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Online brokers misstep in securities 
lending: Finra
‘Who were the accountants? Lending securities can be lucrative,’ a compliance 
executive says.

Fast-growing technology platforms that specialize in whiz-bang 
online trading at times fall short of securities industry rules. 
The most notable recent example was Robinhood, the mobile 
brokerage app and brokerage that agreed in 2021 to pay a total 
of $70 million in fines and restitution to settle claims it harmed 
customers as a result of false or misleading information, system 
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outages and approval of trade options that were not appropriate. 

The Financial Industry Regulatory Authority Inc. settled that 
matter with Robinhood. On Tuesday, Finra reached settlements 
totaling $2.6 million in fines and restitution with four mobile 
apps and online broker-dealers for falling short in compliance 
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with rules related to securities lending programs, as well as rules 
regarding communications and advertising.

The four firms were M1 Finance, Open to the Public Investing 
Inc., SoFi Securities and SogoTrade Inc.

Securities lending is the common and lucrative practice in which 
a clearing firm borrows a customer’s fully paid or excess margin 
securities and lends them to a third party in exchange for a daily 
borrowing fee.

Such shortcomings in compliance at broker-dealers can happen 
when firms grow too quickly, said Sandy Ressler, managing 
director of Essential Edge Compliance Outsourcing Services.

“The problem is, these firms had securities lending programs, and 
none of the money went to the customers,” Ressler said. “That’s 
an internal audit or financial control type problem. The firms are 
retaining capital that doesn’t belong to them.

“These are securities that are wholly owned by the client, and the 
broker-dealer is not paying the customers any of the revenue,” he 
added. “Who were the accountants? Lending securities can be 
lucrative. It’s significant source of revenue for the firm, and they 
have to split that with the client.”

According to Finra, when a customer chooses to enroll in 
a fully paid lending program, the clearing firm determines 
which securities to borrow, when and on what terms. The daily 
borrowing fee that the clearing firm collects is generally shared 
among the clearing firm, the introducing broker-dealer, and the 
customer who owns the borrowed security. 

The four broker-dealers that Finra sanctioned “failed to establish, 
maintain, and enforce a supervisory system, including written 
supervisory procedures, reasonably designed to supervise their 
fully paid securities lending offerings,” according to Finra.

M1 Finance, Open to the Public Investing, SoFi Securities, and 
SogoTrade agreed to Finra’s findings without admitting or denying 
the charges.

M1 Finance was fined $500,000 and agreed to pay $737,000 in in 
client restitution. The firm did not return a message Wednesday to 
comment.

Open to the Public Investing Inc. was fined $500,000 and will 
pay $28,000 in restitution. It did not respond to a request for 
comment.

SoFi Securities was fined $500,000 and will pay $298,000 of client 
restitution. It also did not respond to a request for comment.

SogoTrade Inc. was fined $100,000 and agreed to $105,000 
in client restitution. The company was “glad to cooperate with 
Finra in its inquiry regarding the securities lending program and 
is pleased to have that matter resolved and behind it with the 
letter issued today,” a company spokesperson wrote in an email.  
“SogoTrade has already enhanced its compliance with respect to 
this program.”


