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borrowing rules

February 29, 2024

In mid-February, the Canadian Investment Regulatory Organization (CIRO) released
proposed amendments to the Investment Dealer and Partially Consolidated (IDPC)
Rules and IDPC Form 1 with respect to fully paid securities lending and financing
arrangements. These amendments are intended in part to enhance the framework
regarding retail fully paid securities lending. CIRO also published draft revised Guidance
on Fully Paid Securities Lending to replace existing guidance. The following summary of
the proposed changes deals with fully paid securities lending, as the proposed changes
to the rules respecting financing arrangements are generally intended to fix existing
overlaps and inconsistencies.

Fully paid securities lending occurs when a dealer member borrows a client’s fully paid
or excess margin securities as principal and then uses such securities to meet their in-
house demand or lend them out to a third party. Collateral is then provided to the client -
directly or through a collateral agent to secure the loan. The notice describing the
proposed amendments indicates that currently, eight dealers are permitted to utilize
these lending programs but that additional dealers have expressed an interest in doing
so, and that 165,000 clients have been enrolled in approved programs, the majority of
whom are retail clients.

The proposed amendments would introduce a new Part B.2 of IDPC Rule 4600, to set
out specific requirements for dealers when borrowing. These requirements would be
mandatory when borrowing involves retail clients but would only apply to borrowing
activity involving institutional clients if the client opts to be treated as a retail client for
lending purposes. The requirements will apply to all dealer fully paid lending
arrangements with retail clients even if it is not done through a structured lending
program.

Under the proposed amendments, a dealer will only be permitted to borrow client
securities upon prior consent and, where applicable, the determination that the lending
services are suitable for the client. Specific information will need to be included in the
securities loan agreement which is aligned with current rule requirements and market
practices. A proposed new section of the rule will set out the specific requirements for
disclosure, including the loan arrangement’s structure, benefits, risks, and Investor
Protection Fund coverage limitations, together with a client acknowledgement of
understanding these disclosures. The minimum criteria for adequate collateral will also
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be set out. Collateral will generally be restricted to cash (or certain debt securities when
permitted by CIRO), at a minimum of 102 per cent of the market value of the borrowed
securities for cash collateral and 105 per cent for securities collateral and held in a form
permitted by CIRO.

Other provisions include restrictions on the reuse of securities loaned and the assets
provided as collateral, to mitigate risks such as dealer default and systemic contagion
risks, and requirements for specific communications to lending clients with respect to
the loan arrangement. With respect to securities that will be eligible for borrowing,
dealers will continue to only be permitted to borrow securities held in non-registered
accounts, and CIRO will prescribe from time to time any restrictions on securities a
dealer can borrow when it deems it to be in the interest of the clients and the public and
will publish such restrictions on its website. Currently, there is a restriction that only
equity securities listed on an exchange can be borrowed by a dealer. The proposed
securities eligibility criteria are included as an appendix to the notice.

The draft revised guidance discusses these changes and the potential conflicts of
interests facing dealers who borrow client securities. The guidance also describes
CIRO’s expectations that when borrowing from clients of introducing brokers and
portfolio managers, whose accounts a dealer carries, the dealer is expected to get a
confirmation that (i) each introducing broker has received a non-objection letter from
CIRO before fully paid securities of their clients are borrowed, and (ii) each portfolio
manager has notified applicable CSA members before fully paid securities of their
clients are borrowed.

Comments on the proposal are due by April 15, 2024.
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