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FAQ: Safeguarding Customer Funds in Payment and E-Money Services

Safeguarding refers to the measures taken by payment and e-money institutions
to protect customer funds. It's crucial because these institutions often hold
significant sums of money belonging to their clients. Should an institution become
insolvent, safeguarding ensures that customer funds are protected and returned
promptly.

The proposed rules apply to all authorised payment institutions, e-money
institutions, small e-money institutions, and credit unions issuing e-money in the
United Kingdom under the Payment Services Regulations (PSRs) and Electronic
Money Regulations (EMRs).

The key changes include:

Statutory Trust: Establishing a statutory trust over all relevant funds
(customer money) and assets held by a payment or e-money institution.
Designated Safeguarding Accounts (DSAs): Requiring firms to hold customer
funds in DSAs with authorised credit institutions to ensure better
segregation.

Enhanced Monitoring and Reporting: Introducing a more robust monitoring
framework with periodic reporting obligations and annual audits.
Third-Party Reliance: Implementing stricter requirements for firms using
third parties for safeguarding, including due diligence and diversification.



A statutory trust offers you greater protection and certainty in case your payment
or e-money institution fails.

Beneficial Ownership: It clarifies that you remain the beneficial owner of your
funds, with the institution acting as a trustee.

Ringfencing: Your funds are protected from claims by the institution's creditors in
case of insolvency.

Established Legal Framework: A trust provides a clear legal framework for
insolvency practitioners, leading to faster and less costly fund return.

DSAs are accounts held with authorised credit institutions specifically for
safeguarding customer funds. Currently, firms can hold funds in non-designated
accounts until the end of the business day following receipt (D+1). This can lead to
commingling of funds and operational risks. DSAs address this by ensuring
immediate segregation and reducing reliance on potentially less stable non-bank
providers.

Diversification reduces the risk of losing access to all safeguarded funds if a single
third-party provider fails. It ensures that even if one provider faces difficulties,
your funds held with other providers remain accessible. This strengthens the
overall resilience of the safeguarding framework.



Yes, firms can still safeguard by investing in secure liquid assets. However, they
will need appropriate permissions to manage investments on your behalf. If they
lack these permissions, they must deposit the assets with a custodian firm that
does. Additionally, if a firm holds the assets, it must comply with relevant custody
rules like CASS 6.

While there will be costs associated with implementing these changes, the FCA's
cost-benefit analysis suggests that the benefits to consumers, such as reduced
shortfalls in funds returned upon insolvency, outweigh the costs. Increased
competition in DSA provision is also expected to mitigate cost increases.



Our Services

1. FCA Authorisation Application Support: Streamline VOPs and related processes.
2. Tailored Compliance Advisory Services:

Risk Evaluation

Strategic Business Expansion

Rigorous Governance Analysis

Detailed File Audits

Wind Down Planning

Bespoke Technical Support

Focused Training Programs

Annual Reporting (RegData)

Oversight of Financial Promotions

Strategies for Vulnerable Persons & Consumer Duty
3. Continuous Compliance Monitoring: Align with FCA’s vigilant oversight.
4. Dynamic Regulatory Change Management: Stay at the forefront of compliance.
5. In-Depth Compliance Training and Education: Build a culture of compliance.
6. Proactive Risk Assessment & Management: Identify and curb regulatory risks,
particularly in consumer credit activities.

Our tailored solutions have helped numerous firms achieve regulatory excellence,
ensuring they remain compliant while focusing on business growth. Clients have
praised our fast response times, in-depth knowledge, and proactive support.
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