iShares Securities Lending
Unlocking the Potential of Portfolios
Introduction
Securities lending is a w ell-established practice w hereby ETFs make loans of
stocks or bonds to seek an incremental increase in returns for fund
shareholders.

Here’s an example of how it
works:
To start the process:
1.

A large financial institution asks to borrow
a stock or bond from an ETF. The ETF
asks for collateral to secure the loan.

2.

Once collateral is received, the ETF
lends the stock or bond to the financial
institution (the borrow er).

This paper explains the basics of securities lending, outlines the benefits and
risks for investors, and describes BlackRock’s approach to securities lending.
In summary:
•

While not w ithout risk, securities lending seeks to benefit the fund.

•

BlackRock has focused on delivering competitive returns w hile balancing
return, risk and cost in three decades of lending securities on behalf of
shareholders.

•

Since 1981, BlackRock has delivered positive monthly lending income for
every fund that has participated in securities lending, including iShares
ETFs.

1 Collateral

ETF

2

3.
4.

In securities lending transactions, ETFs lend stocks or bonds to seek to
generate additional returns for the fund.

The ETF invests cash collateral in money
market funds to seek incremental return.
If a security pays a dividend or other
distribution w hile on loan, the borrow er
w ill pay the ETF w hat the ETF w ould
have received if it had been holding such
security.

Here’s how it w orks: first, a large financial institution asks to borrow a stock or
bond from an ETF. In order to borrow the stock or bond, the financial
institution must pay a fee and provide collateral to the ETF. The ETF keeps
the collateral to secure repayment in case the borrow er fails to return the
loaned stock or bond. The value of the collateral is required to be at least
equal to the market value of the loaned stock or bond.

ETF

The financial institution typically uses the stock or bond to hedge against
market risks, facilitate a short sale, or use as collateral in another transaction.

To end the process

Collateral

3

4

5.

See the flow chart on the right for an example of how a securities lending
transaction w orks.
6.

Benefits of Securities Lending
7.

Entitlements
(e.g. div idends)

Money
market
fund

Financial
institution

At the end of the loan (or at the ETF’s
request), the borrow er must return the
security back to the ETF.
The ETF then releases the collateral
back to the borrow er to close out the
process.
By securities lending, the ETF seeks to
generate additional income through the
rate charged to the borrow er for lending
securities (if applicable) and/or income on
the reinvestment of cash collateral in the
money market fund.
ETF
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Security

While the security is out on loan...

Basics of Securities Lending

ETF investors can benefit from securities lending in the form of fund
performance. How ? The ETF seeks to generate additional income through
the rate that it charges for lending securities (if applicable), and/or income on
the reinvestment of the collateral that the borrow er provides in exchange for
the loan.

Financial
institution

5 Security

Financial
institution

6 Collateral
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Securities lending returns typically vary by asset class and the underlying demand for
securities. Of the iShares ETFs that participated in securities lending during the 12months ended December 31, 2017, approximately 39% of the funds earned less than
0.01%, 42% of the funds earned betw een 0.01% and 0.05%, 7% of the funds earned
betw een 0.05% and 0.10%, and 12% of the funds earned greater than 0.10% of the
total net assets of the fund.
Please see the table below for securities lending returns for the fiscal year ended
March 31, 2018, for iShares ETFs w ith more than $5 billion in assets under
management and securities lending returns of at least 0.05%. Among the ETFs listed
below , securities lending income had the equivalent effect of offsetting management
fees by betw een 21% and 146%.
Sam ple of iShares ETFs w ith fiscal year end March 31st

Strategy

Small Cap
US

iShares ETF

Ticker

Securities lending
returns as of fiscal year
end 3/31 (in bps)

As of 3/31/2018

2016

2017

2018

Mgmt Fee

Mgmt Fee
Offset by
Lending

iShares Russell 2000
Growth ETF

IWO

37

29

26

24

109%

iShares Russell 2000
ETF

IWM

26

21

20

19

105%

iShares Russell 2000
Value ETF

IWN

17

17

14

24

60%

iShares S&P SmallCap 600 Value ETF

IJS

7

6

14

25

55%

iShares Core S&P
Small-Cap ETF

IJR

9

7

10

7

146%

iShares S&P SmallCap 600 Growth ETF

IJT

11

9

7

25

29%

Mid Cap
US

iShares S&P Mid-Cap
400 Value ETF

IJJ

Sector

iShares Nasdaq
Biotechnology ETF

IBB

7

21

2

21

5

13

25

47

21%

29%

Source: BlackRock. Unaudited securities lending returns. See above for fund selection criteria. One basis point (1
bp) is equivalent to 0.01%. Past performance does not guarantee future results. For standardized fund
performance, see the end of this document.

Risks of Securities Lending
While every investment bears some risk, BlackRock takes a rigorous, hands-on
approach to securities lending and has delivered positive lending income for every
fund that has participated in securities lending since 1981, including iShares ETFs.
The primary risks of securities lending are borrow er default risk and collateral reinvestment risk.
Borrow er default risk
Securities lending involves the risk that the borrow er may fail to return the securities
in a timely manner or at all. In order to minimize the risk of borrow er default, each
borrow er is assessed by our internal risk unit and monitored over time. The risk team
performs regular borrow er review s. New transactions are systematically prevented if
a borrow er reaches internal limits.

Q&A
Q: How does securities lending
benefit the financial m arkets?
A: Securities lending is a vital
component of the financial markets. As
of September 28, 2018, more than $20
trillion of assets w ere available for
lending globally, w ith more than $1.9
trillion on loan on an average day.1
Securities lending increases market
liquidity, and in doing so, facilitates
transactions, helps to mitigate price
volatility, and reduces transaction costs.
Since securities lending transactions can
lead to short sales—w here investors sell
borrow ed securities in anticipation of
price declines—some have criticized
securities lending as a risk to market
stability.
In fact, the Federal Reserve has found
that short sales actually improve market
stability. Their research has show n that
short selling does not systematically
drive dow n asset prices, and that
restricting short selling can actually lead
to reduced liquidity and higher
transaction costs for investors.2 This is
driven by the dynamics mentioned
above - securities lending and short
sales help to improve liquidity and
enable investors to hedge risk.
Q: Has there ever been a borrower
default in BlackRock’s history?
A: Since BlackRock’s lending program
started in 1981, only three borrow ers
w ith active loans have defaulted. In
each case, BlackRock w as able to
repurchase every security out on loan
w ith the proceeds of the collateral
received and w ithout any losses to our
clients.
Source: Markit. On loan figure includes market activity
for asset owners only.
2 Source: Federal Reserve Bank of New York Staff
Report no. 518, “ Market Declines: Is Banning Short
Selling the Solution?” September 2011.
1

Since 1981, BlackRock has
delivered positive monthly
lending income for every
fund that has participated in
securities lending, including
iShares ETFs
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As an additional safeguard, BlackRock provides an indemnity for its ETFs for a
shortfall in collateral in the event of a borrow er defaults. If a shortfall w ere to
exist betw een the collateral amount received and the cost to repurchase a
loaned security and that shortfall is not due to reinvestment risk, BlackRock
w ould reimburse the fund in full.
Re-investm ent risk
When an ETF receives cash as collateral, it is reinvested in money market
funds w ith the objective of preserving principal and liquidity w hile generating
income.
This re-investment of cash collateral exposes the fund to various investment
risks and the potential loss of principal. These risks include market, liquidity and
credit risks, and are not covered by BlackRock’s borrow er default indemnity.
Market risk is the potential for losses due to changing prices. Liquidity risk is
the possibility that securities or instruments in w hich the cash is invested
become difficult to sell or can only be sold at discounted prices. Credit risk is
the potential that securities or instruments in w hich the cash is invested default
or sell at discounted prices due to changes in credit quality.
To mitigate against these risks, BlackRock invests cash collateral in BlackRock
money market funds that invest in diversified pools of high quality, short-term
securities and are subject to rigorous restrictions regarding credit quality,
maturity and liquidity. BlackRock brings sophisticated cash management
capabilities to bear in this process. As of June 30, 2018, BlackRock is one of
the largest money market fund managers w ith $457.1 billion in cash assets
under management.

Q&A
Q: Although borrow er defaults are
infrequent, how w ell prepared is
BlackRock in the event it happens?
A: BlackRock’s integrated technology
platform and experienced team of
professionals focused on all aspects of
markets, trading and liquidity, puts us in
a strong position to manage collateral in
the rare event of a borrow er default.
Additionally, our securities lending,
operations, portfolio management and
trading teams regularly assess our
readiness to respond to a borrow er
default using various tools, w hich in a
given year may include a borrow er
default simulation.

We encourage all investors
to ask their ETF managers
about securities lending
practices and returns

Q&A
Q: How m uch of the securities lending proceeds are paid to iShares ETFs?
A:. iShares ETFs receive 71.5-80% of the income generated from securities lending depending on the asset class held. For
example, iShares ETFs that predominantly hold US equities receive 71.5% of the income from securities lending. All other funds
(i.e., fund-of-funds and funds that invest predominantly in fixed income or international equities) receive 80% of the income from
securities lending. Once the aggregate securities lending income exceeds a certain income threshold amount, each iShares ETF
w ill receive an increased percentage of the income above original levels, i.e. from 71.5% to 75% for US equity iShares and from
80% to 85% for all other iShares, for the remainder of that calendar year.
A BlackRock affiliate serves as the securities lending agent and retains the remainder of the gross income. The funds may bear up
to 0.04% in fees and expenses for cash collateral management.
From its share of revenues, BlackRock covers all direct operational and custodial costs, including:
 Transaction charges and custodial fees. BlackRock pays the transaction charges and custodial fees related to the securities
lending transactions along w ith related market-based charges.
 Platform m aintenance. BlackRock’s team of professionals in London, Edinburgh, New York, Delaw are, San Francisco, Hong
Kong and Tokyo use advanced risk management technology to monitor risks and extract value for our clients. We believe that
our proprietary technology is a key differentiator that has contributed to strong performance and low er risk.
 Indem nity against the risk of collateral shortfall in case of borrow er default. BlackRock provides an indemnity against
collateral shortfall for ETF investors in the rare event that a borrow er defaults under a lending agreement, including if a borrow er
fails to return a security (although BlackRock does not indemnify against cash collateral reinvestment risk).
BlackRock’s fees as the securities lending agent are disclosed in the ETF’s financial statements.
We encourage investors to ask their ETF providers for details on their securities lending program. BlackRock believes investors
should evaluate the benefits from securities lending by considering the net returns in light of the associated risks.
We periodically benchmark our performance versus competitors using data from independent third-party providers. Over three
decades, BlackRock has focused on delivering competitive returns w hile balancing return, risk and cost.
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Transparency into Securities Lending Practices
We encourage all investors to ask their ETF managers about securities lending
practices, and seek information about the fees managers earn or payments they
make to third-party lending agents.
For every BlackRock fund that engages in securities lending, BlackRock publishes
securities lending revenues in the fund’s annual shareholder report and includes a
separate line item that details BlackRock’s portion of revenues. In these reports,
investors can clearly identify both the fund’s and BlackRock’s earnings from
securities lending. Fund shareholders can also find the follow ing in each fund’s
Statement of Additional Information (SAI):
•

Whether a particular fund is allow ed to engage in securities lending.

•

Disclosure that BlackRock serves as the lending agent, and that it w ill be paid a
fee for the provision of these services.

•

Confirmation that cash collateral w ill be invested in a BlackRock money market
fund.

•

Disclosure of any risk factors and potential conflicts of interest.

BlackRock’s Approach to Securities Lending
We believe in managing our securities lending operations on our proprietary
platforms and to that end, w e have built a proprietary securities lending
infrastructure so that every element of our lending agency activity is executed in
our clients’ best interest and w ith prudent risk management.
•

Q&A
Q: How is securities lending
regulated?
A: Securities lending is a w ellestablished activity and is subject to
regulation. The Securities and
Exchange Commission (SEC) is the
primary regulator of securities lending
activities for ETFs. SEC rules and
guidance govern w ho can borrow or
lend, w hat types of collateral are
acceptable, the levels of collateral, and
the reasons for w hich securities can be
borrow ed.
Q: What is the m axim um percentage
of assets that can be on loan?
A: iShares ETFs may lend up to 33
1/3% of their total assets, subject to any
investment policies and restrictions
disclosed in the fund’s registration
statement. In practice, many iShares
ETFs lend significantly less than that
amount.

Skillful risk m anagem ent. BlackRock is hired by many of the largest
companies and governments in the w orld to manage risk.
Our approach to securities lending is no different. We take a conservative, low risk approach and use our proprietary risk and investment management
platform, Aladdin®, to integrate the capabilities of our dedicated research,
trading and risk management teams.
All investment and trading teams, across asset classes and around the globe,
utilize Aladdin to capture opportunities for our clients in a highly risk-managed
environment.

BlackRock’s risk
management capabilities,
proprietary technology, and
stringent management
processes set it apart

This synergy among securities lending professionals and portfolio and risk
management teams has enabled us to reduce the operational risks of securities
lending in a w ay that a third-party custodian or lending agent may not.
•

Proprietary technology. Our dedicated team w orks on custom-built reporting,
operations and trading systems to help ensure transparency and operational
efficiency.
Our core trading system enables our traders to extract value for our clients in
rapidly changing markets by incorporating proprietary trading research and
securities lending supply and demand data in a rapid, consistent and scalable
manner. Capturing re-pricing opportunities has been a key component in
outperforming competitors; w ith tens of thousands of loans outstanding at any
given time, our trading system helps ensure that traders focus on the most
significant opportunities.
Our proprietary collateral and loan processing application, delivers a seamless
exception-based process for loan management. While borrow er default is rare,
the application is designed to manage the default process systematically, and
mitigate risk to the investor.
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•

Robust assessment of borrowers. We select highly
creditw orthy borrow ers based on conservative credit standards
defined by our risk team, w hich operates independently from our
securities lending business.
We continuously monitor the financial performance of borrow ers
and set individual lending limits for every borrow er to help
minimize default risk. We monitor all trading activity against
these limits and systematically prevent new transactions if the
limits are reached.
We also reserve the right to recall a security or require a
borrow er to provide additional collateral at any time.

•

Collateral standards. Acceptable collateral may include cash,
an irrevocable letter of credit issued by a bank, or securities
issued or guaranteed by the U.S. government. Cash is the most
common form of collateral in the U.S. We require borrow ers to
post initial collateral of at least 102% of the loan value and the
iShares ETF retains the borrow er’s collateral until the borrow er
has returned the loaned stock or bond.

•

Careful collateral m anagem ent. We invest cash collateral
conservatively in BlackRock money market funds.

Conclusion
As the world’s largest asset manager,
BlackRock’s priority is acting as a fiduciary to its
clients, investors and shareholders. Securities
lending is a strategy for funds to seek additional
value from their portfolios.
While not without risk, securities lending seeks to
benefit the fund. In three decades of lending
securities on behalf of clients, BlackRock has
focused on delivering competitive returns while
balancing return, risk and cost.

The portfolio management team currently managing the money
market funds has acted in advance of credit rating agency
dow ngrades in 98 out of 98 instances over the past decade—ten
months in advance of those defaults, on average.1
1

•

As of June 30, 2018.

Constant m onitoring and application of best practices.
Since securities lending income is taxed differently than qualified
dividend income (QDI), BlackRock closely monitors the impact
and tax consequences that securities lending income could have
on fund shareholders. We may limit lending activities to ensure
that income generated from securities lending does not
adversely impact fund shareholders on an after-tax basis.

Standardized Returns (as of 9/30/18)
iShares ETF
iShares Russell 2000 ETF

IWM

Expense
Ratio

5/22/2000

0.19%

Fund NAV Total Return
Fund Market Price Total Return
Index Total Return
iShares Russell 2000 Grow th ETF

IWO

Inception Date

7/24/2000

7/24/2000

5 Years

10 Years

Since
Inception

15.22%
15.21%
15.24%

11.11%
11.10%
11.07%

11.15%
11.10%
11.11%

8.59%
8.60%
8.66%

21.06%
21.04%
21.06%

12.26%
12.25%
12.14%

12.75%
12.71%
12.65%

6.18%
6.18%
6.22%

9.20%
9.12%
9.33%

9.82%
9.81%
9.91%

9.43%
9.35%
9.52%

9.76%
9.76%
9.93%

0.24%

Fund NAV Total Return
Fund Market Price Total Return
Index Total Return
iShares Russell 2000 Value ETF

1 Year

0.24%

IWN
Fund NAV Total Return
Fund Market Price Total Return
Index Total Return
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Standardized Returns, Continued (as of 9/30/18)
iShares ETF
iShares Core S&P Small-Cap ETF

IJR

IJT

Expense
Ratio

5/22/2000

0.07%

Fund NAV Total Return
Fund Market Price Total Return
Index Total Return
iShares S&P Small-Cap 600 Grow th ETF

7/24/2000

7/24/2000

Fund NAV Total Return

iShares Core S&P Mid-Cap ETF

5/22/2000

iShares S&P Mid-Cap 400 Grow th ETF

2/5/2001

Fund NAV Total Return
Fund Market Price Total Return
Index Total Return

20.48%
20.54%
20.50%

14.55%
14.57%
14.60%

12.18%
12.17%
12.25%

10.65%
10.65%
10.75%

22.19%
22.30%
22.50%

15.36%
15.37%
15.54%

12.52%
12.51%
12.66%

9.55%
9.54%
9.72%

18.33%
18.43%
18.46%

13.40%
13.43%
13.58%

11.60%
11.59%
11.77%

10.60%
10.60%
10.80%

13.48%
13.57%
13.50%

12.61%
12.64%
12.69%

10.69%
10.69%
10.78%

9.64%
9.64%
9.77%

15.46%
15.51%
15.69%

12.92%
12.94%
13.14%

10.78%
10.77%
10.98%

7.66%
7.66%
7.88%

1.59%
1.76%
2.18%

5.26%
5.31%
5.92%

6.36%
6.29%
7.10%

4.24%
4.24%
4.73%

6.53%
6.57%
6.91%

13.84%
13.84%
14.16%

15.88%
15.88%
16.18%

7.25%
7.25%
7.60%

0.47%

Fund NAV Total Return
Fund Market Price Total Return
Index Total Return
iShares Nasdaq Biotechnology ETF

IBB

3/26/2007

Since
Inception

0.25%

Fund NAV Total Return
Fund Market Price Total Return
Index Total Return
iShares U.S. Preferred Stock ETF

PFF

7/24/2000

10 Years

0.07%

Fund NAV Total Return
Fund Market Price Total Return
Index Total Return

IJK

5 Years

0.25%

Fund Market Price Total Return
Index Total Return

IJH

1 Year

0.25%

Fund NAV Total Return
Fund Market Price Total Return
Index Total Return
iShares S&P Small-Cap 600 Value ETF

IJS

Inception Date

0.47%

The performance quoted represents past performance and does not guarantee future results. Inv estment return and principal v alue of
an inv estment w ill fluctuate so that an inv estor's shares, w hen sold or redeemed, may be w orth more or less than the original cost.
Current performance may be low er or higher than the performance quoted. Performance data current to the most recent month end
may be obtained by calling toll-free 1-800-iShares (1-800-474-2737) or by v isiting w w w.iShares.com. Shares of iShares Funds are bought
and sold at market price (not NAV) and are not individually redeemed from the Fund. Brokerage commissions will reduce returns.

This
information
must
be
preceded
or
accompanied by a current prospectus. Investors
should read and consider it carefully before
investing.
Investing involves risk, including
possible loss of principal.
There is no guarantee that securities lending will generate any level of income.
Distributions paid out of the funds’ net investment income, including income
from securitieslending, if any, are taxable to investorsasordinary income.
Shares of the iShares funds may be sold throughout the day on the exchange
through any brokerage account. However, shares may only be redeemed
directly from a fund by authorized participants, in very large
creation/redemption units.
With short sales, an investor faces the potential for unlimited losses as the
security’sprice rises.

The funds are distributed by BlackRock Investments, LLC (together with
its affiliates, “BlackRock”).
The iShares funds are not sponsored, endorsed, issued, sold or
promoted by The NASDAQ OMX Group, Inc., Russell Investment
Group or S&P Dow Jones Indices LLC. None of these companies make
any representation regarding the advisability of investing in the funds.
BlackRock is not affiliated with the companies listed above.
©2018 BlackRock. All rights reserved. iSHARES, BLACKROCK and
ALADDIN are registered trademarks of BlackRock. All other marks are
the property of their respective owners. 374300
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