SIPC Coverage & How SIPC Functions
       The Securities Investor Protection Corporation (“SIPC”) is meant to cover clients to the extent that the firm becomes insolvent and client assets are missing. SIPC does not protect against losses in the investment value of customer securities. 
       Based on information published by SIPC, most broker-dealer failures happen with no securities missing.
       From a procedural perspective, the Securities Investor Protection Act of 1970 (SIPA) provides an alternative to a liquidation under the Bankruptcy Code for broker-dealers registered with the SEC.  For purposes of a liquidation under the SIPA, customer assets are not subject to claims by by the Broker-Dealer's creditors. 
      In the event of a liquidation, securities (including stocks and bonds) registered in the name of customers are either returned to the applicable customer or transferred on behalf of the customer to another firm.  
      Cash and other securities held for the account of customers in the name of the Broker-Dealer (securities held in "street name"; see discussion below) are divided pro rata among the firm's customers. To the extent that cash and securities are insufficient to cover customers' claims, SIPC will cover the remaining shortfall owed to customers in an amount up to $500,000 (including a maximum of $100,000 which a customer may have at the time held in cash with the firm) from the SIPC reserve fund. 
When SIPC is Called In
         Under SIPA, the SEC or some other regulatory agency may notify SIPC that a firm is approaching financial difficulty.  A trustee is then appointed to coordinate the liquidation proceeding.  
When SIPC’s Pro Rata Distribution Applies
      SIPC protection applies after the “pro rata” distribution of all customer securities held in "street name" from a failed brokerage firm has been made. 
      A SIPC Trustee endeavors to replace customer property to the extent it is missing from the customer of the failed broker-dealer firm, up to a statutory limit per customer.  
      Example:
       Assuming that 1% of a failed broker-dealer‘s customer property was missing, a customer with securities valued at $1 million (assuming that the securities are not registered in the customer’s name) would first receive $990,000 of customer securities in the brokerage firm’s possession before being entitled to receive a SIPC payment of $10,000, representing the customer’s portion of the overall 1% shortfall.  
       Similarly, a customer with securities valued at $10 million would first receive $9.9 million of customer securities and would be entitled to a SIPC payment of $100,000.  To the extent possible, it is SIPC’s policy to replace any missing customer securities by having a SIPC trustee purchase securities rather than making cash payments for any shortfall.
Excess SIPC
       If SIPC could not make all customers whole with the $500,000 limit, the Broker-Dealer’s excess SIPC policy with Lloyd’s of London comes into play (aggregate of $600 million). 
       " Including excess SIPC coverage, customers' cash held by the Broker-Dealer is insured up to $1 million per customer account. The insurance coverage for customer securities, including excess SIPC coverage is $150 million per customer account. 
  Broker-Dealer/Bank Insolvency Considerations 

         The vast majority of securities held with broker-dealer firms are held in “street name” with an SEC-approved depository.  The broker-dealer firm, in turn, records ownership of the security in the customer’s name on its books and records (this is called “book entry” form).  Securities held in “street name” are readily negotiable and thus capable of efficient trading and settlement.

         Many banks also hold customer securities in “street name.”  However, many banks offer customers the option of holding their securities in “customer name,” meaning the security is registered in the name of the customer. 

         As noted above, securities registered in the name of a customer would either be transferred to another firm, or returned to the customer. The customer would not be subject to a pro rata distribution.

         “Street name” securities held by an insolvent broker-dealer for its customers would be returned pro rata to each customer owning those securities within a reasonable amount of time after the customer’s filing of a proof of claim. 

         Cash held at a bank is covered by FDIC insurance.  Customer securities held by a bank, whether in customer name or street name are not considered assets of the failed bank in the event of an insolvency (assuming they are properly segregated and earmarked) and are returned by the FDIC to their owners; but, these assets are not covered by either FDIC or by SIPC insurance.

         Only broker-dealers are subject to SIPC liquidation procedures. 

Summary
      To summarize, in the event of the Broker-Dealer's failure and subsequent liquidation, securities that are registered in the name of a customer would be returned to the customer or transferred to another firm. 
      With respect to cash and securities not registered in the name of the customer, but held by the Broker-Dealer for the customer's benefit, the customer would receive a pro rata portion of the aggregate amount of cash and securities actually held by the Broker-Dealer. If there is a remaining shortfall, SIPC would cover a maximum of $500,000, only $100,000 of which may be a recovery for cash held at the broker-dealer. The Broker-Dealer's excess SIPC coverage through Lloyd's of London would provide additional coverage of up to a maximum of $150 million per customer account, of which $1 million could be cash. 
      The SIPC liquidation process generally assures that customers of a failed broker-dealer receive their securities and cash with reasonable promptness after the filing of a claim.
