     Annex “H” 

( SRC Rule 52.1-1) 

Explanation of Books and Records Rule

The Books and Records Rule applies to all Brokers Dealers registered with the Commission.  The Rule does not require that the various books or records specified therein must be kept on any prescribed form or type of book, ledger, computer or card system.  Nor does the Rule regulate accounting practices.  Following is an explanation of the various paragraphs of  SRC Rule 52.1-1:

I.
Blotters and similar records

Paragraph 1 (a) requires that "blotters", or other records of original entry, contain an itemized daily record of all purchases and sales as well as receipts and deliveries of securities (including certificate numbers), all receipts and disbursements of cash, and all other debits and credits.  Such blotters, or comparable records of original entry, should show the account for which each such transaction was effected, number of shares (or principal amount in the case of bonds), the name of the security, the unit and aggregate purchase or sale price (if any), the trade date, the settlement date, and the name or other designation of the person from whom purchased or received or to whom sold or delivered.

The blotter, as it is often called, is a Broker Dealer's book of original entry and contains an historical account of all the daily transactions of the firm or its customers.  The term "blotter" is often used synonymously with "diary", "journal", or "day book".  Larger firms may keep a number of different blotters, each to record a separate type of transaction.  For instance, a member of an Exchange ordinarily maintains a clearing house blotter in which are recorded the purchases and sales of cleared securities and an "ex-clearing blotter" or several other blotters in which are recorded transactions in odd lots, unlisted securities, bonds, cash, receipts and deliveries, and journal entries.  Blotters are either "To Receive" blotters, in which are recorded purchases, receipt of securities and payments of cash, or "To Deliver" blotters, in which are recorded sales, deliveries of securities and receipts of cash.

The blotter is usually a loose-leaf affair showing on the bought (to receive) side, of whom bought, quantity, security, certificate numbers, price, amount, interest (if any), commission (if any), trade date, settlement date, and the account for which bought.

The sold (to deliver) side shows to whom sold, quantity, security, amount, tax, interest (if any), commission (if any), trade date, settlement date, account for which sold.  Blotters or similar records, besides being occasionally kept in bound ledgers, may also be kept on cards separated by days or may consist of carbon copies of customers' confirmations, arranged and bound by days, provided that all of the information specified by paragraph 1 (a) of the Rule is contained with respect to each entry.

II.
Firm's general ledgers

Paragraph 1 (b) requires that ledgers or other records be maintained reflecting all of the firm's assets and liabilities, and its income and expense and capital accounts.  This refers to what is usually known as the general ledger in which a record of all asset, liability and nominal accounts are kept and from which a trial balance can be abstracted in order to prepare financial statements showing the Broker Dealer’s financial condition.  Under present day double entry systems, this record requires  little explanation.

III.
Customers' accounts

Paragraph 1(c) requires ledger accounts (or other records) itemized separately as to each cash and margin account of every customer (regardless of the frequency of transactions with or for the customer), and as to each account (if any) of the firm and of its principals which should show all purchases and sales, and where securities are otherwise received in or delivered out of the account, all such receipts and deliveries.  The records should also itemize all other debits and credits to each such account.

This item thus calls for what is commonly termed an account for each customer.  Whether the bookkeeping system is maintained on machines, or the ledger is handwritten, the account pages, or account cards in the case of card systems, usually consist of columns for the date, number of shares bought or received into the account, number of shares sold or delivered out of the account, name of security, money debits and credits and usually a balance column and columns for calculating interest on balances.  At the end of each month it is customary to bring down the debit or credit balance and the long and short position in each customer's account.  Of course, it is not necessary under the rule even that a full page be devoted to each such account.  It is only required that in some way the required information as to each account (whether it be kept in the form of a single record or several related secondary records) be kept separately as to that account.

IV.
Secondary or subsidiary records

Paragraph 1 (d) requires that ledgers or other records be maintained reflecting the following:

A.
Securities in transfer;

B.
Dividends and interest received and paid, including receivable and payable balances, by security;

C.
Securities borrowed and securities loaned-shares and monies;

D.
Monies borrowed and monies loaned together with a record of the collateral therefor and any substitutions and failed to deliver;

E.
Securities and monies failed to receive and failed to deliver.

All of the above are "secondary" or, as they are sometimes called, "subsidiary" records and are not records of original entry.  These records are made up from the blotters or other records of original entry.  Hence, the data appearing in such records is generally posted daily or at such intervals as the business requires.  Hereunder is a brief description of such subsidiary records .

(1)
Securities in transfer

The certificates of stock which a Broker Dealer receives upon consummation of purchases may often be in a "street" name or in the names of individuals who may previously have owned the stock.  When a Broker Dealer receives instructions to have certificates registered in the name of the purchaser the certificates are sent to the transfer agent.  The purpose of this paragraph of the rule is to require the keeping of a record showing all stocks "in transfer".  This record usually shows the number borne by the transfer receipt received from the transfer agent, the number of shares, name of security, name in which it was registered, new name (i.e., the new name in which new certificates will be registered), date sent out to transfer, old certificate number, date received back from transfer, and new certificate number.

(2)
Dividends and interest received

 
For the purpose of this item of the rule it is necessary that a record be maintained by the firm with respect to dividends or interest paid by corporations on stock or bonds, respectively, carried by the Broker Dealer for the account of customers but registered in some name other than that of the customer.  The general practice, which would represent compliance with the rule, is to set up a sheet showing the name of the security, the ex-dividend date (or interest date), the rate per share and the payable date.  Information is obtained from the "stock record" or, as it is sometimes called, the "securities position record," (the nature of which is explained hereafter) showing the names of both "long" and "short" customers.  This information is then recorded on the dividend and interest register.  All customers who are "long" are credited with their proportionate interest in monies received by the firm on account of the dividend or interest to which such customers are entitled.  All customers who are "short" on the record dividend date, or the interest date in the case of bonds, are charged with the amount of the dividend or interest payable on their short position.

(3)
Securities borrowed and Securities loaned

In borrowing securities to make deliveries against sales or in lending securities to other Brokers Dealers, it is necessary, under paragraph 1 (a) of the rule, to enter such transactions in the blotters, day book or other records of original entry.  The requirements of paragraph 1 (d) (iii) of the rule can be complied with by posting from the blotters or other records of original entry onto the securities borrowed and loaned records the date borrowed or date loaned, name of Broker Dealer from whom borrowed or to whom loaned, number of shares, name of security, price, amount, and the date returned.  In some cases securities borrowed and loaned records also provide an additional column showing the interest rate or premium on stock borrowed or loaned.  The information may be kept on cards, in a loose-leaf or in a bound record, and the "date returned" may be stamped in with a regular date stamp.  As securities are marked to market, resulting in additional monies paid or collected, the record should reflect that money movement in order to balance the daily cash blotter and reflect the appropriate money amount to be paid or collected when the loan or borrow is returned.

(4)
Monies borrowed, Monies loaned, etc.

A record shall be kept of all borrowings, regardless of whether customers' or the firm's securities are pledged as collateral.  This record should show the name of the bank, and the date when paid.  Usually a separate page is made up for each loan.  In connection with this information there must be kept a collateral record consisting of the number of shares, or principal amount in the case of bonds, name of the security, and certificate numbers except when loans are made in book entry form in respect of all collateral pledged to secure the particular loan.  Substitutions in collateral are usually shown on an additional column on the page or card kept for the particular loan.  This information is obtained from the blotter, cash book, day book or other record of original entry and is transferred to the subsidiary record.  Many firms find it convenient (and the rule so permits) to keep their loan records on a card index system which reflects the above information.  Others keep only their record of collateral substitutions on cards, maintaining a loose-leaf or bound ledger for the other required details on such loans.

(5)
Securities failed to receive or deliver

  
These are also subsidiary records which are constructed from information contained on the blotters or other records of original entry.  Upon learning that a Broker Dealer on the other side of a transaction will fail to deliver on the date upon which delivery is due, either under clearing agency rules or under the agreement between the buyer and the seller, this item requires that records must be made which should show the "fail date" (i.e., the date on which delivery was due but not made), number of shares (or principal amount of bonds), name of security, purchase price, Broker Dealer from whom delivery is due, and date received.  Conversely, when the firm fails to deliver it must set up records which should show the date on which delivery was due, number of shares (or principal amount of bonds), name of security, to whom sold, sales price and date on which delivery is made.  The amount of money (quantity X price, plus bond interest, if appropriate) due should also be indicated on the fail to receives and fail to delivers.  An additional column may also provide for any remarks pertinent to the failure to receive or failure to deliver of that particular security.  The total amount of open items in the "fail to receive" or "fail to deliver" account in the firm's general ledgers kept pursuant to paragraph 1 (b) of the rule.

V.
Securities record or ledger

Paragraph1 (e) requires that a securities record or ledger (often called a "position book") be kept (or some comparable group of related secondary records), which reflect separately for each security all long or short positions (including securities in safe-keeping) carried by the Broker Dealer either for his account or for the account of his customers or partners, and showing the location of all securities "long", and the offsetting position to all securities "short", and in all cases the name or designation of the account in which each position is carried.  The rule requires that the securities record be posted currently so as to show all positions as of "clearance date."  The term "clearance date" refers to the date agreed upon by the buyer and seller (or the date) fixed by applicable clearing agency rules, if any, as the date upon which delivery is due.  The securities record may, of course, be posted on the "trade" or execution date or any other date prior to the clearance date.

Firms which handle a large volume of business may keep separate "securities records" or "position records" as they are often called, for stocks and for bonds.  The stock or securities records is seldom a bound record but it is usually kept in a loose-leaf book, or in the form of a group of cards or of related groups of cards, containing the above information.  The typical stock record is a columnar record with a page or portion thereof for each security.  The page should show the name of the security, the customer's and other accounts which are "long" and "short" that security, the daily changes in their position, the location of each security, and the total of the long or short position for the account of customers and the firm and partners.  The more frequently recurring items often are printed on the form for speed in recording and in order to eliminate the necessity of writing in each item.  Many forms for stock or securities position records are printed with or otherwise contain an appropriate space for the name of the account and a column for each business day in the month.  The month-end securities balances may be carried forward to new sheets at the beginning of each new month.

In those firms which use the manifold or accounting machine methods of bookkeeping, the posting to the stock record is made from information typed simultaneously with the blotter.

VI.
Memoranda of brokerage orders

Paragraph 1 (f) requires that Broker Dealers maintain a memorandum of each brokerage order and of any other instruction, given or received for the purchase or sale of securities, whether executed or unexecuted.  Such memoranda must show the terms and conditions of the order or instructions and of any modification or cancellation thereof, the account for which entered, the time of entry, the price at which executed, and, to the extent feasible, the time of execution or cancellation.  Orders entered pursuant to the exercise of discretionary power by such Broker Dealer, or any employee thereof, shall be so designated.

The rule provides that the term "instruction" shall be deemed to include instructions between associated persons and employees of a Broker Dealer.  The term "time of entry" is specified to mean the time when the Broker Dealer transmits the order and the time when it is received.

It is the usual practice (and probably the more desirable) to record all of the required information upon the face of the order ticket or other slip which records the brokerage order or instruction.  If such order tickets or slips are filed together, they would themselves constitute the required record in respect of orders or instruction for the purchase or sale of securities.

VII.
Memoranda of purchases and sales

Paragraph 1 (g) which applies to dealer transactions requires a memorandum for each purchase and sale of securities for the account of such Broker Dealer showing the price, and, where executed, the time of execution.  Paragraph1 (g) also serves to make it clear that memoranda or other records need not be made of dealers' quotations, or bids or offers made in the course of trading.

VIII.
Confirmations and notices

Paragraph 1 (h) requires Broker Dealers to make copies of confirmations of all purchases and sales of securities and copies of notifications of all other debits and credits for cash securities, to other items for the account of customers including principals of the Broker Dealer.  Note that paragraph 1(d) requires Broker Dealer to preserve copies of such confirmations or notices which they send to his customers.  In the event a firm uses the manifold system of bookkeeping, one of the several carbon copies so made would meet the above requirements provided it contains all the material information as contained on the simultaneously typed customer's copy of the confirmation.

IX.
Records re: cash and margin accounts

Paragraph 1 (i) requires that a record in respect of each cash and margin account with such Broker Dealer contain the name and address of the beneficial owner of such account, and, in the case of a margin account, the signature of such owner; provided that, in the case of a joint account or an account of a corporation, such records are required only in respect of the person or persons authorized to transact business for such account.  This provision refers to the Customer Account Information Form.

Some questions have been raised in connection with "omnibus accounts" or similar accounts in which a bank, trustee or another Broker Dealer effects transactions which a bank, trustee or Broker Dealer may later allocate to the particular beneficiary or customer for whom it is acting.  Where such an account is carried with the Broker Dealer by a second party, such as a bank, trust company or another broker, the second party only, generally speaking, should be regarded as the "beneficial owner" of that account for purposes of this paragraph of the rule.  In other words, the customers of the second party, at least under normal circumstances, are not regarded as the customers of the Broker Dealer with whom the second party carries such an omnibus or general account.  

Where, on the other hand, a trustee, nominee or other fiduciary opens and maintains an account with a Broker Dealer as a representative of one or more particular beneficiaries and where all transactions effected in that trust are solely for the particular predetermined beneficiaries for whom the account is maintained, such beneficiaries (who thus have ownership of the account itself as distinguished from an interest in particular securities or credits which may happen to be recorded therein) should be regarded as beneficial owners of the account.  Consequently, in this latter situation where the agent's or trustee's transactions on behalf of a trust or particular individuals are of such volume and importance as to warrant the opening of a separate account for the particular trust or individuals, paragraph 1 (i) does apply, and that the name and address either of the particular trust or of the beneficiaries should be obtained.

X.
Puts, calls, straddles and options

Paragraph 1 (j) requires the record of all puts, calls, spreads, straddles and other options in which such Broker Dealer has any direct or indirect interest, or which such Broker Dealer has purchased, granted or guaranteed containing at least an identification of the security and the number of units involved.  Such a memorandum may be kept in any suitable record which shows the date, details regarding the option, name of security, number of shares, the exercise or strike price, and the expiration date.  Letters pertaining to such options, including those received from and addressed to customers, should be kept together with the memorandum.

XI.
Monthly trial balances and net capital computations

Paragraph 1 (k) requires the preparation of a record of the proof of money balances in all ledger accounts in the form of trial balances currently at least once a month, and the preparation of a record of the computation of aggregate indebtedness and net capital as of the trial balance date currently at least once a month; provided, however such computations shall be made on a daily basis and available for review when requested by the Commission or an SRO to which such Broker Dealer is a member of or participant in.  Such trial balances and computations will serve as a check upon the current status and accuracy of the ledger accounts which firms currently maintain to keep informed of their capital positions.

XII.
Employment applications

Paragraph 1 (l) requires a questionnaire or employment application for each associated person and salesman which must list various items of information with respect to such person, and must be approved in writing by designated associated person of the firm.  Retention of a complete copy of a registration application filed by the firm on behalf of such person with the Commission will satisfy this requirement.
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