
 

Client Publication April/May 2003 
 

SEC Amendments to Books and Records  
Requirements for Brokers and Dealers Under the  

Securities Exchange Act of 1934 Take Effect 

Accommodations Made for State and SRO Regulation and Enforcement  

I. Introduction 

In November of 2001, the Securities and Exchange 
Commission (“SEC” or “Commission”) published 
amendments to Rules 17a-3 and 17a-4 (“Amend-
ments”) under the Securities Exchange Act of 1934, 
as amended (“Act”).1  The principal purpose of the 
Amendments is to broaden the scope of Rules 17a-3 
and 17a-4, which in turn will broaden the scope of 
records that individual State securities laws and regu-
lations may prescribe and enforce.2  The Amend-
ments become effective on May 2, 2003.  The Com-
mission specifically states in the Release that it pro-
posed the Amendments, in part, to enhance the ability 
of State regulators to conduct effective examinations 
of activities within their respective States. By adopt-
ing the Amendments, the Commission enables State 
regulators to adopt and enforce similar rules on a 
State level, and thus to support investigation and ex-
amination duties. 

The Amendments place new or additional require-
ments on broker-dealers to maintain books and records 
regarding (a) brokerage orders and dealer transactions, 
(b) associated persons of the broker-dealer, (c) cus-
tomer account records, (d) compensation, and (e) 
communications with the public.  In addition, the 
Amendments create new books and records require-
ments for each “office” of the broker-dealer, and create 
new or additional requirements for the maintenance of 
 
                                                           
1  The Amendments are published in SEC Release 34-44992, 

“Books and Records Requirements for Brokers and Dealers Un-
der the Securities Exchange Act of 1934” (Published November 
2, 2001) (“Release”).  The National Association of Securities 
Dealers, Inc. (“NASD”) has published substantial guidance for 
its members regarding the Amendments, which can be found at 
<www.nasdr.com/books.asp>. 

2  Pursuant to the National Securities Market Improvement Act of 
1996, State securities regulators may not establish rules regard-
ing the books and records requirements of a broker-dealer that 
differ from, or are in addition to, the rules of the SEC. 

books and records relating to (i) record retention and 
retention of communications, (ii) account records, (iii) 
special reports, (iv) compliance, supervisory and pro-
cedures manuals, and (v) exception reports.  These 
requirements are discussed below. 

While the Amendments represent a wide array of 
new requirements for brokers and dealers, the Com-
mission takes the view that the Amendments “largely 
represent a codification of prudent record-keeping 
practices of many broker-dealers.”  Accordingly, the 
Commission takes the view that “many portions of 
the Books and Records Rule amendments should not 
present additional burdens for most broker-dealers.”3 

II. Amendments to Rule 17a-3 

Records Relating to Brokerage Orders and Dealer 
Transactions 

Rule 17a-3 has been amended to add new require-
ments to the records that must be kept for each bro-
kerage order and dealer transaction.  First, each bro-
kerage order ticket must contain (a) the identity4 of 
the associated person, if any, responsible for the ac-
count for which the order is being placed, (b) any 
other person who entered or accepted the order on the 
customer’s behalf, and (c) whether the order was en-
tered subject to discretionary authority.  Brokerage 
orders must also include the time of the order, as well 

 
                                                           
3  See the Release, at II. 
4  The Commission states that the identity of the associated person 

may be recorded using a code or number for that associated per-
son, or by the code or number of that person’s terminal, if a spe-
cific computer terminal is used by each associated person.  The 
Commission has also stated that there is no general requirement 
that broker-dealers assign an associated person to each account, 
but must provide this information if such an assignment is made 
by the broker-dealer.  See the Release at III.A. 
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as the time when the order was subsequently submit-
ted for execution.5 

Rule 17a-3 has been amended to add a requirement 
that each dealer ticket include any information relat-
ing to modifications made to the order.6 

Records Regarding Associated Persons 

The Amendments require broker-dealers to make and 
keep records relating to associated persons7 of the 
broker-dealer, containing, among other things: 

• a list of every associated person of the broker or 
dealer; 

• for each associated person, every office of the 
broker or dealer where the associated person regu-
larly handles funds or securities or effects securi-
ties transactions; and 

• the Central Registration Depository number, if 
any, and every internal identification number or 
code assigned to that person.8 

Customer Account Records 

In order to provide regulators with better access to 
information relating to compliance with suitability 
requirements,9 the Amendments require the creation 
of records relating to each customer,10 and require 
that broker-dealers provide that information to each 
customer on a periodic basis. 
 
                                                           
5  The Commission states in the Release that the requirement to 

state the time of the order must be precisely recorded, even if 
that time is very close in time to the time of order entry or exe-
cution.  A broker-dealer may note that the two times are simul-
taneous or near so, but may not use simultaneous order receipt 
and entry as an opportunity to record an approximate time for 
both.  See the Release at III.A.  Approximate times may only be 
used where it is otherwise impossible to accurately record order 
times, such as may be the case where an order is effectively 
placed through a subscription agreement.  See Release at III.A 
and at Footnote 13.  In such a situation the broker-dealer would 
be required to keep a record of the subscription agreement.  See 
Rule 17a-3(a)(6)(ii). 

6  See Rule 17a-3(a)(7). 
7  Rule 17a-3(g)(4) defines “associated person” to mean an “asso-

ciated person of a member” or “associated person of a broker or 
dealer” as defined in Sections 3(a)(21) and 3(a)(18) of the Act, 
respectively, but does not include persons whose functions are 
“solely clerical or ministerial,” as that term is used in Section 
3(a)(18) of the Act.  This new definition is substantially broader 
than the former definition found in Rule 17a-3(a)(12)(ii).  The 
NASD specifically noted this breadth in a recent discussion of 
the matter: see the discussion at <www.nasdr.com/pdf-
text/books_call_041003.pdf> (the “NASD Discussion”). 

8  See Rule 17a-3(a)(12).  The NASD Discussion specifically 
notes that brokers may not refer regulators to WebCRD for 
this information. 

9  See the Release at III.C. 
10  See Rule 17a-3(a)(17). 

Specifically, each customer account record must: 

• Keep information relating to client information,11 
including the customer’s name, tax identification 
number, address, telephone number, date of birth, 
employment status (including occupation and whether 
the customer is an associated person of a broker or 
dealer), annual income, net worth, and investment ob-
jectives.12  These records are only required for ac-
counts to which suitability rules apply.13 

• Furnish the account record to the customer peri-
odically and upon certain occurrences,14 including 
(i) opening an account, (ii) periodic updating of 
an account at least once every 36 months,15 (iii) 
change of customer name or address, and (iv) 
change of other customer information. 

• For discretionary accounts, a broker-dealer must 
maintain a record containing the dated signature 
of each customer granting the authority and the 
dated signature of each “natural person” to whom 
discretionary authority was granted.16 

• Create a record indicating that each customer was 
furnished with a copy of any written agreement 
entered into pertaining to that account, including 
any agreements relating to an account that were 
specifically requested by the customer.17 

 
                                                           
11  See Rule 17a-3(a)(17)(i)(A).  Firms must make a good faith 

effort to obtain the required information.  However, if the ac-
count record does not include the required information, the bro-
ker-dealer bears the burden of explaining why this information 
is not available.  See the Release at III.C.3. 

12  Account records need only describe the investment objectives 
for the individual account, and need not describe the investment 
objectives for each individual who may be an owner of the ac-
count. In addition, financial information regarding multiple ac-
count owners may be combined.  See Release at III.C.1.  The 
NASD Discussion notes that the Amendments do not define the 
term “investment objectives”, and that firms must define these 
terms when furnishing the account records to customers. 

13  See Rule 17a-3(a)(17)(i)(D). 
14  See Rule 17a-3(a)(17)(i)(B)(1) through (B)(3).  The NASD 

Discussion notes that a broker-dealer may, under self-regulatory 
organization (“SRO”) “know-your-customer” rules, be required 
to obtain updated information more frequently than once every 
36 months. 

15  Pursuant to Rule 17a-3(a)(17)(i)(B)(1), for accounts existing on 
the effective date of these Amendments, a firm will have 36 
months to obtain the information required on the account record 
under Rule 17a-3(a)(17)(i)(A).  

16  See Rule 17a-3(a)(17)(ii).  Note that the NASD refuses in the 
NASD Discussion to take an interpretive position on whether trusts 
constitute “natural persons” for purposes of the Amendments. 

17  See Rule 17a-3(a)(17)(iii). 
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Complaints 

The Amendments require firms to keep additional18 
records relating to customer complaints received by 
the broker-dealer.19  Specifically, broker-dealers must 
make a record detailing every written customer com-
plaint received by the broker-dealer concerning each 
associated person of the broker-dealer.20  In addition, 
the Amendments require broker-dealers to make a 
record indicating that each client of the broker-dealer 
has been furnished the address and telephone number 
of the department of the firm to which any com-
plaints may be directed.21 

Compensation 

The Amendments require each broker-dealer to main-
tain a record: 

• Listing, for each associated person, each purchase 
and sale of a security attributable, for purposes of 
compensation, to that associated person.  The re-
cord must also include the amount of compensa-
tion if monetary and a description of the compen-
sation if non-monetary.22  

• Listing all agreements relating to the relationship 
between each associated person and the broker-
dealer, including a summary of that associated 
person’s compensation arrangement or plan.23 

Communications with the Public 

The Amendments require that each broker-dealer 
maintain a record documenting actual compliance 
with, or the existence of procedures designed to en-
sure compliance with applicable federal requirements 

 
                                                           
18  Rule 17a-4(b)(4), which predates the Amendments, requires firms 

to keep originals of all correspondence received.  As a practical 
matter, this includes records relating to customer complaints.  

19  See Rule 17a-3(a)(18)(i). 
20  Specifically, each record regarding a complaint must include (a) 

the complainant’s name, address, and account number, (b) the 
date the complaint was received, (c) the name of each associated 
person identified in the complaint, (d) a description of the nature 
of the complaint, and (e) the disposition of the complaint.  A bro-
ker-dealer may keep this record together with records currently 
required regarding each complaint.  See the Release at III.C. 

21  See Rule 17a-3(a)(18)(ii).  Such a notification may be placed on 
the customer’s statements.  See the Release at III.C. 

22  See Rule 17a-3(a)(19)(i).  In lieu of making this record, a bro-
ker-dealer may elect to produce the required information 
promptly upon request of a securities regulator. 

23  See Rule 17a-3(a)(19)(ii).  This record must include commis-
sion and concession schedules and, to the extent that compensa-
tion is based on factors other than remuneration per trade, the 
method by which the compensation is determined. 

and applicable requirements of any SRO relating to 
communications with the public.24 

List of Persons who can Explain a Broker-
Dealer’s Records 

The Amendments require each broker-dealer to main-
tain a list stating the name or title of each person who 
can, “without delay,” explain the types of records 
maintained by the broker-dealer and the information 
contained in those records.25 

List of Principals of the Firm; Definition of “Principal” 

In order to ensure that securities regulators will be able 
to identify individuals responsible for designing and 
managing a broker-dealer’s compliance procedures, the 
Amendments require that each broker-dealer maintain a 
record listing each principal responsible for establishing 
policies and procedures designed to ensure compliance 
with applicable federal or SRO requirements.26  For 
these purposes, the term “principal” means any individ-
ual registered as a principal or branch manager of a bro-
ker-dealer or any other person who has been delegated 
supervisory responsibility over associated persons by a 
broker-dealer.27 

III. Records Relating to Offices of a  
Broker-Dealer 

Introduction 

While proposals made prior to the Amendments28 
proposed that certain records be made and retained 
for each office of each broker-dealer, and be kept at 
those offices, the Amendments themselves are 
somewhat more flexible, seeking to maintain a bal-
ance between the costs of maintaining records at each 
office of each broker-dealer and the problems associ-
ated with delays that local regulators may face wait-
ing for record production to occur.  The compromise 
reached by the Commission requires certain records 
pertaining to each office of a broker-dealer to be 
maintained at that office for two years following the 
creation of such records.29 

 
                                                           
24  See Rule 17a-3(a)(20).  Generally speaking, this provision de-

fers to the various SROs’ rules regarding communications with 
the public, and does not establish new norms.  See the Release 
at III.F. 

25  See Rule 17a-3(a)(21). 
26  See Rule 17a-3(a)(22). 
27  The term “principal” is defined at Rule 17a-3(g)(2). 
28  See Exchange Act Release No. 40518 (Oct. 2, 1998). 
29  See Rule 17a-4(k). 
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Definition of “Office”  

The Commission’s definition of the term “office” is 
quite broad, including any location from which an asso-
ciated person regularly conducts business.30  The term 
may include certain private residences that do not meet 
a specific exemption set out in the Amendments.31   

Records to be Created as to each Office 

The Amendments require that certain books and re-
cords be made and kept current separately for each 
office.32  The Amendments require that a broker-
dealer either maintain the specified records at each 
office or stand ready to produce such records on the 
same day a request is made.33  The required records 
must be maintained at each office for a period of two 
years.  Records for a foreign office of a U.S.-
registered broker-dealer that are required by Rule 
17a-3(f) must be maintained at the broker-dealer’s 
main office.34 

IV. Amendments to Rule 17a-4 

Record Retention Requirements and Require-
ments for Retention of Communications 

Various amendments have been made to Rule 17a-4 in 
order to conform to the changes made to Rule 17a-3 by 
the Amendments.  For example, Rules 17a-4(a) and 
(b), which set out the required time periods for record 
retention, have been amended to include the various 
new and additional requirements introduced in the 
Amendments.  In addition, the Amendments require 
broker-dealers to retain communications that are sub-
ject to SRO “communication with the public” rules. 

 
                                                           
30  The term “office” means “any location where one or more asso-

ciated persons regularly conduct the business of handling funds 
or securities or effecting any transactions in, or inducing or at-
tempting to induce the purchase or sale of, any security.” 

31  Rule 17a-4(k) states that a broker-dealer is not required to pro-
duce records at an office that is a private residence if (i) only 
one associated person (or multiple associated persons who re-
side at that location and are members of the same immediate 
family) regularly conduct business at the office; (ii) the office is 
not held out to the public as an office; and (iii) neither customer 
funds nor securities are handled at that office.  Where a “home 
office” meets the criteria set forth in Rule 17a-4(k), the broker-
dealer may maintain the required records at some other location 
within the same State, or may opt to promptly produce the re-
quired records at an agreed-upon location. 

32  See Rule 17a-4(k).  The records that are required to be made 
and kept current for each office are those required by Rule 17a-
3(a)(1), (a)(6), (a)(7), (a)(12), (a)(17), (a)(18)(i), (a)(19), 
(a)(20), (a)(21), and (a)(22). 

33  See the Release at IV.B and IV.C. 
34  See the Release at IV.C. 

Account Record Information  

The Amendments create a new requirement that bro-
ker-dealers must keep certain account record infor-
mation for six years.35  The six-year period begins 
either at the time the account is closed or at the time 
certain information is changed or updated, for exam-
ple information relating to investment objectives. 

Special Reports 

Where a securities regulator has specifically re-
quested or required a broker-dealer to provide a par-
ticular report pursuant to an order settlement, the 
Amendments require that broker-dealer to retain that 
report for three years.36 

Compliance, Supervisory and Procedures Manuals 

In order to ensure that securities regulators are able to 
obtain information as to what policies and procedures 
were in place at a broker-dealer at any given time, the 
Amendments require firms to retain a copy of all 
compliance, supervisory, and procedures manuals 
describing the firm’s policies and practices for three 
years after the termination of the use of each manual, 
specifically including any updates, modifications, and 
revisions to the manuals.37 

Exception Reports 

Where a broker-dealer creates a report designed to 
review for unusual activity in a customer’s account 
(commonly referred to as an “exception report”), the 
Amendments require a broker-dealer to retain that 
report for 18 months following the generation of the 
report.38  The Amendments are intended to permit the 
prompt production of such a report in lieu of main-
taining the report, and are also intended to accommo-
date situations where a report is generated electroni-
cally and cannot, due to alternations in the electronic 
system in the intervening 18 months, be identically 
reproduced, or be reproduced at all.39 

 
                                                           
35  See Rule 17a-4(e)(5). 
36  See Rule 17a-4(e)(6). 
37  See Rule 17a-4(e)(7). 
38  See Rule 17a-4(e)(8). 
39  In such a situation, the broker-dealer must either reproduce the 

report in a different format, or produce the parameters that were 
used to produce the original report. 
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V. Technical Amendments to 17a-3  
and 17a-4 

The Amendments also include technical amendments 
to Rules 17a-3 and 17a-4, and Regulation ATS, the 
most important of which are designed to provide 
State and SRO regulators with the ability to access 
information that is kept electronically on behalf of a 
broker-dealer by a third-party provider. 

VI. Conclusions 

The Amendments add considerable detail to the books 
and records that are required to be kept by broker-
dealers.  The stated purpose of this additional detail is 
to provide State securities regulators with increased 

and enhanced opportunities to regulate, investigate, 
and, where necessary, take enforcement action with 
respect to the activities of broker-dealers.  Recent 
months have seen substantial activity by State securi-
ties legislators and regulators, with the promise of 
more such activity to come.  It is our view that in the 
current regulatory environment, both the Commission 
and State securities regulators will act quickly to de-
mand compliance with the Amendments. 

For more information regarding the record-keeping 
requirements of broker-dealers, or to discuss any of 
the issues raised in this memorandum, please contact 
either of the people listed below. 
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