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Customer Account Statements

SEC Approves Amendments to Rule 2340 Requiring
Customer Account Statements to Include a Statement
Reminding Customers to Report Inaccuracies in Their
Accounts in Writing; Effective Date: March 6, 2007

Executive Summary

The Securities and Exchange Commission (SEC) has approved
amendments to Rule 2340 requiring customer account statements
to include a statement advising customers to promptly report
any inaccuracy or discrepancy in their account to the introducing
firm and clearing firm (where these are different firms) and to
re-confirm any oral communication in writing.’

The effective date of this rule change is March 6, 2007. Included
with this Notice is Attachment A, the text of amended Rule 2340.

Questions/ Further Information

Questions concerning this Notice may be directed to Susan DeMando,
Associate Vice President, Financial Operations, Department of
Member Regulation, at (202) 728-8411.

Background and Discussion

In May 2001, the GAO (the U.S. General Accounting Office, now
known as the Government Accountability Office) issued a report
in which it made recommendations to the SEC and the Securities
Investor Protection Corporation (SIPC) about ways to improve the
information available to the public about SIPC and the Securities
Investor Protection Act (SIPA). Among other things, the GAO
recommended that self-regulatory organizations, such as NASD,
explore actions to include information on periodic statements to
inform investors that they should document any unauthorized
trading in writing.? This is important because, in the event a firm
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goes into SIPC liquidation, SIPC and the trustee generally will assume that the firm'’s
records are accurate unless the customer is able to prove otherwise. In this regard,
the SIPC Brochure states that if customers ever discover an error in a confirmation or
account statement, they should immediately bring the error to the attention of the
brokerage firm in writing and keep a copy of the writing.? The SIPC Brochure also
advises customers that if there is something wrong with the brokerage firms’ records,
the customer will have to prove that the records are inaccurate, or the SIPC trustee
will assume that the firm’s records are correct.

Consistent with GAO’s recommendation, NASD has amended Rule 2340 to require
general securities firms to include in monthly account statements a statement advising
each customer to report promptly any inaccuracy or discrepancy in that person’s
account to his or her brokerage firm. Where the customer’s account receives services
from both an introducing and clearing firm, the advisory should state that the reports
should be made to both firms. This statement should also advise customers that any
oral communications should be re-confirmed in writing to further protect the
customer’s rights, including rights under SIPA. Where account statements are delivered
electronically, this statement may also be delivered electronically, provided it is on

the same screen as the account statement, and the customer is not required to use a
“click-through process” to bring it up on the screen. This statement will emphasize to
customers the importance of promptly reporting, in writing, any suspected inaccuracy
or discrepancy in their accounts and will remind customers of the importance of
creating the written documentation that could prove helpful in the event of a SIPC
liquidation to further evidence an assertion that the broker-dealer’s records are
incorrect.

The statement required by Rule 2340, as amended, does not impose any limitation
whatsoever on a customer’s right to raise concerns regarding inaccuracies or
discrepancies in his or her account at any time, either in writing or orally, and to
bring these concerns to his or her brokerage and/or clearing firm or, in the course of a
liquidation proceeding, to SIPC. Further, although firms that issue account statements
are required by this amendment to advise customers to “promptly” report their
concerns to their firm(s) and reconfirm any conversations with their firms in writing,
Rule 2340 does not impose any time limit during which customers may report
inaccuracies in their accounts.

NASD reminds its members that an SEC interpretation requires them to include in
each account statement the name and telephone number of a responsible individual
at the clearing firm whom a customer can contact with inquiries regarding his or her
account.* In addition, the SEC, in approving the rule change, noted that it would be
more beneficial for firms to include on account statements both introducing and
clearing firm contact information sufficient to allow investors to timely report
unauthorized transactions or other account discrepancies to both firms (if the firms
are different).®
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Endnotes

1

See Exchange Act Release No. 54411 (Sept. 7,
2006) 71 FR 54105 (Sept. 13, 2006) (Order
Granting Approval of Proposed Rule Change
Relating to Rule 2340 Concerning Customer
Account Statements; File No. SR-NASD-2004-
171) (SEC Approval Order), as corrected by
Exchange Act Release No. 54411A

(Oct. 6, 2006).

See Securities Investor Protection: Steps Needed
to Better Disclose SIPC Policies to Investors
(GAO-01-653).

The SIPC Brochure, entitled Understanding the
Securities Investor Protection Corporation, is
published on SIPC's Web site. The Brochure
provides a basic explanation of SIPC and SIPA
and answers questions about SIPc liquidations.

In its November 24, 1992 release announcing
“Final Rule Amendments” to its net capital
rule, the SEC's Division of Market Regulation
stated that it has interpreted the net capital
rule and SEC Rule 15¢3-3 to require that,
among other things, clearing firms must issue
account statements directly to customers, and
that each statement must contain the name
and telephone number of a responsible
individual at the clearing firm whom a
customer can contact with inquiries regarding
the customer’s account. See Exchange Act
Release No. 31511 (Nov. 24, 1992), 57 FR 56973
(Dec. 2, 1992) (S7-28-89). See also supra note 1,
71 FR at 54107, footnote 24, as corrected by
Exchange Act Release No. 54411A.

See supra note 1, 71 FR at 54107. Firms that
are members of both NASD and the New
York Stock Exchange should also review the
requirements of NYSE Rule 409 in the NYSE
Interpretation Handbook at 4105, which states
that “Statements of accounts to customers
must clearly and prominently disclose on the
front of the statement... the identity of the
introducing and carrying organization and
their respective phone numbers for service[.]”
The Handbook further advises that the phone
number of the carrying organization may
appear on the back of the statement, but if it
does, it must be in “bold” or “highlighted”
letters.

©2006. NASD. All rights reserved. Notices to Members attempt to present information to readers in a format that is
easily understandable. However, please be aware that, in case of any misunderstanding, the rule language prevails.



ATTACHMENT A
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2340. Customer Account Statements

(a) General

Each general securities member shall, with a frequency of not less than once every calendar quarter, send a
statement of account (“account statement”) containing a description of any securities positions, money balances, or
account activity to each customer whose account had a security position, money balance, or account activity during
the period since the last such statement was sent to the customer. In addition, each general securities member

shall include in the account statement a brief statement, in bold, that advises the customer to promptly report any

inaccuracy or discrepancy in that person’s account to his or her brokerage firm. (In cases where the customer’s

account is serviced by both an introducing and clearing firm, each general securities member must include in the

advisory a reference that such reports be made to both firms.) Such statement also shall advise the customer that

any oral communications should be re-confirmed in writing to further protect the customer’s rights, including rights

under the Securities Investor Protection Act (SIPA).

(b) through (d) No change
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