Brokerage Insolvency Shouldn't Spell Disaster for Clients, Experts Say | CEP News Page 1 of 2

The Canadian Source for Global Economic, Financial and Market News

ﬂsaarch... ]

Ottawa: 14:01:47 Washington: 14:01:47 London: 19:01:47 Frankfurt: 20:01:47 Tokyo:03:01:47

Sydney:04:01:47

FxPro.com

Trade Forex like a Pro

You are here: Home » Brokerage

Economic News

Global

Canada
us.
Europe

Asia/Australia

Market

All Market News

News

Forex

Bonds

Commodities

Equities

Ea MARKETS
START HERE

FxPro.com

Trade Forex Like a Pro

24 Hour Online
Currency Trading

iN_GQT n

Resources

Top News
News Recap
Today's Events
Weekly Letter
Market Recap
Market Quotes
Economic Stats
Economic Calendar
Central Banks
Business News
Email Alerts
RSS

Useful Links

Insolvency Shouldn't Spell Disaster for Clients, Experts Say

Brokerage Insolvency Shouldn't Spell Disaster
for Clients, Experts Say

Sat Sep 20, 2008 20:41pm

Print Email

e VB

Recent Related Stories

Midday Glance: Investment Banks
companies

Half an hour ago

Midday Glance: Finance

companies
Half an hour ago

SEC's Cox Says Regulation
Needed for Credit Default Swaps
An hour ago

Advertisement

ONLINE
CURRENCY
TRADING

(CEP News) Ottawa - As markets react to the shockwaves of Lehman Brothers' filing for bankruptcy, Canadian
investors may be wondering what would happen to their investments if their brokerage were to collapse. Financial
experts say brokerage clients' assets should be safe even if a firm goes bust.

While those experts are quick to point out the large difference between the ownership structure of the U.S. and
Canadian brokerage industries, they say one similarity between the two countries is that there are layers of
protection for investors' holdings.

"When a brokerage firm goes bankrupt it doesn't mean the clients are losing their investments," said David Phipps,
senior financial adviser at Assante Capital Management Ltd. "Clients' assets are segregated from the assets of the
dealer. Creditors cannot attack the assets of clients of an insolvent brokerage."

In Canada, clients of brokerages that are members of the Canada Investor Protection Fund (CIPF) are protected
from financial losses of up to $1 million, Phipps said. While investors' cash and securities are to be held in trust and
kept separate from the finances of brokerages, the CIPF coverage kicks in if one of its members fails to “return or
account for securities, cash balances, commodities, futures contracts, segregated insurance funds [or other
property] received, acquired or held by the Member in an account for the customer,” the CIPF website says.

The CIPF only covers losses relating to the insolvency of brokerages and doesn't cover losses relating to changing
market values, bad investments or issuer defaults. It also won't cover losses relating to business financing
purposes of CIPF members, such as securities lending and purchase/repurchase transactions.

"Our protection is there to return (clients') assets; to return their cash and securities, but clearly it's not there to
guarantee the market value of those assets," said Rozanne Reszel, president and CEO of the CIPF.

The U.S. has a similar organization called the Securities Investor Protection Corporation (SIPC) which operates in
a similar fashion, although it will only cover losses of up to $500,000 with a maximum of only $100,000 for cash
claims.

The SIPC says its coverage relates to cash and securities held by customers at financially troubled brokerage
firms. However, it doesn't cover "commodity futures contracts and currency, as well as investment contracts (such
as limited partnerships) and fixed annuity contracts that are not registered with the U.S. Securities and Exchange
Commission under the Securities Act of 1933," the SIPC website says.

Just as in Canada, U.S. brokerages are required to hold their clients' investments in trust and keep them
segregated from the assets of the brokerage, said Laurentian bank economist Carlos Leitao.

"Those portfolios are always held in trust. It's the shareholders of Lehman who are going to get wiped out, and
holders of debt and people who lent money to Lehman. It's the counterparty risk that is the most worrisome," said
Leitao, adding that the retail brokerage unit of Lehman Brothers will likely be sold.

Indeed, Lehman Brothers Holdings Inc. issued a statement this week saying that its broker-dealer subsidiaries,
Lehman Brothers Inc. and Neuberger Berman LLC, would continue to operate. The U.S. Financial Industry
Regulatory Authority issued a statement saying the Lehman Brothers subsidiaries are expected to close "only after
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On Thursday, the SIPC issued a statement saying it will file a proceeding placing Lehman Brothers Inc. in
Advanced Search liquidation under the Securities Investor Protection Act (SIPA) with a view to the subsidiary's ultimate sale to
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CEP News is one of Canada’s most established sources for global economic and financial news. Our online services, daily reports and real-time newsfeed are where the global investment community turns to for unbiased and timely reporting of
breaking and developing economic news and information.
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