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8. Commingling Assets.

9. Indirect Holding of Assets.
10. Outsourcing Services.
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32. Agency.
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43. Securities and Exchange Board of India (SEBI).
44. Sound Track Record.

45. General Reputation of Fairness and Integrity.
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75. Financial Services Act 1986 (Extension of Scope of Act) Order 1996, available at
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84. Financial Conduct Authority.

85. Client Asset Sourcebook (CASS).

86. Custody Rules.

87. Client Money Rules.

88. FCA PRIN Principles for Businesses.

89. Article 2.1.1.10 of FCA Handbook PRIN sets out “A firm must arrange adequate
protection for client’s assets when it is responsible for them.”
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90 A Fiduciary Duty.
91. Custodianship Agreement
92. See SEC. 17. [80a-17]9(f)(1), Investment Company Act of 1940, available at

https://legcounsel.house.gov/Comps/Investment%20Company%20Act%200£%201940.pdf.
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95. Lehman Brothers.
96.Investment Advisors Act of 1940, available at
https://legcounsel.house.gov/Comps/Investment%20Advisers%20Act%200£%201940.p
df.
97. Section 223 of Investment Advisors Act 1940.
98. SEC Release No. IA-2176; File Number. S7-28-02.
99. Investment Adviser Association, SEC Staff No-Action Letter (February 21, 2017),
available at:
https:/ /www.sec.gov/divisions/investment/noaction/2017/investment-advise.

100. Surprise Verification.
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101- Net Capital Rule (SEC Rule 15¢3-1).

102- Customer Protection Rule (SEC Rule 15¢3-3).

103. Quarterly Security Count Rule (SEC Rule 17a-13).

104. Account Statement Rule, see the last update at https://www.sec.gov/news/press-release/2013-
141.

105. Securities and Exchange Board Of India (Custodian Of Securities) (Amendment) Regulations,
2006, available at  https://www.sebi.gov.in/sebi_data/commondocs/custodianregu_h.html;
Securities and Exchange Board Of India (Custodian Of Securities) (Second Amendment)
Regulations, 2000, available at
https:/ /www.sebi.gov.in/sebi_data/commondocs/ custodianregu_h.html.

106. SEBI  (Payment of Fees) (Amendment) Regulations, 2008, available at
https:/ /www.sebi.gov.in/sebi_data/commondocs/ feesteg_p.pdf.

107. See SEBI (Custodian of Securities) Regulations 1996 [Last amended on March 22, 2019],
available at  https://www.sebigov.in/legal/regulations/apr-2017/sebi-custodian-of-securities-
regulations-1996-last-amended-on-march-22-2019-_34729 html.
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108. FCA Custody Rules: Articles 6.4.1 and 6.4.2.

109. The Resolution of Discrepancies and Treatment of Shortfalls.
110. Internal Custody Record Checks.

111. Internal Custody Reconciliation.

112. The Internal System Evaluation.

113. Physical Assets Reconciliation.

114. External Assets Reconciliation.
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115. Sub-accounts.

116. Pooled Investment Vehicle.

117. Audit Approach.

118. SEC Release No. IA-2176; File Number. S7-28-02.

119. SEC Rule 15¢3-3 of the Exchange Act of 1934.

120. See the SEC website at https://www.sec.gov/news/press-release/2013-141.
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121. SEBI’s Custody Rules: Article 18 (2019 Amendment).
122. SEBI’s Custody Rules: Article 13 and Article 16 (2019).
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123. SEC Rule 206(4)-2(1).
124. SEBI’s Custody Rules: Atrticle 15 and Article 16 (2019 Amendment).
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Legal Rules Governing Custodians’ Activities

Farshad Rahimi Dizgovin **Y

Abstract:

Although the terms “custody,” “custodian,” and a “custodianship agreement” play
a crucial part in the capital market, there are no unified understandings of these
concepts. In most cases, commercial usage of these concepts is confused with their
legal usage. Even in most jurisdictions such as Iran, there is no accurate and
complete understanding of custodian, its function, and legal consequences arising
from a custodial relationship. The financial crisis of 2008, by unearthing the
existing rules’ gaps regarding the custodians’ activities such a non-restitution of
investors’ assets or a long delay in their restitution, made regulation of custodians’
activities a must. This article discusses the most important legal risks in the
custodians’ activities. In so doing, it closely looks at the laws of specific domestic
legal regimes such as the UK, US, and India. The purpose of the paper is to
introduce the concept of a custodian into Iran’s finance law scholarship and to
answer the following questions. Do the Iranian capital market laws recognize the
concept of a custodian? If not, is there any need for the presence of this institution
in Iran’s capital market?

29 <

Keywords: Regulation of Custodians, Financial Crisis of 2008, Indirect Holding
of Assets, Commingling of Assets, Outsourcing of Custody Services.

JEL Classification: K22

157. A Ph.D. student in international investment and financial law and an associate editor of
Michigan Journal of International Law, the University of Michigan Law School (USA).
frahimid@umich.edu



