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‘ Statutory Document No. 369/08
FINANCIAL SERVICES ACT 2008

‘ FINA NCIAL SERVICES RULE BOOK 2008009

Approved by Tynwald 2008009
Coming into operation 1stAugustJanuary201008

The Financial Supervision Commission, after carrying out the consultations <

requwed bv sect|on 44(5) of the tn—exe#etse—ef—the—peweps—eeme#eéen—the

Fmanmal Services Act 2008, makes this Rule Book under section 18 of, and
Schedule 3 to, that Act

PART 1| INTRODUCTORY

1.1 Citation and commencement

The title of this is-Rule Book may-be—cited-as-is the Financial
Services Rule Book20082009 and shall-it comes into operation on 1st

August-January 201008.

1.2 Interpretation

(1) In this Rule Book |
"the Act" means the Financial Services Act 2008
"the Order" means the Regulated Activities Order 2008009,

(2) References in theseRegulations to ¢

12008 c.8
| 2SD367/08
Price £10.00 Price Band K
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®3)

(4)
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(a) a class of regulated activities areto regulated activities of
a class specified in Schedule 1 to the Order;

(b) a numbered class, or to a numbered paragraph of such a
class, are to the class of regulated activities so numkered
in Schedule 1 to the Order, or to the paragraph so
numbered of that class, as the case may be.

Other expressions inthis Rule Book have the meanings given by
Schedulel.1.

Any note in a Schedule to this Rule Book shall be construed as
part of that Schedule.

1.3  Application

{3)——Exeeptasprovided-by—paragraphs{-and{2—This Rule Book

applies to every licenceholder in—relation—to—any—regulated-
activities—as from the date a licence is issuedin—respect-of-those

(42)

(3)

Subject to paragraph 1, wthere aprovision of this Rule Book is
stated to apply to a licenceholder licensed to carry on regulated
activities of a specified description, that provision applies |

(a) except where otherwise expressly provided,
(b) only so far as applicable;

(© only in relation to regulated activities of that description;
and

(d) inthe case of a licenceholder incomporated in a country or
territory outside the Island, only in relation to regulated
activities carried on in or from the Island.

Requirements in this Rule Book are in addition to those under

other legislation, including companies legislation, and
compliance with other legislation will not of itself satisfy the
requirements in this Rule Book.

14
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(@ is required by any provision of this Rule Book to notify the

that requirement shall not be taken to have been complied with unless
the natification is confirmed in writing within 24 hours after it is given.

1.4  Confirmation of oral notification
Where a licenceholder ¢
Commission of any matter, and
(b)  notifies the Commission orally of that matter,
1.5 Commencement of requlated activities

Where a licenceholder hasnot commenced regulated activities within
four months of the date of grant of its licence, it must notify the
Commission of this fact within 10 working days after the end of the
four month period.




2.1

2.2

2.3

2.4

25
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PART 2| FINANCIAL RESOURCES AND REPORTING

Chapter 1| General requiremerts for all licenceholders

Application

(1)  This Chapter does not apply to any licenceholder in relation to
activities falling within Class 68.

(2)  Subject toparagraph (1) rule 2.2applies to all licenceholders.

(©)] Subject to paragraphs (1) and (2), this Chapter applies to all

licenceholders other than those licensed to carry on only
activities falling within either or both of |

(a) paragraph (6) of Class 4 (acting as officer of company),
and

(b) paragraph (2) or (5) of Class 5 (acting as trustee or
protector).

Annual reporting date

A licenceholder must notify the Commission of its annual reporting

date.

Notification of inability to comply

A licenceholder must notify the Commission immediately where it has
reason to believe that |

@)
(b)

it will be unable to make a financial return; or

it will be unable to comply , or to demonstrate compliance, with
any provision of this Part as a result of a failure in accounting
systems.

Reporting currency

Any financial return made by a licenceholder must be expressed|

@)

(b)

in such currency as the Commission, at the licenceholder's
request, may approve; or

if no such currency is approved, in sterling.

Responsibility for returns

" : hold b e off

16
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2——Any person who is a responsible officer or an Isle of Man resident
officer in relation to a licenceholder is responsible for the completeness
and accuracy of any financial return made to the Commission by or in
respect of the licenceholder.

2.6

2.7

2.8

Misleading financial returns

A licenceholder must notify the Commission as soon as it has reason to
believe that any financial return previously made by it to the
Commission was or has become misleading in any material respect.

Electronic reporting

1)

)

®3)

A financial return must be made to the Commission ¢

€)) by such method of electronic communication as the
Commission may reasonably require, or

(b) such other method of communicatio n as the Commission
may approve.

Paragraph (1) does not apply to |

(@ a licenceholder's annual financial return referred to in
rule 2.9, or

(b) any annual accounts of a parent company, holding
company, subsidiary or associated company referred to
inrule 2.110r 2.15

In paragraph (1) "electronic communication” has the same
meaning as in the Electronic TransactionsAct 2000.

Annual financial statements

1)

References in this Part to the annual financial statements of{
(@ alicenceholder,
(b)  acompany of which a licenceholder is a subsidiary, or

(c) a subsidiary or associated company of a licenceholder,

17
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shall be construed in accordance with this rule.

2) Subject to paragraph (3), the annual financial statements of a
person referred to in paragraph (1) comprise one or more
statements in monetary terms of the results of the transactions of

l
(@ that person, or

(b) if the Commission so directs, that person and its
subsidiaries,

over a year ending on its annual reporting date .
(3) Those statements|
(a) must include |
0] a balance sheet as at that date, and

(i)  a profit and loss account or income statement for
that year;

of that person, or that person and its subsidiaries, as the
case may be;

(b) may relate to a period other than a year where permitted
by rule 2.93); and

(c) must be prepared according to|

@) the standards required by the law of the country or
territory in which that person is incorporated, if
that law requires them to comply with accounting
standards;

(i)  otherwise, the standards referred to in rule 2.10
2.9  Annual financial return

(1) A licenceholder must provide to the Commission an annual

financial return as soon as it is available, and in any case, within

KwOOOUT UwoOil wUT T wODPEI OEI T OOEI Uz UwEOOUI
(2)  The annual financial return must comprise |

(@) the licenceholder's audited annual financial statements
for the period to which the return relates, and

(b)  such other statements (if any) as are required by the
following provisions of this Part.

18
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The period to which the annual financial return r elates must be
the year ending on the licenceholder's annual reporting date,
unless|

(@) it is the licenceholder's first annual financial return, in
which case the period shall be the period (not being more
than 18 months) beginning with the date the
licenceholder began trading and ending on its annual
reporting date; or

(b)  the licenceholder's annual reporting date has changed
since the previous annual financial return, in which case
the period shall be such period (not being more than 18
months) beginning on a previous annual reporting date
and ending on the new annual reporting date.

The annual financial statements provided under paragraph
(2)(a) must be|

(a) signed by the auditor, or

(b) certified by a director of the licenceholder to be a true
copy of a copy signed by the auditor.

Accounting standards

Except where otherwise provided, any financial return which is
requir ed by this Rule Book to be submitted to the Commission must be
prepared in accordance with either |

@)

(b)

any applicable Financial Reporting Standards issued or adopted
from time to time by the Accounting Standards Board in the
United Kingdom; or

any International Financial Reporting Standards published from
time to time by the International Accounting Standards Board.

Accounts of parent and holding companies

1)

Where a licenceholder is a subsidiary of another company ("the
parent company"), it must prov ide to the Commission a copy of
the audited annual financial statements of |

(@  the parent company, and

19
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(b) any company which is a holding company of the parent
company,

as soon as they become available, and in any case, within 6

(2)  Those statements must be audited|

(&) in accordance with the law of the country or territory in
which the parent company or holding company (as the
case may be) is incorporated, if they are required by that
law to be audited,;

(b) otherwise, as if they were the annual financial statements
of the licenceholder.

(©)] The copy of the statements provided under paragraph (1) must
be|

(a) signed by the auditor, or
(b) certified by a director of the licenceholder to be a true

copy of a copy signed by the auditor.

Chapter 2| General requirements for all licenceholders incorporated in the Island
and professional officers

2.12  Application

(1)  This Chapter does not apply to any licenceholder in relation to
activities falling within Class €8.

(2) Subject to paragraph (1), rule 2.13 applies to all licenceholders
which are incorporated in the Island and licenceholders
authorised to carry on only activities falling within either or

both of |

(a) paragraph (6) of Class 4 (acting as officer of company),
and

(b) paragraph (2) or (5) of Class 5 (acting as trustee or
protector).

(3)  Subject to paragraphs (1) and (2)this Chapter applies to all
licenceholders which are incorporated in the Island.

2.13 Change of annual reporting date

A licenceholder may not change its annual reporting date without the
prior consent in writing of the Commission.

20
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2.14 Accounting records

(1) Alicenceholder must keep such accounting records in the Island
as are necessary accurately to show at any timg

(@) the financial position of the | icenceholder's business, and

(b)  whether the licenceholder complies with any applicable
provisions of this Part relating to its financial resources.

(2)  Alicenceholder must preserve its accounting records for retless
thanat least 6 years beginning with the date on which they are
made.

(3) Where a licence is surrendered or revoked, the licenceholder
must preserve its accounting records for retless-thanat least 6
years beginning with the date of surrender or revocation.

(4) A licenceholder must keep the Commission informed of the
method of storage and location of any records required by this
rule to be preserved.

(5)  The requirements of this rule are without prejudice to the
requirements of any other statutory provision.

2.15 Accounts of subsidiary and associat ed companies

(1) A licenceholder's audited—annual financial return must include
(in addition to the audited annual financial statements
mentioned in rule 2.92)(a)) a copy of the latest audited annual
financial statements of|

(a) any subsidiary of the licenceholder, and
(b) any associated company of the licenceholder,
I REI xUWEWEOOXxEQawpkPl PET wUT 1T woOPEI OEI |
has not traded in the financial year in question.
2 Those statements must be audited |

(a) in accordance with the law of the country or territory in
which the subsidiary or associated company (as the case
may be) is incorporated, if they are required by that law
to be audited;

(b)  otherwise, as if they were the annual financial return of
the licenceholder.

(3)  The copy of the statements provided under paragraph (1) must
be |

21
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(a) signed by the auditor, or

(b) certified by a director of the licenceholder to be a true
copy of a copy signed by the auditor.

In this rule |
"subsidiary" does not include a shelf company;
"shelf company" means a company which |

(a) has been formed and maintained by a licenceholder in
the course of regulated activities falling within Class 4 or
Class 5 with the intention that it should at some time be
transferred to a client, and

(b) has not carried on any activity.

General requirements for all licenceholders incorporated outside the

Island

2.16 Application

2.17

2.18

1)

)

This Chapter does not apply to any licenceholder in relation to
activities falling within Class 68.

Subject to paragraph (1), this Chapter applies to all
licenceholders which are incorporated outside the Island .

Change of annual reporting date

Without prejudice to rule 2.2, a licenceholder must notify the
Commission before changing its annual reporting date.

Accounting records

1)

)

®3)

A licenceholder must keep such accounting records in the Island
as are necessary accurately to show its operations in or from the
Island at any time.

A licenceholder must preserve its accounting records for netless
thanat least 6 years beginning with the date on which they are
made.

Where a licence is surrendered or revoked, the licenceholder
must preserve its accounting records for retdess—thanat least 6
years beginning with the date of surrender or revocation.

22
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(4) A licenceholder must keep the Commission informed of the
method of storage and location of any records required by this
rule to be preserved.

(5) The requirements of this rule are without prejudice to the
requirements of any other statutory provision.

Contents of annual financial return

A licenceholder's annual financial return must include (in addition to
the annual financial statements mentioned in rule 2.92)(a)) adetailed
profit and loss account in respect of its operations in or from the Island.

Chapter 4| Specific requirements for deposit takers incorporated in the Island

2.20

Application

This Chapter—dees—netapph—te—any—licenceholder—n—relation—to—activities-
call o .

2.21

2.22

2.23

{2)——Subject—to—paragraph—(1)—this—Chapter applies to all
licenceholders licensed to carry on regulated activities falling within
Class 1 which are incorporated in the Island.

Share capital

The paid-up share capital of a licenceholder must not be less than
£3,500,000 sterling or its equivalent in another currency.

Charges

(1)  Alicenceholder must notify the Commission before |
(a) creating any charge on any of its asses, or

(b) entering into an agreement by virtue of which such a
charge may be created

(2) A notification under paragraph (1) must be made |

(a) if practicable, not less than 20 business days before the
charge is created or the agreement is entered into, as the
case may be; or

(b) otherwise, as soon as practicable.
Capital resou rces

(1)  Alicenceholder must by its directors |
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(@) establish and maintain an internal capital adequacy
assessment procesgICAAP) which is appropriate to the
nature and scale of its business, and

(b)  review that process annually.

(2) A licenceholder must not at any time permit its risk -asset ratio
to fall below the minimum risk -asset ratio.

(3) A licenceholder must immediately notify the Commission if at
any time it has reason to believe that its risk-asset ratio is or may
fall below the minimum risk -asset ratio.

(4)  Alicenceholder must by its directors |

(a) maintain appropriate procedures and controls for the
purpose of monitoring its compliance with the
requirements of paragraph (3), and

(b) review those procedures annually.
(5)  Alicenceholder must provide the Commission with details of |
(a) its internal capital adequacy assessment process,
(b)  the procedures referred to in paragraph (4)(a), and
(c) any substantial amendment of it or them,

within 20 business days of the approval by the directors of the
process, procedures or amendment.

(6) In this rule, in relation to a licenceholder, "minimum risk -asset
ratio” means |

(a) such risk-assetratio as the Commission may direct in the
case of that licenceholder;

(b)  where no such direction is given, 8 per cent.
2.24 Deposit -taking returns

(1)  The licenceholder must prepare the following deposit taking

L

Form SR1A Balance Sheet Assets, Liabilities and Off Balance
Sheet Items return

Form SR1B Credit Risk return
Form SR1C Operational Risk return
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FoomSR2A " ExDUEOOw " UUUI OU0w /1 UPOEzUw / C
Provisions and Non -performing Assets return

Form SR2B Large Exposures Reporting return

Form SR-2C Risk Asset Ratio and Memorandum Items return

Form SR-3A Liquidity Risk return

Form SR-3B Interest Rate Risk return

Form SR4 Market Risk (FX and gold, commodities) and
Settlement Risk return.

(2)  The licenceholder must prepare an additional set of deposit
taking returns as at its annual accounting date if this does not
fall on a quarter-end.

(3) The licenceholder must submit every set of deposit taking
returns prepared under paragraph (1) or (2) to the Commission
within one month of the date to which it relates.

(4) The deposit taking returns must contain the information
specified in Schedule 21.

2.25 Contents of annual financial return

(1) A licenceholder's annual financial return must include (in
addition to the annual financial statements mentioned in rule

2.92)@)|
(a) a statement detailing the calculation of its large exposures
capital base as at its annual reporting date

(b) a detailed profit and loss account relating to its own
transactions (if not included in the annual financial
statements); and

() a statement providing a reconciliation of all material
differences between |

0] the set of deposit taking returns as at its annual
reporting date, and

(i)  the balance sheet and profit and loss account.

(2)  The balance sheet mentioned in rule 2.92)(a) must include or
have annexed to it |

(@) an analysis of assets and liabilities by maturity date in the
following time bands, separately identifying deposit
liabilities and placings with deposit takers |
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From lessthan
Sight 8 days

8 days 1 month

1 month 3 months
3 months 6 months
6 months 12 months
12 months 3 years

3 years 5 years
5years |

(b)  the gross amount of all loans and advances due from
intra-group companies;

(c) the gross amount of all loans and advances due from, and
guarantee commitments entered into on behalf of:-
0] shareholders; and
(i) directors and managers;

(d) in respect of large exposures otherwise than to deposit
takers, the number and total value of exposures which
individually ex ceed 10% of the total of the large
exposures capital base, loans to related parties being
aggregated.

(3) The profit and loss account mentioned in rule 2.92)(b) must
include (or have annexed to it) statements of |

(a)  total income for the year;
(b) interest income and expenditure; and

(c) the effect on the profit and loss account of provisions for
bad and doubtful debts, separately identifying amounts
ETEUT T EwET EPOUUWUT T wWwEUUUI OUwal EU;
written off and provisions and any credit for releases of
existing provisions, recoveries etc.

2.26 Publication of annual financial statements

(1)  Within 4 months of its annual reporting date, a licenceholder
must |

(@ make its audited annual financial statements available for
public inspection in the Island;
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(b) display a notice in its registered office and all other
offices in the Island stating that |

0] a copy of its latest audited balance sheet together
PPDUT wUT 1 WOEUUWEUEDPUOUZzUwUI xOUU
audited annual financial statements) may be
inspected by any person on demand, and

(i) copies are available to be taken away;

() make its annual financial statements available for public
inspection on its website. If the licenceholder does not
have a website, the annual financial statements must be
made available on the most appropriate website of the

rou

In addition to the annual financial statements referred to in
paragraph 1(2a), a licenceholder may make abridged financial
statements available for inspection.

The annual financial statements in paragraph 1(c) may take the

(34)

form of abridged financial statements.

Any abridged statements made available under paragraphs (2)
or (3) must contain the following information as a minimum |

(@) aBalance Sheet identifying separately|
Liabilities
Paid up element of issued share capital
Revenue reserves
Subordinated loans
Deposit liabilities
All other liabilities
Total liabilities
Assets

Money market assets, differentiating between
intra-group and oth ers

Loans
Investments
Intangible assets
Fixed assets

All other assets
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Total assets
(b)  anote of any contingent liabilities;
(c) the names of the directors and secretary;

(d) the immediate and ultimate holding company of the
licenceholder;

(e) any subsidiaries of the licenceholder;

)] the registered office;

(99 Uil wWEUEPUOUzUwWUI xOUUOO

(h) a note that a copy of the full audited financial statements

is available upon request (specifying any fee that will be
charged).

&hapter 5| Specific requirements for deposit- takers incorporated outside the
Island

2.27 Application

{)——This Chapterdoes-netapph—to-any-licencehelderinrelation—to-
ities fall ithi :

{2——Subject—to—paragraph—(1)—this—Chapter applies to all
licenceholders licensed to carry on regulated actvities falling within
Class 1 which are incorporated outside the Island.

2.28 Deposit taking returns

(1) The licenceholder must prepare the following deposit -taking

L

Form SR1A Balance Sheet Assts, Liabilities and Off Balance
Sheet Items return
FormSR2A " ExDUEOOw " UUUI OU0w /1 UPOEzUw /L
Provisions and Non -performing Assets return (the
licenceholder shall not complete the section on
capital)

Form SR-2B Large Exposures Reporting return

Form SR2C Risk Asset Ratio and Memorandum Items return
(the licenceholder shall not complete the section on
risk-asset ratio)

Form SR-3A Liquidity Risk return
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(2)  The licenceholder must prepare an additional set of deposit
taking returns as at its annual accounting date if this does not
fall on a quarter-end.

(3) The licenceholder must submit every set of deposit taking
returns prepared under paragraph (1) or (2) to the Commission
within one month of the date to which it relates.

(4) The deposit taking returns must contain the information
specified in Schedule 21.

2.29 Publication of annual financial statements

(1)  Within 4 months of its annual reporting date, the licenceholder
must |

(a) make its audited annual financial statements available for
public inspection in the Island;

(b) display a notice in all its offices in the Island stating that

L

0] a copy of the latest audited balance sheet of the
OPEI OEI T OOEI Uw UOT 1 UT 1T Uw PPUT w C
report (as it appears in the audited annual
financial statements) may be inspected by any
person on demand, and

(ii) copies are available to be taken away;

() make its annual financial statements available for public
inspection on its website. If the licenceholder does not
have a website, the annual financial statements must be
made available on the most appropriate website of the

roup.

2) In addition to the financial statements referred to in paragraph
1(2a), a licenceholder may make abridged financial statements
available for public inspection.

(3) The annual financial statements in paragraph 1(c) may take the
form of abridged financial statements.

(34) Paragraph (34) of rule 2.26applies to abridged statements made
available under paragraphs (2).and (3).
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Chapter 6| Specific requirements for investment businesses andCIS service,
corporate service and trust service providers (except professional officers)

2.30 Application

2.31

2.32

2.33

This Chapter applies to all licenceholders licensed to carry on regulated
activities falling within Class 2, Clas s 3, Class 4 or Class 5 other than

(&) those who are also licensed to carry on activities falling within
Class 1, and
(b) individuals licensed to carry on only activities falling within
either or both of |
0] paragraph (6) of Class 4 (acting as officerof company),
and
(i) paragraph (2) or (5) of Class 5 (acting as trustee or
protector).
Solvency

A licenceholder must ensure that at all times it is able to meet its
liabilities as they fall due.

Failure to comply with obligations

1)

()

A licenceholder must notify the Commission as soon as it has
reason to believe that it will be unable to make a payment to a
creditor on the date that the payment is due.

For the purpose of this rule |

(a) a payment under a contract is due on the date on which it
is payable in accordance with the terms of the contract;

(b) a payment under a transaction subject to the rules of an
exchange or clearing house is due on the date on which it
is payable under those rules.

Financial commitments

1)

@)

A licenceholder must not give any guarantee, indemnity or
other commitment (other than one entered into in the ordinary
course of its business) without the consent of the Commission.

A licenceholder must notify the Commission as soon as it
becomes aware that any guarantee, indemnity or other
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commitment given by the licenceholder may result in a claim
notifiable under rule 2.34

(3) A licenceholder must notify the Commission as soon as it
becomes aware of|

(@) any guarantee, indemnity or other commitment given in
respect of the licenceholder by another member of the
licenceholder's group in favour of an exchange;

(b) any contingent liability incurred by the licenceholder
which might affect its ability to meet any of the
requirements referred to in rule 2.37 and

(c) any change in information previously notified under
paragraph (2) or this paragraph.
2.34 Claims

A licenceholder must notify the Commission as soon as it becomes
aware of any claim made in writing against the licenceholder where
any amount claimed or disputed is likely to exceed the lower of |

(a) £10,000; or

(b)  where applicable, vY i w Of w OT 1 w OPEI OEI 1 OOEI Uz U
tangible asset requirement (specified in column 6 of Schedule
22).

2.35 Charges
(1) A licenceholder must not withou t the consent of the
Commission |
(a) createany charge on any of its asses, or

(b) enter into an agreement by virtue of which such a charge
may be created.

(2)  Alicenceholder must |

(a) notify the Commission as soon as a charge (other than
one created with the consent of the Commission) has
been registered against the licenceholder; and

(b)  at the same time state whether the charge has an adverse
impact on its financial resources.

3) For the avoidance of doubt, references in this rule to assets of a
licenceholder do not include property held by the licenceholder
as trustee of an express trust.
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hapter 7| Specific requirements for investment businessesand CIS service,
corporate service and trust service providers_ and e-money issuers
incorporated in the Island

2.36 Application

This Chapter applies to all licenceholders licensed to carry on regulated
activities falling within Class 2, Class 3, Class 4-er Class 5or Class 6
which are incorporated in the Island , other than those who are also
licensed to carry on activities falling within Class 1.

2.37 Financial resources requirements

(1) A licenceholder licensed to carry on regulated activities falling
within a class, and the paragraphs of a class, specified in
columns 1 and 2 of Schedule 22 must at all times comply with
the following requirements ¢

(a) its issued share capital (including any paid-up share
premium) must not be less than the corresponding
amount specified as its minimum share capital
requirement in column 5 of Schedule 22;

(b) its net tangible assets (calculated in accordance with Part
A of Schedule 23) must not be less than the
corresponding amount specified as its minimum net
tangible asset requirement in column 6 of Schedule 22;

(c) it must maintain liquid capital of an amount calculated in
accordance with Part D of Schedule 23.

(2)  The requirements referred to in paragraph (1)(a) and (b) are
subject to any qualification or exception specified in column 4 of
Schedule 22.

(3)  Where the licenceholder carries on 2 or nmore regulated activities
in respect of which different amounts are specified or calculated
as mentioned in paragraph (1)(a), (b) or (c), the requirement in
guestion shall be taken as relating to the highest amount so
specified.

2.38 Procedures and controls

A licenceholder must maintain appropriate procedures and controls
for the purpose of monitoring its compliance with the requirements of
rule 2.37.
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2.39 Notification of actual or potential breach

1)

)

®)

A licenceholder must immediately notify the Commission if at
any time it has reason to believe that its net tangible assety

(@ are or may fall below the amount referred to in rule
2.3711)(b); or

(b)  without prejudice to sub -paragraph (a), are or may fall
below 110% of that amount.

A licenceholder must immediately notify the Commission if at
any time it has reason to believe that its liquid capital |

(a) is or may fall below the amount referred to in rule
2.371)(c); or

(b)  without prejudice to sub -paragraph (a), is or may fall
below 110% of that amount.

When giving a notification under paragraph (1) or (2) the

licenceholder must also provide the Commission with |

(a) a full expl anation of the circumstances, and

(b) details of the steps that the licenceholder is taking or has
taken to prevent a breach of rule 2.37 occurring or to
remedy the breach, as the case may be.

2.40 Contents of annual financial return

(1)

A licenceholder's annual financial return must include (in

addition to the annual financial statements mentioned in rule

2.92)(a) |

(a) an—audited- financial resources statementwhich has been
reviewed and signed eff-by thean auditor ; and

(b)  where the profit and loss account included in the annual
financial statements is not sufficient to verify the
calculations in the statement referred to in sub-paragraph
(a), a detailed unconsolidated profit and loss accountof
the licenceholder;

(c0  where there are differences between the statements
referred to in sub-paragraphs (a) and (b) and whichever
of the following is applicable |

0] the interim financial returns required by rule 2.42
or

(i)  the calculations referred to in rule 2.46b),
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a reconciliation identifying those differences and the
reasons for them.

()] The statement referred to in paragraph (1)(a) must be prepared
in accordance with Schedule 23.

hapter 8| Specific requirements for investment businesssand, CIS service
providers and e-money issuersincorporated in the Island (except financial
advisers and promoters)

2.41 Application

This Chapter applies to all licenceholders licensed to carry on regulated
activities falling within Class 2 , ard-Class 3 and Class 6 which are
incorporated in the Island, other than |

(@) those who are also licensed to carry on activities falling within
Class 1, and

(b)  those licensed to carry on only activities falling within either or
both of |

0] paragraphs (3) and (7) of Class 2 (advising on
investments), and

(i) paragraph (8) of Class 3 (acting as promoter of collective
investment scheme).

2.42 Interim fin ancial returns

(1) A licenceholder must prepare an unaudited interim financial
return as at its annual reporting date and as at the end of the
periods of |

(a) 3 months,

(b) 6 months, and

(c) 9 months,

after each annual reporting date.

2) In the case d a licenceholder licensed to carry on only activities
falling within paragraphs (3) and (6) of Class 2 (investment
adviser to retirement benefits schemes), paragraph (1) has effect
with the substitution, for the words from "the periods" onwards,
of "the period of 6 months after each annual reporting date".

(3) The licenceholder must provide an interim financial return
prepared under paragraph (1) to the Commission as soon as it
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becomes available, and in any case, withinone month after the
end of the period to which it relates.

(4)  An interim financial return must comprise a statement in
monetary terms of the results of the licenceholder's transactions
over the period to which it relates, including |

(@ an unconsolidated balance sheet which shows the stat of
affairs of the licenceholder as at the end of the period to
which it relates; and

(b) an unconsolidated profit and loss account which shows
the profit or loss (not cumulative) of the licenceholder for
that period; and

(c) a financial resources statament.

(5)  The statement referred to in paragraph (4)(c) must be prepared
in accordance with Schedule 23, with any necessary
modifications.

(6)  An interim financial return must be in sufficient detail to verify
the calculations required by rule 2.37.

Chapter 9| Specific requirements for stockbrokers incorporated in the Island

2.43 Application

This Chapter applies to all licenceholders licensed to carry on all the
regulated activities falling within  paragraphs (1) to (6) of Class 2 which
are incorporated in the Island, other than those who are also licensed to
carry on activities falling within Class 1.

2.44 Counterparty risk requirement (CRR)

The calculation (as part of the financial resources requirements) of the
licenceholder's liquid capital referred to in rule 2.371)(c) must include
an item representing the risk that counterparties to transactions to which
it is party could default before final settlement, calculated in accordance
with Schedule 24.
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Chapter 10| Specific requirements for certain advisers and promoters,ipvestment
businesses corporate service providers and trust service providers

incorporated in the Island {exeepteertain-advisers-and-professional-officers)

2.45 Application

2.46

(1)

This Chapter applies to all licenceholders__which are
incorporated in the Island and are licensed to carry on regulated
activities falling within the following paragraphs of Class 2

o : otherthan|

; | sl | calling withi

Classtand

| e aetiflibe tolwithi

)

(23)

(ta) paragraphs (3) and (6) of Class 2 (investment adviser to
retirement benefits schemes) or

(#b) paragraphs (3) and (7) of Class2 (financial adviser) -

other than those who are also licensed to carry on activities
falling within Class 1 .

This Chapter also applies to all licenceholders licensed to carry
on regulated activities falling with paragraph (8) of Class 3
(acting as promoter of collective investment scheme).

This Chapter also applies to all licenceholders licensed to carry
on regulated activities falling within Class 4 or Class 5 which are
incorporated in the Island, other than -

{a—those who are also licensed to arry on activities falling within

Class 1and

L individuals_l \ities fallina withi

: ol . ﬂ. ﬁ .

Monitoring of financial resources requirements

A licenceholder must |

@)

(b)

monito——evidence and document compliance with the
requirements of rule 2.37 to—ensure—that-it-complies—with-the-
reguirements-atall- times-andinany-event—notlessoftenthanat
leastonce in each quarter, and

if so required by the Commission, provide it with evidence of
the calculations required for that purpose.
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PART 3| CLIENT MONEY AND TRUST MONEY

Chapter 1| Application and interpretation

Interpretation: general

In this Part |
"client" includes the trustee of a trust;

"client bank account", “designrated-client-bank-acecount--"general
client bank account" and "separatespecified client bank account”
have the meanings given by rule 3.3,

"client money" has the meaning given by rule 3.2,
"money" means |
(a) legal tender in the Island or elsewhere, or

(b) anything which may be directly converted into legal
tender,

and includes notes and coin, cheques, drafts and other bills of
exchange, and funds held in electronic form;

"recognised bank" means an institution which is either |
(a) licensed to carry on an activity of Class 1; or

(b) carrying on business in a country or territory outside the
Island the government of which has signif ied acceptance
of the principles of the International Concordat on
Banking Supervision issued by the Committee on
Banking Regulation and Supervisory Practices, and
authorised under the law of that country or territory to
carry on activities corresponding t o activities of Class 1,

except (in the case of an institution falling within (b) above)
where the Commission has notified the licenceholder concerned
that it has reason to believe that the principles referred to are not
being applied; and any reference in this Part to a bank is to a
recognised bank;

"relevant agreement" means any agreement the making or
performance of which by either party constitutes a regulated
activity to which this Part applies;
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(2)

"regulated activity to which this Part applies" means a r egulated
activity falling within Class 2, Class 3, Class 4, e—Class 5 or
Class6;

"trust money" has the meaning given by rule 3.2

This Part applies to a licenceholder licensed to carry on an

32 1

1)

)

®3)

activity falli ng within Class 3 with any necessary modifications,
as if references to a client were references to a collective
investment scheme, or to a participant in such a scheme, as the
case may require (but so that each such scheme shall be treated
as a separate lient).

In this Rule Book |

(a) "client money" means money which, for the purpose or in
the course of a regulated activity to which this Part
applies, a licenceholder|

0] holds or receives on behalf of a dient, or
(i) owes to a client;

(b) "trust money" means money, forming part or all of the
assets of a trust, which, for the purpose or in the course of
a regulated activity to which this Part applies, a
licenceholder holds or receives as, or as agent omominee
of, the trustee of that trust.

Where, for the purpose or in the course of a regulated activity to
which this Part applies and which is carried on or to be carried

on for a client, a licenceholder holds or receives (in the Island or
elsewhere) money which is not immediately due and payable to

the licenceholder for its own account, for the purpose of this rule

it holds or receives that money on behalf of the client.

Without prejudice to paragraph (2), where |

(@) a relevant agreement is in force between a licenceholder
and a client, or

(b)  the licenceholder expects to enter into a relevant
agreement with or for a client,

and the licenceholder, or an agent on its behalf, holds or receives
(in the Island or elsewhere) any money |

0] which is not immediately due and payable on demand to
the licenceholder for its own account; or
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3.3

(4)

(®)

(ii) which, although so due and payable, is held or received
in respect of any obligation of the licenceholder under the
agreement which has not yet been performed,

for the purpose of this rule the licenceholder holds or receives
that money on behalf of the client.

For the purpose of this rule a licenceholder owes money to a
client where it is due and payable to the client by the
licenceholder or an agent on its behalf, whether demanded or
not.

Money ceases to be, or never becomes, client money if it is paid

L

(@)  tothe client; or

(b) into a bank or other account in the name of the client (not
being an account which is also in the name of the
licenceholder); or

(c) otherwise at the direction of the client.

Meaning of "client bank account" and related expressions

1)

Subject to paragraph (2), in this Part|

"client_ bank account”, in relation to a licenceholder, means an
account held by the licenceholder at a recognised bank which is

L

(a) specially created by the licenceholder for the purpose of
holding client money, and

(b) segregated from any account holding money which is not
client money;
"general client bank account" means a client bank account other

than a specified client bank account which includes in its title
thewords 2 EOPI ODUWEEEOUOU»

"specified client bank account" means a client bank account|

(a) where the specific recognised bank has been

(i) chosen by one or more clients; or

(ii) chosen by the licenceholder for one or more clients
and the name of the bank together with the fact
that the account is a specified client bank account
has been notified by the licenceholder to the

client(s);

39



and which holds, and is intended to hold, client money of
that client or those clients and of no other client; and

(b) which is segregated from any account holding money
which is not client money of that client or those clients;
and

(c)  which includes in its title the word s ? Ux |1 E Blienb1 E
account? O

"trust bank account" means an account held by the trustee of a
specified trust at a recognised bank which |

(a) holds, and is intended to hold, trust money of that trust
(and no other money), and

(b) is segregated from any account holding money which is
not trust money of that trust.

(2) An account is not a client bank account if |

(a) in the event of a failure of the licenceholder, it may be
combined with any other account; or

(b) there is any right of set-off or counterclaim against it in
respect of any debt owed by the licenceholder.
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3.4  General restriction on holding client money  or trust money

(1) A licenceholder must not hold or receive client money or trust
money except in accordance with the following provisions of
this Part.

(2)  This rule applies to a branch of a licenceholder in a country or
territory outside the Island except|

(@)  the United Kingdom, or

(b) a country or territory which the Commission has notified
to the licenceholder for the purpose of this rule as a
country offering equivalent protection,

as it applies to an establishment of the licenceholder within the
Island.
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hapter 2| Client money requirements for investment businesses CIS service,
corporate service and trust service providers and eemoney issuers

3.5 Application

This Chapter applies to all licenceholders licensed to carry on regulated
activities falling within Class 2, Class 3, Class 4-o+ Class 5or Class6 in
relation to such activities carried on in or from the Island.

3.6 Duty to ho Id client money separately
(D) Subject to paragraph (2), a licenceholder must pay all client
money into either |
(a) a client bank account, or

(b)  with the exception of activities falling within Class 6, a
bank account in the name of the client.

(2) With the exception of activities falling within Class 6, H a
licenceholder is requested by a client to do so, it must pay client
money of that client into a separate-specified client bank
account.

3 Client money must be held on trust for the client entitled to it.
(4) Paragraphs (1) to (3 do not apply where |
(@  the licenceholder pays client money to, or by the written
direction of, the client entitled to it; or

(b) client money is held or received in respect of a relevant
agreement which is governed by a law other than the law
of the Island, in which case the licenceholder must warn
the client in writing that his money may not be protected
as effectively as it would be if those paragraphs applied.

3.7 DesighatedaccountsClient money information sheet

(1) This rule does not apply in relation to activities falling within
Class 3 orClass 6.

(2) A licenceholder must provide a client with a copy of the Client
Money Information Sheet containing the details specified in
Schedule 3.1 prior to _accepting any client money for that client.

) . . . ont .
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3.8 Notification of receipt of client money in certain cases

(1) A licenceholder who receives client money in circumstances in
which it is not authorised by the terms of its licence to receive
such money must immediately pay the m oney into a client bank
account, inacecordance-with-rule-3.5.

(2)  The licenceholder must also, on the date of receipt or the next
working day, notify the Commission of the facts, including |

(@)  the reason for the receipt of the money,

(b)  the action taken, and

(c) the arrangements for paying the client money out of the
client bank account.

3.9  Account to be specified in cheques etc.

(1)  This rule applies where money |
(a) is or is to be paid to a licenceholder, and
(b) on receipt by the licenceholder is or will be client money.

(2)  The licenceholder must advise any person by whom the money
is or is to be paid to make the relevant cheque or other
instrument payable to either |

(@)  the client entitled to the money, or
(b) a payee designated as follows|

0] "[licenceholder] ¢ client account”; or
(i) - ' i =

{H)—"licenceholder] ¢ specified client account -re
[name of client(s)]";

as-the-case-may-be

(c) in the case of an account in a country or territory outside
the Island, a payee designated by such description in an
official language of that country or terr itory as is
equivalent to the appropriate wording in sub -paragraph

(b).
3.10 Operation of client bank account

(1) The title of the client bank account must include |
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(a)  the words "client account " (O U w? E O fnd @here the E 2 A w
account is a specified client bank account the word
?2 Ux | EdidntBaécaint? pOUw? Ux1 EGanEODPI OUWE ¥ E 9

(b) in the case of an account in a country or territory outside
the Island, such description in an official language of that
country or territory as is equivalent to those words.

(2) In the case of a specified client bank account where the
recognised bank has beenchosen by thelicenceholder, the nhame
of the bank together with the fact that the account is a specified
client bank account must be notified to the client(s) within 5
wOUOPOT WwEEaAUwWOI wOT 1 wEEEOUOUZz wOx1 OPOT &

(3) Subject to paragraph (4), the bank at which the account is held
must acknowledge to the licenceholder in writing that |
(a) it understands that all money standing to the credit of all

client bank accounts maintained by the licenceholder is
held by the licenceholder as trustee and that the bank is
not entitled to combine the account with any other
account or to exercise any right of setoff or counterclaim
against money in that account in respect of any debt
owed to it by the licenceholder;
(b) interest earned on each such account will be credited to
the account or to an account of the same type;
(c) the title of each such account|
(i) is in the form requested by the licenceholder, and
(i) sufficiently distinqui_shes the account from any
other account containing money belonging to the
licenceholder;
and the licenceholder must supply, or arrange for the bank to
supply, the Commission with a copy of the acknowledgement.
(4) In _the case of an account in a country a territory outside the

Island, the licenceholder must either |

(a) ensure that the account is protected by segregation under
trust or otherwise by statutory or other requlation, as
effectively as it would be if held in a client bank account
in the Island, or

(b) warn the client in writing that his money may not be
protected as effectively as it would be if it were so held.
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(5) Except in the case of an account referred to in rule 3.16, the
licenceholder must not allow a client bank account to become
overdrawn.

(6) Subject to rule 3.26, the licenceholder must not pay money
which is not client money, or permit such money to be paid, into
a client bank account unless it is required |
(a) to open or maintain the account; or
(b) to restore _an amount withdrawn in error from the

account.

(7) If money paid to the licenceholder contains both client money
and money which is not client money, the licenceholder must |
(a) pay the money into a client bank account, and
(b) as soon as the funds are cleared and the amouhwhich is

not client money is ascertained, withdraw that amount
from the account.

(8) The licenceholder must not withdraw money from a client bank
account unless|
(a) it is not client money;

(b) it is properly required for payment to or on behalf of a
client; or

(c) it is properly transferred to another client bank account or
into a bank account in the client's own name.

(9) The licenceholder must not withdraw for its own account any
interest earned on a client bank account which is due to a client
under rule 3.14.

(10) The licenceholder must not withdraw money for or towards

payment of its own fees or commission unless |

(a) the withdrawal is in _accordance with the terms of a
relevant agreement; or

(b) the amount is agreed by the client or finally determined

by a court or arbitrator .£5-A-licenceholdermust-comply-

wiihthe-fellowngrequmrements-otthisrulonrelatiento—
a-chentbanlaccount

2 o of the-cl | rclud
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3.11 Records to be kept by licenceholder

1)

)

The licenceholder must keep proper records of client money
received, paid or held by it.

The records must in particular contain |

(@ a record of all receipts and payments, explaining their
nature;

(b)  entries from day to day of all receipts and payments,
including interest if applicable;

(c) an up-to-date record of the balances on|
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3.12

®3)

(4)

®)

(d)

0] all client bank accounts,

(ii) all accounts of the licenceholder with brokers and
other persons (other than recognised banks) in
which money is held which, if it were held by the
licenceholder, would be client money; and

(iif)  the licenceholder's ledger accounts relating to
client money received, paid or held by it; and

such further details as are reasonably necessary to
demonstrate compliance with the requirements of this
Part.

The records must identify the client on behalf of whom any
client money is received, paid or held.

Where appropriate, the records must also |

@)

(b)

disclose with reasonable accuracy, at any time, the details
of transactions in respect of which client money is
received, paid or held; and

permit the tracing of money in and out of accounts
referred to in paragraph (2)(c)(i) and (ii).

A licenceholder must preserve any records referred to in this
rule for retless-thanat least6 years.

Accounting for and use of client money

(1)

)

A licenceholder must account properly and promptly for client
money.

In particular, the licenceholde r must ensure that |

@)

(b)

(©

client money and other money do not become
intermingled (except in accordance with rule 3.1006) and

)

it can at all times be sure how much client money stands
to the credit of each client; and

money belonging to one client is not used for another
(except in the case of an account maintained under rule
3.152) or Chapter 2 A).

3.13 Reconciliation

1)

A licenceholder must; atleastence-a-month—
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3.14

(2)

(a) reconcile the balance on each client bank account, as
recorded by the licenceholder, with the balance on that
account as set out in the statement issued by thebank at
which the account is held; and

(b) as at the same date used under sb-paragraph (a),
reconcile the total of the balances on all client bank
accounts (as recorded by the licenceholder) with the total
of the corresponding credit balances in respect of each of
its clients (as recorded by the licenceholder).

For licenceholders licensed to carry on regulated activities

(3)

falling within Class 6 the reconciliation required by paragraph
(1) must be carried out daily.

For licenceholders licensed to carry on regulated activities

(24)
(35

(46)

(87)

(68)

9

falling within Class 2, Class 3, Class 4 or Clss 5 the
reconciliation required by paragraph (1) must be carried out at
least once a month

All client bank accounts must be reconciled to the same date.

A reconciliation under paragraph (1) must be checked by an
individual other than the pers on by whom it was carried out.

The licenceholder must keep a record of every reconciliation
under paragraph (1) and every check under paragraph (35).

The licenceholder must correct immediately any discrepancies
discovered on a reconciliation und er paragraph (1) unless, in the
case of paragraph (1)(a), they arise solely as a result of normal
timing differences.

The licenceholder must immediately notify the Commission,
with details, where it has not carried out or is not able to carry
out the reconciliation required by paragraph (1).

The licenceholder must notify the Commission, with details,
within 5 businessdays where it has completed the reconciliation
required by paragraph (1) but |

€)] it is not able to correct adiscrepancy; or

(b)  more than 3 months after completion, a discrepancy has
not been corrected

Interest on client money

" his ruled : : itios fall

ithin Cl .
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3.15

(32

(21) Where rule 6.38 (client agreement or terms of business)
applies |

(a) a licenceholder must pay interest on client money in
accordance with the terms set out in the client agreement
or terms of businessreferred to in that rule;

(b) if no interest on client money is to be paid to the client,
this must be clearly set out in the client agreement or
terms of business

Where rule 6.38does not apply, a licenceholdermustdisclose-to
a-client must receive written disclosure of how interest earned
on client money is to be treated.

Accounts for margined transactions

1)

)

®3)

(4)

(®)

This rule applies only to licenceholders licensed to carry on
regulated activities falling within Class 2; and the foregoing
provisions of this Part are subject to the provisions of this rule.

Where margined transactions are undertaken, a licenceholder
must maintain a specified client bank account or accounts|

(a) specially created for the purpose of holding margined
client money, and

(b) segregated from any account holding any other client
money.

Subject to paragraph (4), a licenceholder must hold any
margined client money in a client bank account referred to in
paragraph (2), and no other money may be held in such an
account.

When a licenceholder undertakes margined transactions with or
for a client under the rules of an exchange and in the types of
contracts traded on that exchange, the licenceholder may,
instead of paying margined client money into a client bank
account, pay it to the exchange or an intermediate broker to be
credited to the licenceholder's client account with the exchange
and to be dealt with in accordance with its rules and regulations.

The licenceholder may withdraw money from a client bank

account referred to in paragraph (2) where it is properly payable

to an exchange, an intermediate broker or the licenceholder's
client account with an exchange.
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(6)

()

(8)

9)

(10

A licenceholder must hold in such an account initial margins
calculated in accordance with paragraph (7) on each client's
positions (not on the overall net position across all clients).

For the purpose of paragraph (6) the initial margin to be held for

any client at any time is the total amount which, under the rules

of the relevant exchange, the licenceholder or intermediate
broker would be required to deposit in cash or approved

collateral as a fidelity deposit in respect of all that client's open
positions in margined transactions at that time, irrespective of
any unrealised profit or loss on such positions.

Where |

(@) margins required by an exchange or intermediate broker
in respect of any one client have not been received from
the client, and

(b)  the licenceholder does not pay the required amount
direct to the exchange or broker,

the licenceholder must itself pay the required amount into the
relevant client bank account.

A licenceholder must ensure that, on each business day, A is not
less than B where|

A = the total, as at the close of business on the immediately
preceding business day, of|

(a) the aggregate of the balances on all the
licenceholder's client bank accounts referred to in
paragraph (2);

(b)  the net aggregate of the licenceholder's equity
balances with exchanges and with intermediate
brokers; and

(c) the value of approved collateral deposited with the
licenceholder, whether held by it or by an
intermediate broker;

B=  the aggregate of the required contributions of all the
licenceholder's clients as at the close of business on the
immediately preceding business day.

In this rule |

a client's "equity balance" with a licenceholder at any time is the
amount which |
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(@) the licenceholder would be liable to pay to the client, or
(b)  the client would be liable to pay to the licenceholder,

in respect of his margined transactions if each of his open
positions were liquidated at the closing or settlement prices, and
a licenceholder's "equity balance" with an exchange or with an
intermediate broker has a corresponding meaning;

"margined client money" means client money held or received
for the pur pose or in the course of a margined transaction;

"margined transaction” means a transaction effected by a
licenceholder with or for a client relating to an option, future or
contract for differences under the terms of which the client will
or may be liable to make deposits in cash or collateral to secure
ensure the performance of obligations which he may have to
perform when the transaction falls to be completed or upon the
earlier closing out of his position;

"option", "future" and “contract for difference s" mean
investments falling within  paragraphs (g), (h) and (i)
respectively of the definition of "investment” in Schedule 2 to
the Regulated Activities Order 2008;

a client's "required contribution" is the greater of |

(@)  the amount of the client's initi al margin at that time,
calculated in accordance with paragraph (7); and

(b)  the aggregate of the client's equity balance at that time
and the amount of the value of the approved collateral
which the client has provided to the licenceholder.

Chapter 2A ¢ Client money requirements for stockbrokers

3.15A Application

This chapter applies to all licenceholders licensed to carry on requlated
activities falling within _paragraphs (1) to (7) of Class 2.

3.1 Client Money Requirement

The client money requirement is either|

(a) subject to rule 3.15F(1), the sum of, for all clients|

(i) the individual client balances calculated in accordance with
rule 3.15C(1), excluding]|

(A) individual client balances which are negative (i.e.
debtors); and
(B) EODI 60U Walanted &nb U & w
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(ii) _the total margined transaction requirement calculated in
accordance with rule 3.15E(1); or

(b)  the sum of |

(i) __ for each client bank account
(A) Ol 1 wESOUOU WP PET wlOT i wODPEITI OEI T O«
as held on that account; and
(B) an amount which offsets each negative net amount
PI PET wOT 1 wOPE]I OET T OGET Uz UwUI EO
to that account for an individual client; and
(i) the total margined transaction requirement calculated in
accordance with rule 3.155(1).
3.15C General Transactions

(1) The individual client balance for each client should be calculated
in accordance with th e following table.

Individual client balance calculation

Free money (no trades); and A
Sale proceeds due to the client:
(a) in respect of principal deals when the client has delivered B

the investments; or

(b) in respect of agency deals, when either:

(i) the sale proceeds have been received by thg Ci1
licenceholder and the client has delivered the
investments; or

(i) the licenceholder holds the investments for the client; C2
and

The cost of purchases:

(c) in respect of principal deals, paid for by the client but the
licenceholder has not delivered the investments to the
client; and

©

(d) in respect of agency deals, paid for by the client when

(i) _the licenceholder has not remitted the money to, or to El
the order of, the counterparty; or

(i) the investments have been received by the E2
licenceholder but have not been delivered to the
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client;

Money owed by the client in respect of unpaid purchases by

T

or for the client if delivery of those investments has been

made to the client; and

Proceeds remitted to the client in respect of sales transactions

I®

by or for the client if the client has not delivered th e

investments.

(OEDPYPEUEOW" OPI HBUw! EOEOEI -G 7 » wé

[><

(2

A licenceholder should calculate the individual client balance

(3

using the contract value of any client purchases or sales.

A licenceholder may choose to segregate investnents instead of

4

the value identified in _paragraph (1) (except E1) if it ensures that
the investments are held in such a manner that the licenceholder
cannot use them for its own purposes.

Segregation in the context of paragraph (3) can take many

)

forms, including the holding of a safe custody investment in a
nominee name and the safekeeping of certificates evidencing
title in a fire resistant safe.

In determining the client money requirement under rule 3.15B, a

(6)

licenceholder need not include money held in accordance with
rule 3.15F(3)(delivery versus payment transaction).

In determining the client money requirement under rule 3.15B, a

licenceholder |

(a) should include dividends received and interest earned

and allocated;

(b) may deduct outstanding fees, calls, rights and interest

charges and other amounts owed by the client which are
due and payable to the licenceholder;

(c) should take into account any client money arising from

reconciliation discrepancies; and

(d) should include any unallocate d client money.

3.1 Equity Balance
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was liquidated at the closing or settlement prices published by the

relevant _exchange or other appropriate pricing source and the

ODPDEI OEI 1 OOEI Uz UwEEEOUOUWPUWEOOUI EB

3.15% Margined Transaction Requirement

1)

The total margined transaction requirement is |

(2

@ theUUOwWOI wi EET woOi wOT T wedhi 60Uz wi gU
positive; less

(b) the proportion of any individual negative client equity
balance which is secured by appropriate collateral; and

(c) Ul 1 wOI DwETTUITEUPOOWOT wlOUi 1 wOPET OE
(negative balances being deducted from positive

balances) on transaction accounts for customers with
exchanges and counterpatrties.

To meet a shortfall that has arisen in respect of the requirement

(3)

in_rule 3.15B(a)(ii) or (b)(ii), a licenceholder may utilise its on

appropriate collateral provided it is held on terms specifying

when it is to be realised for the benefit of clients, it is clearly

DEI OUPI PEEOI wi UOOwWUI T woOPEI OET T OOEIT U
relevant terms are evidenced in writing by the licenceholder. In

addition, the proceeds of the sale of that collateral should be

paid into a client bank account.

(l WEWODEI OEI T OOET Uz UwUOUEOwWOEUT DOI E

(4)

neqgative, the licenceholder should treat it as zero for the
purposes of calculating its client money requirement.

3i 1 wUI UOUwW?EODI OUwOOOI awEEOEOEIT 2 wEOE

E E OE O Eller 3ulEDGefer to cash values and do not include
non-cash collateral or other investments held in respect of a
margined transaction.

3.15 Reduced Client Money Requirement Option

1)

(a) When, in respect of a client, there is a positive individual

client balance and a negative client equity balance, a
licenceholder may offset the credit against the debit and
hence have a reduced individual client balance in rule
3.15C(1)for that client.
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(b) When, in respect of a client, there is a negative individual
client balance and a positive client equity balance, a
licenceholder may offset the credit against the debit and
hence have a reduced individual client equity balance in
rule 3.15E(1)for that client.

(2) The effect of paragraph (1) is to allow a licenceholder to offset,
on a client by client basis, a negative amount with a positive
amount arising out of the calculations in rules 3.15C(1) and
3.15E(1) and, by so doing, reduce the amount the licenceholder
is require to segregate.

(3) Money need not be treated as client money in respect of a

delivery versus payment transaction through a commercial

settlement system if it is intended that either:

@ inreUxl EQwOl wEwWEODPI BUzUwxUUET EUI Ouw
be due to the licenceholder within one business day upon
the fulfilment of a delivery obligation; or

b)) POwWUI Ux]I E0woOl wEwEOD]I O6U7¢
within one business day following the EOBPI1 6 U
of a delivery obligation,

O

UwUEOI Owob
z Uuw

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

3.16 Accounts for cl ient settlement money

o . | . | . hold :

2—A licenceholder may not operate a separateclient bank account
in which is held at any time the net balance required fo r the settlement
of transactions ("clients' settlement money") |

(&  without the consent of the Commission, or

(b)  otherwise than in accordance with such conditions as the
Commission may impose.

Chapter 2B { Client money requirements for CIS service providers
3.16A Application

This chapter applies only to licenceholders licensed to carry on
regulated activities falling within Class 3.
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3.17

3.18

3.19

3.20

Subscription and redemption accounts

& PRRe 55. o _ )

(12) Where a licenceholder holds money in respect of the sale or
redemption of units in a collective investment scheme, the
money must be held in a subscription account or a redemption
account, as the case may be.

(23) In this rule_and rule 3.20 "subscription account" and
"redemption account” mean a specified client bank account
which is segregated from any account holding money which is
not held in respect of the sale or redemption, as the case may be,
of unitsin |

(@) the scheme in question, or
(b) another scheme managed or administered by the same
person.

Chapter 3| Purposes for which client money is held

Application

This Chapter applies to all licenceholders licensed to carry on regulated
activities falling within Class 2 , e~Class 3, Class 4 Class 5or Class 6 in
relation to such activities carried on in or from the Island.

Trusts of client money

Client money held by a licenceholder is held on trust |

(a) on the terms and for the purposes set out in this Part and,
subject thereto, pari passuor the respective clients for whom it is
received or held,;

(b) subject to sub-paragraph (a), pari passun meeting any shortfall
in valid claims by clients to client money (disregarding rules
3.20to 3.22for this purpose); and

(c) after all valid claims under sub -paragraphs (a) and (b) have
been met, for the licenceholder itself.

Pooling

(1) For the purpose of rule 3-48.19a), in determining the
entittement of clients to client money, all client money, even
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)

®3)

(4

though held in more than one client bank account, shall be
treated as pooled except as provided in rules 3.21and 3.22

Where, at the time at which a default occurs, cheque or other
payable order has been paid into a client bank account but has
not been cleared, the amount of the order shall, when it is
cleared, be pooled in accordance with this Chapter.

For the purpose of this rule and rules 3.21to 3.23a licenceholder
or bank is in default where |

(a) a liquidator, receiver, administrator or trustee in
bankruptcy has been appointed in respect of it;

(b) any equivalent procedure has occurred in respect of it in
a country or territory outside the Island and the United
Kingdom; or

(c) the Commission has directed that it shall be treated as in
default for the purpose of this Chapter (in the case of a
bank, either generally or in relation to the licenceholder
in question).

Mhere monies are received from any compensation scheme or

from a liguidator in relation to a de fault, those monies must be
treated as pooled for the purposes of this rule and applied to the
benefit of all clients affected by the default.l

3.21 Default of bank | designrated-specified client bank accounts

(1) This rule applies where client money held by a licenceholder is
insufficient to pay the claims of all clients because a bank in
which client money is held is in default.

(2) Where client money is held in a specified client bank account at

the bank in default |

(a) that money shall not be pooled with client money held in

any other client bank account; and

(b) a client or clients to whose credit any amount stands in
that account

(i) shall be entitled to claim (pari passu if more than
one) against the money in that account in respect
of that amount; but

58
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(ii) shall not be entitled to claim against any other
client bank account (at that or any other bank) in
respect of thatamount.

(3) Where client money is held in a specified client bank account at
a_bank other than the bank in default, that money shall not be
pooled with client money held in any other client bank account
(at that or any other bank).

(4)  Any previously op1 O1 EWEEEOUOUwWUIT EUw b EUw|Fomated: Justified, Indent: Left:
L S o~ S A A o o o oA o~ e v S ~ o < ~ o~ o 1.25 cm, Hanging: 1.29 cm, Tab stops:
EEOOWEEEOUOU?2 WUOEIT UwUIT | w%D OE OE B | 0.95cm, Lett

be treated as a specified client bank accountd)Fhis—+ule—applies

where-client-money-held-by-a-licenceholderis-insufficient-to-pay-

3.22 Money held in overseas bank

(1)  Where client money held by a licenceholder is insufficient to pay
the claims of all clients because a bank outside the Island and
the United Kingdom in which client money i s held does not
recognise that money in the account is held in accordance with
this Part |

(@ all client money held in the licenceholder's client bank
accounts with that bank shall be pooled and made
available to satisfy the claims of clients whose money was
held or which should have been held in a client bank
account with that bank; and
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)

(b)  that client money shall not be treated as pooled with
client money held in the licenceholder's client bank
account or accounts with any other bank.

Where client money held by a licenceholder is insufficient to pay
the claims of all clients because a bank outside the Island and
the United Kingdom in which client money is held is in default

L

(a) all client money held in the licenceholder's client bank
accounts outside the Island and the United Kingdom
with that bank shall be pooled and made available to
satisfy the claims of clients whose money was held or
which should have been held in a client bank account
outside the Island and the United Kingdom with that
bank; and

(b)  that client money shall not be treated as pooled with
clients' money held in other client bank accounts of the
licenceholder.

3.23 No withdrawal in case of default

(1)

)

®)

In the case of default by |
(a) a licenceholder, or

(b) a bank at which a client bank account of the licenceholder
is held,

no money may be withdrawn from any client bank account of
the licenceholder without the consent of the Commission.

In the case of default by a bank, paragraph (1) does not apply to
withdrawal from |

(a) a designated—specified client bank account at another
bank;

(b) a client bank account (other than a desighated-specified
client bank account), where no such account is held at the

bank which is in default.

Paragraph (1) does not apply to any step taken by the
licenceholder in good faith which he reasonably believes will
preserve or enhance the fund of client money available despite
the default.
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3.24

Displacement of general law

The duties of a licenceholder under this Part in relation to client money
shall take the place of the corresponding duties which would be owed
by it as a trustee under the general law, but without prejudice to the
remedies available to clients.

Chapter 4| Trust money requirements for trust service providers

3.25

3.26

3.27

3.28

Application

This Chapter applies to all licenceholders licensed to carry on regulated
activities falling within Class 5 in relation to such activities carried on
in or from the Island .

Duty to hold trust money separately

A licenceholder must pay trust money into either |

(a) a trust bank account, or

(b) if, and only if, circumstances make it impractical to set up a
separate account for the trust in question, a client bank account.

Operation of trust bank account

(1)  Thetitle of a trust bank account must clearly |

(a) show that it is held by the trustee in his capacity as
trustee, and

(b) identify the trust to which it relates.

(2) The requirement of Ferthe-purpesesoefparagraph (1)(a) can be
met by using the term "as trustee of", "in re", or similar language
in the account title, or by including other words or acronyms
indicating that the account is held by a trust. 9t w P OUEUw? EVuw
SUOUOo 1+ woi+»wOEawELWEEEU]I YPEUT EwOOw? E!

Accounting for and use of trust money

(1) A licenceholder must account properly and promptly for trust
money.

2) In particular, the licenceholder must ensure that |

(@ trust money and other money do not become
intermingled (except in accordance with rule 3.26b)); and
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3.29

®)

(b) it can at all times be sure how much trust money stands
to the credit of each trust.

Rules 3.10to 3.14apply to trust money paid into a client account
in accordance with rule 3.26b) as they apply to client money
with the substitution, for references to a client, of references to
the trust concerned or to the trustees of that trust, as the case
may require.

Reconciliation

(1)

)

©)

4

©®)

A licenceholder must, at least once a math, or at such other
intervals as the trustee may direct, reconcile the balance on each
trust bank account, as recorded by the licenceholder, with the
balance on that account as set out in the statement issued by the
bank at which the account is held.

A reconciliation under paragraph (1) must be checked by an
individual other than the person by whom it was carried out.

The licenceholder must keep a record of every reconciliation
under paragraph (1) and every check under paragraph (2).

The licenceholder must correct immediately any discrepancies
discovered on a reconciliation under paragraph (1) unless they
arise solely as a result of normal timing differences.

The licenceholder must immediately notify the Commission,
with details, where |

(a) it has not carried out or is not able to carry out the
reconciliation required by paragraph (1), or

(b) it has completed the reconciliation but |
0] is not able to correct any discrepancy, or

(i) more than 3 months after completion, a
discrepancy has not been corrected.
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4.1

4.2

4.3

PART 4| CLIENTS' INVESTMENTS
Chapter 1| General

Application to investment businesses

This Part applies to all licenceholders licensed to carry on regulated
activities falling within Class 2 in relation to such activities carried on
in or from the Island.

Application to CIS service providers

This Part applies to a licenceholder licensed to carry on an activity

falling within paragraph (1), (2), (3), (4), (5, (11) or (12) of Class 3 in
relation to such activities carried on in or from the Island asit applies

to a licenceholder referred to in rule 4.1, with any necessary
modifications, as if |

(a) references to a client were references toa collective investment
scheme, or to a participant in such a schene, as the case may
require (but so that each such scheme shall betreated as a
separate client);

(b) references to a client's investments were to investmens which
are asses of such a scheme;

(c) references to safecustody services were tothose activities, so far
as they relateto the custody of assets of such a schemeand

(d) references to an eligible custodian were to a licenceholder
licensed to carry on an activity falling within paragraph (3), (4)
or (5) of Class 3.

Interpretation

D In this Part |
"eligible custodian” means (subject to rule 4.2(d)) |
(a) a licenceholder licensed to carry on safe-custody services;
(b)  the licenceholder's own custodian; or

(c) a person carrying on business in a country or territory
outside the Island |

0] whose business includes the provision of services
which, if carried on in the Island, would be safe -
custody services, and
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)

®)

(ii) who the licenceholder reasonably believes is
subject to regulation and supervision in r elation to
those services by a regulatory body or agency of
government in that country;

"investment" means any of the following (as defined in the
Order) |

(a) a share;

(b) a debenture;

(c) a government security;

(d) a warrant;

(e) a certificate represerting securities;

)] a unit in a collective investment scheme, including a
share in, or security of, an openended investment
company;

"registrable investment" means an investment the title to which
is entered in a register;

"safe-custody services" means (subject to rule 4.2(c)) services
consisting of regulated activities falling within paragraph (5) of
Class 2 (safeguarding and administering investments under a
contractual relationship);

"title document” means |
(a) a share certificate or stock certificate; and

(b) any other document which is evidence of title to an
investment.

In this Part references to documents in the possession or under
the control of a licenceholder include documents which |

(a) are in the possession or under the control of the
licenceholder's own custodian, or

(b) at the request of the licenceholder are in the possession or
under the control of any other eligible custodian.

In this Part a reference to a licenceholder's own custodianis to a
wholly -owned subsidiary of the licenceholder which |

(@) carries on no other business than providing safe-custody
services, and

(b)  acts only in accordance with the directions or instructions
of the licenceholder.
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4.4

4.5

Records of transactions

1)

)

®3)

A licenceholder must maintain records containing entries of all

purchases and sales of, and other transactions relating to, an
investment which the licenceholder undertakes on behalf of a

client, including |

(@ the nature and amount of the investment;
(b)  theidentity of the client;

(c) the nature of the transaction;

(d)  the time and date of the transaction; and

(e) the identity of any intermediary who handled the
transaction.

The records referred to in paragraph (1) must enable
investments to which they relate to be traced into and out of
brokerage accounts.

A licenceholder must preserve any records referred to in this
rule for retless-thanat least6 years.

Chapter 2| Safe-custody services

Records of safe-custody investments

(1)

)

A licenceholder must maintain s uch records as are necessary to
identify |

(a) every investment in relation to which it provides safe -
custody services,

(b)  the client to whom that investment belongs; and

(c) where the title to the investment is in documentary form,
the location of every title document relating to the
investment;

(d)  where the title to the investment is in electronic form, the
form and location of any record of the title;

(e) where the investment is a registrable investment, the
registrar and the person in whose name it is registered.

Where an investment referred to in paragraph (1)(a), or a title
document relating to such an investment, is held for the
licenceholder by an eligible custodian, the licenceholder must |



4.6

®3)

(a) maintain such records as are necessary to enald it to
ascertain which custodian is holding the investment or
document, and

(b)  ensure that the custodian maintains the records referred
to in paragraph (1) in relation to the investment or
document.

A licenceholder must preserve any records referred to in this
rule for retless-thanat least6 years.

Use of custodians

(1)

)

®3)

(4)

(®)

A licenceholder must not |

(a) recommend to a client that a person other than the
licenceholder undertake safe-custody services for the
client, or

(b) procure the client's agreement to such a person so acting;
unless that person is an eligible custodian.

Where a licenceholder arranges for any safecustody services to
be provided by the licenceholder's own custodian, the
licenceholder must ensure that the custodian complies with
rules 4.7t0 4.14

Where a licenceholder arranges for any safecustody services to
be provided by an eligible custodian other than the
licenceholder's own custodian, the licenceholder must comply
with paragraphs (4) and (5).

The licenceholder must |

(a) exercise reasonable skill, care and diligence in the
selection of the custodian, and

(b) must, so long as the arrangement is in force, satisfy itself
that the custodian continues to be suitable (including
obtaining confirmation that it continues to be an eligible
custodian).

The licenceholder must also ensure that the custodian has
acknowledged in writing to the licenceholder that |

(@ it will not hav e or claim any right to sell or pledge the
client's investment or any lien or right of retention over
any title document relating to it;
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(b) it will not part with possession of any such title
document otherwise than to the licenceholder or on the
licenceholder's instructions;

(c) it will hold any such document so that it is readily
apparent that the investment to which it relates does not
belong to the custodian, the licenceholder or an associate
of the licenceholder or custodian; and

(d) it will, not | ess than once every 6 months and at other
times on the request of the licenceholder, prepare and
deliver to the licenceholder a statement, made up as at a
date specified by the licenceholder (being a date not
earlier than 4 weeks before the statement is ddivered),
specifying in relation to each description of investment |

0] the investments held by the custodian for the
licenceholder;

(i) the title documents relating to those investments
which are held by the custodian; and

(iii) in the case of registable investments, the amount
so held in each different name or designation;

(e) it will not arrange for any safe -custody services to be
provided on its behalf by any person other than an
eligible custodian.

4.7  Registrable investments

(1)  Where a licenceholder provides safe-custody services relating to
a registrable investment of a client, it must arrange that the
investment is registered |

(a) in the name of the client, or

(b)  with the consent of the client, in the name of an eligible
custodian.
(2 Where ti I w OPEI OEIT T OOEI UzUw OpPOw POYI UUOI
investment are registered in the same name, the licenceholder
must |

(@) seeureensure that the client's investment is registered in
a designated account different from the account in which
the licenceholder's investment is registered; and

67



(b)  where appropriate, hold separate certificates evidencing
Ol T wUPUOTI wOOwWUT 1 woODPEI OEI T OOEI Uz UL
title to the client's investment.

4.8 Reconciliation of investments and title documents

(1)  Alicenceholder which provides safe-custody services in relation
to a client's investments must |

(a) reconcile its books and records at 2 dates during every
year, not more than 8 months nor less than 4 months
apart; and

(b) promptly correct any discrepancies which are reve aled.

(2)  The reconciliation referred to in paragraph (1) must comprise
the following steps in respect of the client's investments |

(@) the physical counting and inspection of all title
documents relating to the investments which are in the
possession orunder the control of the licenceholder, or a
check of the electronic records referred to in rule 4.51)(d)
and relating to the investments, as the case may require;
and

(b) a check of all records maintained by the licenceholder
under rule 4.5 against those title documents or electronic
records;

(c) obtaining a written statement (in the form specified in
rule 4.6(5)(d)) from any custodian other than the
licenceholder's own custodian of the investments held by
it on behalf of the licenceholder.

(3) A licenceholder must carry out the reconciliation required by
paragraph (1) not later than the end of 3 months from the date at
which the count or check referred to in paragraph (2)(a) was
carried out.

(4) In carrying out the reconciliation the licenceholder must |

(@) inevery case, reconcile the results with its own records in
respect of each client;

(b) in the case of a registable investment, reconcile any
discrepancy revealed by (a) above with the records of the
registrar of the investment; and

(c) in the case of documents held by a custodian other than
the licenceholder's own custodian, reconcile the
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(5)

(6)

()

©)

9

(10

statement received with the licenceholder's own records
in respect of each client.

The licenceholder must |

(@ ensure that the counting and reconciliation of title
documents required by this rule are |

0] carried out, or observed and reviewed, by persons
who are not responsible for the origination or
maintenance of the licenceholder's records, and

(ii) supervised by a responsible officer; and

(b) retain for netless-thanat least 6 years all working papers
which have been created to assist in the reconciliation.

The reconciliation may be undertaken by either |
(@)  the total check method (see paragraph (7)), or

(b)  with the consent of the Commission, the rolling stock
check method (see paragraph (8)).

The total check method requires the steps referred to in
paragraph (2) to be taken in respect of all the client's
investments.

The rolling stock check method requires the steps referred to in
paragraph (2) to be taken in respect of the client's investments of
a particular description, so that those steps are taken in respect
of all the client's investments on a rolling basis within every
period of 6 months.

The Commission shall not consent to the use of the rolling stock
check method unless it is satisfied, on the basis of a report from
the licenceholder's auditors, that the licenceholder has in place a
system of internal control which is adequate to ensure as far as
reasonably practicable that an up-to-date record is maintained
of all clients' investments in respect of which the licenceholder
provides safe-custody services.

The licenceholder must immediately notify the Commission,
with details, where |

(@ it has not carried out or is not able to carry out the
reconciliation required by paragraph (1), or

(b) it has completed the reconciliation but |

0] is not able to correct any discrepancy, or
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4.9

4.10

(ii) more than 6 months after completion, a
discrepancy has not been corrected.

Periodical statements

(1)

)

®)

(4)

®)

Unless expressly instructed to the contrary in writing by the
client, a licenceholder must, every 6 months or, if the client's
holding is unchanged, every year, provide to each client for
whom it provides safe-custody services a statement of the
investments to which those services relate.

A statement under paragraph (1) must |

(a) be provided to the client within 6 weeks of the date as at
which it is made; and

(b) distinguish between investments held |
0] by the licenceholder;
(i) by the licenceholder's own custodian; and

(i) by an eligible custodian other than the
licenceholder or the licenceholder's own custodian.

Where the licenceholder provides safe-custody services in
respect of that client's investments and also manages that client's
investments, the statement must also distinguish between |

(a) investments in respect of which it provides s afe-custody
services and which it manages, and

(b) investments in respect of which it provides safe-custody
services but which it does not manage.

The references inparagraph (3) to managing investments are to
carrying on an activity falling within  paragraph (4) of Class 2 in
relation to those investments.

The licenceholder must immediately notify the Commission,

with details, where it has not provided or is not able to provide
a statement to a client within the time required by paragraph

(@)

Borrowing from a client

A licenceholder must not borrow, or permit any director or employee
or a relative or associate of a director or employee of the licenceholder
to borrow, any investment from a client.
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