: RECONCILIATION OF CLIENT FUNDS DEPOSITED WITH A THIRD PARTY 

Illustrative format of client funds reconciliation 

Balance of third party client asset accounts per the 

investment firm’s own records (e.g. as set out in 

the investment firm’s bank ledger) 

A 

Timing differences  

(Transactions in the investment firm’s bank 

ledger but not in the third party records (e.g. 

bank statement) 

B 

Unpresented cheques 

 List items 

C 

Uncorrected discrepancies identified in 

investment firm’s own records 

 List items 

D 

Amended balance per investment firm’s own 

records 

E (A+B+C+D) 

Balance as set out in the third party’s records  F 

Timing differences  

Transactions reflected in the third party’s 

records but not contained in investment firm’s 

own records 

G 

Uncorrected discrepancies identified in the 

third party’s records  

 List items 

H 

Amended balance per third party’s records I (F+G+H) 

Unexplained reconciliation difference 

- This should total to zero  

J (E-I) 

Should any reconciliation difference be identified, an investment firm should consider the 

need for adjustments to its client funds resource and/or client funds requirement.  
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TABLE 6: RECONCILIATION OF CLIENT FINANCIAL INSTRUMENTS DEPOSITED WITH A THIRD PARTY 

Illustrative format of reconciliation of client financial instruments 

Balance of third party client asset accounts per the 

investment firm’s own records (e.g. as set out in 

the investment firm’s custodian ledger) 

A 

Timing differences  B 

Uncorrected inaccuracies identified in the 

investment firm’s own records 

 List items 

C 

Amended balance per investment firm’s own 

records 

D (A+B+C) 

Balance as set out in third party’s records (e.g. 

statement)  

E 

Timing differences (transactions in the third 

party’s records but not in the investment 

firm’s own records) 

F 

Uncorrected inaccuracies identified in the 

third party’s records 

 List items 

G 

Amended balance per third party’s records H (E+F+G) 

Unexplained reconciliation difference I (D-H) 

Should any reconciliation difference be identified, an investment firm should consider the 

need for adjustments to its client financial instrument resource and/or client financial 

instrument requirement. 
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