
February 2022

Edited by Roger Morris

Client Money Newsletter

CENTRALPOINT, 45 BEECH STREET, LONDON, EC2Y 8AD

https://www.google.com/maps/place/CentralPoint/@51.520583,-0.0955121,15z/data=!4m2!3m1!1s0x0:0xb37fc7127a864a82?sa=X&ved=2ahUKEwjr1dW2keLxAhWRoFwKHQZzDH0Q_BIwEnoECE0QBQ


1Back to Table of Contents

Client Money Newsletter

Making accountants count

UPDATED ICAEW GUIDANCE ON SRA 
ACCOUNTS RULES ASSIGNMENTS
ICAEW has issued Solicitors Regulation Authority Accounts Rules: 
Accountant’s Reports for full reporting periods after 25 November 2019 
(TECH 01/21 AAF).  It includes background to the Accounts Rules, the 
role of the reporting accountant and practical implications for reporting 
accountants, including suggested language for letters of engagement, 
coupled with examples of potential further considerations and conclusions 
on example scenarios that reporting accountants may face.

It replaces:

 » Technical Release 03/20 AAF Solicitors Regulation Authority (SRA) 
Accounts Rules: guidance for reporting accountants following the 2019 
changes (TECH 03/20 AAF); and

 » Technical Release 16/15 AAF Solicitors Regulation Authority (SRA) 
Accounts Rules: interim guidance for reporting accountants following 
changes to the Accountant’s Report requirements (TECH 16/15 AAF).

Following a review of the guidance, no amendments were required to the 
HAT SRA Accounts Rules Manual (November 2020).

SRA WARNING REGARDING HOUSE SALE 
FRAUD
The Solicitors Regulation Authority (“SRA”) has issued a warning regarding 
vendor fraud in conveyancing transactions.  Although this is intended 
guidance for solicitors, it is a matter that anyone involved in an SRA Accounts 
Rules client money assignment should have regard to, bearing in mind the 
whistle-blowing obligations imposed on Reporting Accountants under with 
the Solicitors Act 1974, Section 34(9).  The SRA’s Press Release states:

“The fraud involves properties, usually residential, being targeted by 
fraudsters and offered for sale without the consent or knowledge of the 
genuine owners.

Properties targeted for vendor fraud might be offered for general sale, but 
in some instances, there are already buyers in place who appear complicit in 
the fraud.  Solicitors are being approached to carry out conveyancing work 
on behalf of the fake sellers, who often use forged and altered documents or 
stolen identities.

We have in the past seen fraudsters infiltrating solicitor firms as employees 
using fake or stolen identities to carry out such activities, as well as 
purchasing law firms to support this type of criminality.

Red flags might include:

 » Price of property not market value – for example being offered 
significantly over or under value;

 » Client is reluctant or unable to provide documents;

 » ID documents do not look genuine – for example differing type face on 
passports or driving licences;
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 » Pressure to complete the transaction very quickly – for example within a few days;

 » Client instructing minimal work be done – for example no searches requested;

 » Complex or unusual circumstances around the transaction;

 » Cash property purchases; and

 » Funds coming from or going to unconnected third parties.”

SRA: CLIENT RECONCILIATIONS COMMON REASON FOR QUALIFIED 
ACCOUNTANTS’ REPORTS
The 2021 ICAEW Annual Solicitors Conference included an update from the SRA, including feedback regarding Qualified 
Accountants Reports.  It was advised that the majority of these received in the prior year reported issues arising from within the 
client funds reconciliation process, some of which are likely to relate to a breakdown in controls, possibly as a result of remote 
working, during the pandemic.

The SRA Accounts Rules, Rule 8.3 requires solicitors, at least every five weeks, for all client accounts held or operated by the 
solicitor, to complete:

 » A reconciliation of the bank or building society statement balance with the cash book balance;

 » This reconciliation then being agreed / reconciled to the client ledger total;

 » This “three way” reconciliation must be signed off by the Compliance Officer for Finance and Administration (“COFA”); and

 » Any differences shown by the reconciliation must be promptly investigated and resolved.

Although the SRA Accounts Rules only came into force on 25 November 2019, prior versions of the Rules set out similar 
requirements in respect of the three way reconciliation.

The most significant change which arose on 25 November 2019 is the requirement for the three way reconciliation to include 
all client accounts, “held or operated” by the solicitor.  As such, clients’ own accounts operated by the solicitor fall within this 
requirement, whereas these have never previously needed to form part of the three way reconciliation.

Note that the SRA Accounts Rules, Rule 9.1 do not require joint accounts (irrespective of whether money is held and received 
jointly with the client or a third party) to form part of the three way reconciliation.

The following procedures (as included within work programmes in the HAT SRA Accounts Rules Manual) are required in order to 
identify whether the solicitor has complied with this requirement in the SRA Accounts Rules:

 » Three way reconciliation: Obtain the three way reconciliation and ensure that all accounts have been included ~ this would 
include the “main” client bank account, all designated deposit accounts held at both banks and building societies and any 
clients’ own accounts which are held and controlled by the solicitor.  It would be expected that the reconciliation of the bank 
statement balance with the cash book balance would only include outstanding lodgements and unpresented cheques as 
reconciling items ~ any other reconciling items would automatically warrant investigation.

 » Agreement of bank balances: Ensure that the bank statement balances included within the reconciliation represent the 
balances per the bank statement, reflecting the position at close of business ~ utilisation of hard copy bank statements or 
direct confirmation from the bank or building society should ideally be utilised for this purpose.  When reliance is being placed 
on extracts from the solicitor’s online banking, it should be ensured that the extract has been taken at least one day later (to 
guard against internet transfers being received after the extract is taken) and there should be corroboration of the balance(s) 
by requesting the client log in to their online banking in front of a member of the assignment team.

 » Agreement of cash book balance: The reconciled bank balance should be agreed to the total included within the cash book.
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 » Agreement of amounts owed to clients: It should be ensured that only credit balances are identified from the client ledger (as 
is required by the SRA Accounts Rules, Rule 8.1 (b)) and that this list of balances is agreed to both the reconciled client bank 
account and the client cash book.

 » Arithmetical / extraction checks: For any manual recording system, the extraction of balances and arithmetical checks should 
be performed on cash books and bank reconciliations.  Where an automated system is utilised, such procedures should 
be performed on a test check basis, particularly when it is apparent that financial information is exported outside of the 
recording system, for example, to Excel, in order for this to be collated.

 » Check clearance of outstanding items: All items which are shown as reconciling items between the statement balance and the 
balance per the cash book should be checked to ensure that they clear within a reasonable period of time.  This is dependent 
upon the nature of the outstanding item.  Any automated transfer or outstanding lodgement should clear within one or two 
working days (subject to the solicitor’s procedure for banking incoming cheques ~ for example, if the procedure is to bank 
cheques at the end of each week and the three way reconciliation is prepared at the month end, which is a Monday and 
cheques were received that day, they will take a week to clear).  It would be expected that most cheque payments would clear 
within a fortnight and that after a month, only isolated items would remain outstanding.  In the event that there appear to be 
delays beyond these timescales, the reason for this should be followed up, although given the events of the last two years, it 
is possible that recipients of cheques may not have been able to bank them as soon as they were received, so lengthier delays 
in unpresented cheques clearing should be considered in the context of the restrictions in place at the time that the cheques 
were issued.

 » Investigation of differences: Any differences which arise should be investigated promptly and adequately resolved.  To the 
extent that differences relate to a breach of the SRA Accounts Rules, the manner in which this issue is resolved should be 
fully documented within the working papers, as this will require consideration as to whether or not this would lead to a 
qualification of the Accountant’s Report.

 » Approval: Finally, it should be ensured that the three way reconciliation is evidenced as having been reviewed and approved 
by either the firm’s COFA or another manager within the firm.
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UK FINANCIAL SERVICES POST BREXIT
The UK has taken a first step in shaping its own financial services regulation outside the EU as the Financial Services Bill received 
Royal Assent.  HM Treasury summarises key measures in the Financial Services Act 2021 as being to:

 » “Enhance the UK’s world-leading prudential standards and promote financial stability by enabling the implementation of the 
remaining Basel III standards and a new prudential regime for investment firms, and giving the Financial Conduct Authority 
the powers it needs to oversee an orderly transition away from the LIBOR benchmark;

 » Promote openness between the UK and international markets by simplifying the process to market overseas investment funds 
in the UK and delivering a Ministerial commitment to provide long-term access between the UK and Gibraltar for financial 
services firms;

 » Maintain an effective financial services regulatory framework and sound capital markets with a number of smaller measures, 
including measures to improve the functioning of the Packaged Retail and Insurance-based Investment Products Regulation 
and increase penalties for market abuse; and

 » Protect consumers who use a range of financial services, by bringing interest-free buy-now-pay-later products into regulation 
and improving access to cash by making it easier for retailers of all sizes to offer cashback without a purchase.”

UK INVESTMENT FIRM PRUDENTIAL REGIME
The Financial Conduct Authority (“FCA”) has set out policy statements that set out their rules to introduce the UK Investment 
Firm Prudential Regime (“IFPR”).  Their Press Release states:

“WHY WE ARE INTRODUCING THE IFPR:
Introducing the IFPR means that there will be a single prudential regime for all FCA investment firms.  It should reduce barriers to 
entry and allow for better competition between investment firms.

In line with our objectives and Mission, the IFPR will refocus prudential requirements and expectations away from the risks the 
firm faces, to also consider and manage the potential harm the firm itself can pose to consumers and markets.

WHO THIS APPLIES TO:

 » Any MiFID investment firm authorised and regulated by the FCA that is currently subject to any part of the Capital 
Requirements Directive (CRD) and the Capital Requirements Regulation (CRR) including;

 » Investment firms that are currently subject to BIPRU and GENPRU;

 » ‘Full scope’, ‘limited activity’ and ‘limited licence’ investment firms currently subject to IFPRU and CRR;

 » ‘Local’ investment firms;

https://www.legislation.gov.uk/ukpga/2021/22/contents
https://www.fca.org.uk/firms/investment-firms-prudential-regime-ifpr
https://www.fca.org.uk/firms/investment-firms-prudential-regime-ifpr
https://www.fca.org.uk/publications/policy-statements/ps21-17-new-uk-prudential-regime-mifid-investment-firms#revisions
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 » Matched principal dealers;

 » Specialist commodities derivatives investment firms that use the current exemption on capital requirements and large 
exposures including;

 » Oil market participants (OMPS);

 » Energy market participants (EMPS);

 » Exempt-CAD firms;

 » Investment firms that would be exempt from MiFID under Article 3 but have ‘opted-in’ to MiFID;

 » Collective Portfolio Management Investment firms (CPMIs); and

 » Regulated and unregulated holding companies of groups that contain an investment firm authorised and regulated by the FCA 
and that is currently authorised under MiFID and / or a CPMI.

BACKGROUND TO THE IFPR:
When the UK was a member of the EU, we were heavily involved in the policy discussion to create the Investment Firm Directive 
(IFD) and Investment Firm Regulation (IFR).  We support the aims of the EU’s IFD and IFR.  The IFPR will achieve the same overall 
outcomes.

However, we are introducing our regime after the UK has exited the EU.  We believe it is right that we consider any appropriate 
changes to account for the specifics of the UK market and our duties to have regard to certain factors, including those set out in 
the Financial Services Act 2021.

Our baseline approach is for consistency with the EU regime, unless we have specific reasons for diverging to reflect the nature 
of the UK market or otherwise comply with our duties under Part C of FSMA (as inserted by the FS Act).”

Amendments to the FCA Handbook became effective from 1 January 2022.  There are some amendments to the FCA’s Client 
Assets Sourcebook to reflect the updated terminology, along with other technical changes (for example, relating to interest rate 
benchmark reform), although there are no fundamental alterations to the way in which client money and custody assets are 
handled or controlled.

An update to the HAT FCA Client Assets Reports Manual will be released in Q2 / 2022 so that this Manual appropriately reflects 
current terminology within the FCA Handbook.

FCA LETTER ON CLIENT MONEY ARRANGEMENTS FOR GENERAL INSURANCE 
INTERMEDIARIES
The FCA has written a “Dear CEO” letter to general insurance intermediaries, setting out various concerns regarding 
arrangements for handling client money.

It reminds general insurance intermediaries of their responsibilities and highlights the following key issues found and provides 
clarification of what the FCA expects firms to do to ensure the adequate safeguarding of client money:

 » Client money calculation;

 » Appropriate withdrawal of commission;

 » Client money bank accounts and acknowledgement letters;

 » Segregation of client money;

 » Co-mingling risk transfer money with client money; and

 » Client money audit.

 

https://www.legislation.gov.uk/ukpga/2021/22/contents
https://www.fca.org.uk/publication/correspondence/dear-ceo-letter-maintaining-adequate-client-money-arrangements-general-insurance-intermediaries.pdf
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HAT COURSE DATES
To ensure that all members of your team who deal with assurance assignments in respect of client money are fully trained, HAT 
will be running the following CPD courses:

 » Introduction to SRA Accounts Rules Assignments ~ Monday 7 March 2022; and

 » SRA Accounts Rules in Practice – A Guide for Reporting Accountants ~ Tuesday 29 March 2022. 

These CPD courses will be running online, or may alternatively be run, “in-house” for a firm on a mutually convenient date during 
2022.

Additionally, it is possible for CPD courses relating to Service Charges, Property Agents’ Client Money, and Insurance Brokers’ 
Client Money to be provided, subject to demand.

For details of our charges and availability, please contact Roger Morris at the HAT Office at roger@hatgroup.co.uk.

HAT ASSURANCE MANUALS
HAT Property Agents Client Money Manual (January 2022):

The HAT Property Agents Client Money Manual has been updated to ensure consistency with other manuals and to reflect the 
rebranding of The National Approved Letting Scheme (“NALS”) as Safeagent.

The changes to the Manual are minor, however, the new Manual should be used for all future Property Agents Client Money 
assignments, regardless of the period being reported on.  The key updates are to the appendices and are:

 » Updates to the glossary of terms to include the Propertymark specific definitions of client accounts, client money and 
connected persons / associates which have a wider definition than for other client money assignments;

 » Update to Ab1 to include Propertymark specific questions and requirements;

 » Update to Ab6a covering requirements for the display and provision of Client Money Protection Scheme certification by 
property agents; and

 » An additional requirement added to test 2 on D2 to ensure that payments are made within one month of becoming due, a 
requirement of Propertymark rule 1.15.2.

IMPORTANT NOTE
With regards to this Newsletter, every care has been taken by HAT in the preparation of these articles, HAT does not 
guarantee the accuracy or veracity of any information or opinions.  No responsibility for loss occasioned to any person 
acting or refraining from acting as a result of material contained within these articles can be accepted by the editor, HAT, its 
officers or employees.

This Newsletter includes text which is derived from FRC publications.  This material is copyrighted by the FRC, please see 
below:

© Financial Reporting Council Ltd (FRC).  Adapted and reproduced with the kind permission of the Financial Reporting 
Council.  All rights reserved. For further information, please visit www.frc.org.uk or call +44 (0)20 7492 2300.
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