
In an ever-changing world, regulators 
are trying to keep pace with evolutions in 
trading, post-trade and the increasingly 
critical roles of middle and back office 
service providers.

The Securities Financing Transactions 
Regulation is the latest set of guidelines to 
be produced by European regulators and 
is due to be implemented next year. 

Our panel discusses where 
service providers and their clients are 
up to in their planning schedules and 
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Elizabeth Pfeuti Does Brexit have 
any impact on your preparation 
and planning for SFTR?

Val Wotton From a trade repository 
perspective, it links to what we are 
already doing for the European 
Market Infrastructure Regulation 
— so we are planning on a hard 
Brexit. We are already in a place 
where we will have a UK trade 
repository for derivative trade 
reporting and an EU27 trade 
repository as well, so we would 
look to replicate that for SFTR. 
So yes, it is within our plans and 
we are already building it, but we 

continue to watch and see how the 
landscape plays out in relation to 
Brexit.

Elizabeth Pfeuti I am sure we will 
all watch with interest.

Pierre Khemdoudi It is quite a vast 
subject. I cannot speak on behalf 
of the whole organisation, but I 
know within the SFTR initiative 
there are definitely embedded 
considerations around it. Where 
do we place our data? What type of 
contracts do we have? And other 
points, because it is coming to the 
time of the year where the ramp-

up of questions from our clients 
around what we are planning is 
definitely visible. We are seeing 
an increase because everybody is 
working on the scenario that it is 
[going to be] a hard Brexit.

Val Wotton We are trying to work 
on the basis of making it as easy as 
possible for clients. For example, 
for EMIR reporting it is really 
as simple as our clients saying 
Financial Conduct Authority or 
EMIR on their message and then 
it will route it into the right trade 
repository. For all of us, it is a case 
of, “How do we try and minimise 

the impact on clients” — and we all 
have it within our plans.

Iain MacKay Because we are a 
trading platform as well, we have 
had to set up an Irish entity to be 
able to accommodate [SFTR]. Our 
approach is one of “wait and see”, 

because some clients will have a 
European entity, but potentially 
continue to have a London entity 
too. What happens if two different 
regulators end up monitoring 
those two different entities; is it 
going to be the same data? Will, 
for example, the FCA make any 
changes to what it could be? 

There could be a consequence 
of [SFTR], and I think it is certainly 
something that you [need to] be 
aware of in your planning, but 
you will only know once we have 
actually concluded negotiations 
and see what kind of stance the 
FCA takes on it.

Elizabeth Pfeuti Val, can you 
give us an overview of what this 
regulation is all about and why it is 
being implemented?

Val Wotton The Securities 
Financing Transactions Regulation 
traces back to commitments from 
the Financial Stability Board and 
G20 after the financial crisis to try 
and provide transparency in these 
dealings. SFTR impacts a number 
of counterparties, European 
entities and their branches, as 
well as European branches of non-
European legal entities.

There is a requirement to 
provide transaction reporting 
on a T+1 basis, both trade and 
modifications, as well across 
valuation and collateral. This 
is the first time it has come into 
place in the securities financing 
transactions market itself. Europe 
is taking the lead around this 
regulation; we expect the rest 
of the globe to follow. We have 
already seen it happening in Japan 
and it has been mooted in the US. 
There is a global remit, due to it 
being an FSB G20 commitment.

Elizabeth Pfeuti What is the 
timeline? Where are we in terms of 
implementation and signing of final 
papers?

Val Wotton We have been on 
tenterhooks throughout the past 
year for the European Commission 
to approve the technical standards. 
We believe it will happen, 
hopefully, by the end of the 
year, and that will start the clock 
ticking. We expect the first phase 
of implementation to then be in 
Q1 2020. It is the first time they 
have phased a regulation in across 
different market participants. It 
will work through four phases, with 
non-financial counterparties last at 
the end of 2020.

Elizabeth Pfeuti What does this 
mean on a day-to-day basis for 
investors, asset owners and service 
providers? 

Ed Oliver One of the things we are 
going to have to do is provide a 
lot more data. The good news for 

securities lending transactions is 
that we actually provide quite a 
lot of it to data vendors already. 
For our average loan files we are 
probably providing around 25 or 
so data fields. For SFTR there could 
be up to 153 data fields required, so 
the enhancement of existing data 
will be the challenge. 

From the investor perspective 
— and it is their responsibility to 
report — they do not have that 
data, their providers generally 
do. So they will expect us, as 
their provider, to provide it 
on their behalf. We will do the 
reconciliations as well, because 
it is a dual-sided reporting 
requirement. The investor and 
borrower will report and there 
must be a reconciliation between 
the two parties. This will be a big 
topic over the next 18 months or so, 
and we will need to give comfort 

to investors that the reporting is 
happening as they want it to.

Iain MacKay SFTR is having a 
massive impact on that side of the 
industry, as they have not had to be 
involved in this type of regulatory 
reporting before. The idea of doing 
regulatory reporting itself is one 
challenge, but they also need to 
understand what the change to the 
current process is, to be able to 
meet those requirements. Service 
providers have been involved or 
offered products in the day-to-day 
business of processing, but now 
they need to be able to expand it 
to offer a broader service to meet 
these requirements. 

The service provider is trying 
to digest what the regulatory 
requirements are, working with 
clients, like Ed, to understand what 
the impacts are going to be — both 
from a reporting and a processing 
perspective. Then [it will be] 
engaging with the industry and 
regulators to make sure everything 
is fully understood, and finally 
developing products that meet that 
requirement. If you consider where 
we are in the regulatory process, 
service providers need to be able 
to manage the delivery of a product 
in a timely manner, so clients can 
test to make sure both they and the 
solution are ready once “Go live” 
arrives.

Val Wotton It is not just the data 
elements themselves — the current 
view is that 40% of those may be 
a challenge for firms to source — it 
is also the volume of data firms 
have to report on a daily basis that 
people really need to be aware of 
and thinking about from a planning 
perspective. We are talking about 
nearly 400 times the amount that 
takes place today.

Pierre Khemdoudi The challenges 
are multiple. There is an exercise 
around best practices and trade 
associations are heavily involved in 
the implementation of SFTR. There 
is going to be a change in the target 
operation model as well, so there 
are lots of components that are 
being challenged along the way. We 
talk about the window of one year 
or a-year-and-a-half, but it is not 
that much time for the importance 
and the size of the work that needs 
to be done.

Elizabeth Pfeuti Do you think 
investors, who will have to be   
compliant, have understood the 
scope and the scale of SFTR?

Ed Oliver We are having two-
way discussions with clients — 
particularly their compliance and 
regulatory reporting people — as 
we have been making them aware 
this is coming for some time. We 
decided very early that we wanted 
to do the heavy lifting for our 
clients, so they know this is going 
to be a big data delivery, but we 
can deliver it on their behalf and 
propose to be ready for reporting 
on day one. 

Once the standards are actually 
published, people will start to 
focus on it more. For the moment, 
we are just keeping up to date with 
what is going on.

Iain MacKay Clients have various 
degrees of awareness. The forward-
thinking clients are taking a look 
more broadly, seeing how it can 
impact their business and how 
they can adapt their operating 
model. Other clients are looking 
at it from purely a reporting 
perspective. They have to engage 
with compliance and regulatory 
departments they probably did not 
have to deal with internally before 
and understand what a trade 
repository is, what role the TR is 
going to be doing. 

However, these centralised 
reporting and compliance teams 
can use their experience to help 
develop understanding of it, but 
some clients need to almost go 
through the basics again.

Val Wotton Firms need to 
remember they had to comply 
with the European Market 
Infrastructure Regulation, which 
was also derivative trade reporting 
regulations, and reflect on what 
they learned then. Although it 
is probably a different part of an 
organisation, they have already 
gone through the process of 
having to submit transactions 
on a T+1 basis to a TR, which is 
then governed and supervised 
via the European Securities and 
Markets Authority. Regarding 
reconciliation-matching, firms 
need to speak to partners and 
service providers, who have 
experience within EMIR — and 
Mifid II— to help them.
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what opportunities there might be for 
innovation. We examine the role of every 
link in the chain and how operations 
will have to be adapted and shaped as 
European businesses get ready to report 
huge amounts of data never needed 
before. 

There is also the potential for 
unintended consequences with any new 
rules imposed across a sector, so what 
does the SFTR mean for all financial 
players operating in Europe from 2019? 
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Elizabeth Pfeuti What are the 
unintended consequences of SFTR?

Pierre Khemdoudi Although 
there is scope for it being a global 
regulation, it is for now focusing on 
Europe, so it could open regulatory 
arbitrage. If I trade in Europe or 
with a European counterpart, the 
reporting costs me money. If trade 
elsewhere it does not. 

Also, initially some 
consequences were qualified as 
unintended, but were probably 
intended, such as the agent-lender 
disclosure: being able to see 
exactly from the day of T who you 
are dealing with and being able to 
manage it.

Ed Oliver The Securities Financing 
Transactions Regulation is not 
giving any additional client 
revenue, so we will carry on doing 
the activity, potentially with 
operational efficiencies, but with 
a lot of reporting using vendor 
solutions — and they are not doing 
it for free! This cost is not in the 
business today but will be in 18 
months. 

Securities lending is not the 
core of what beneficial owners 
do. It earns a few basis points 
every year on their portfolio, 
which offsets costs and adds to 
performance.

But if we do not get this 
reporting right as an industry on 
day one; if a lender’s compliance 
team looks at what was reported 
and there are 100% breaks, it will 
be an issue for us. Whether it is the 
cost implications eating into the EU 
lender’s added basis points and/
or them questioning if it is really 
worth it, given the headache for 
compliance, that is an unintended 
consequence.

We have talked about being 
ready from day one, but the cost 
element is still unknown. We, as 
a provider, decided to invest in 
solutions, but regarding things like 

trade repository costs, we are still 
in an unknown situation. 

Val Wotton And it is pacing those 
components of cost, depending on 
whether you use different solutions 
as well. Trying to understand the 
totality of the cost dynamic is 
going to play out more broadly. 
Considering making upfront 
strategic investment or taking a 
short-term tactical decision — it is 
a very fine balance for firms when 
planning. We are issuing pricing 
now, so they have visibility. We 
will be extremely competitive 
because we appreciate the impact 
from an inventory perspective. 
We have to be authorised by the 
European Securities and Markets 
Authority in the first place for 
those fees to stand, but we are very 
conscious around price pressure, 
the competition in the market and 
the need to have transparency for 
clients to build business cases and 
position in the right way.

Iain MacKay I am interested to 
see how technical solutions start 
to materialise as a consequence 
not just of this but other current 
regulatory initiatives; in how 
dominant IT departments start to 
become within their organisations. 

The balance of power might start 
to shift, because a lot of these 
solutions are going to have to be 
more technical. People are starting 
to look at artificial intelligence, 
but just to start off, how do they 
transfer this data in a much more 
efficient and controlled manner?

Elizabeth Pfeuti I am surprised no 
one has mentioned “blockchain”!

Iain MacKay I was just about to, but 
rather a derivative of blockchain, 
a digital ledger or something. 
Firms are looking at the impacts 
of a digital ledger and have started 
to realise they cannot work in 
individual pockets any more. They 
need to take a broader look and 
have realised their IT infrastructure 
probably is not sustainable to deal 
with this. Now is the chance to 
address it, really bring it into the 
21st century. 

Val Wotton From a distributed 
ledger technology perspective 
it is interesting, because the 
foundations for any distributed 
or central technology and what 
drives the ability to maximise their 
potential is having standardised 
products and data elements, and 
standardised business processes. 

Today we do not tick any of the 
boxes for what this industry needs 
post-SFTR. The ability to leverage 
those new technologies and really 
transform the industry could be 
there, but a long road away. You 
can see it on the horizon. If we 
build the right foundations and the 
industry really comes together, we 
will deliver it. 

Pierre Khemdoudi The first step 
is Cloud. If you are not in the 
Cloud you cannot implement all of 
that. Initially looking at SFTR, the 
distributive ledger suits it perfectly, 
but there are five steps before you 
can even consider the path for 
adoption of the technology.

We have been talking with our 
clients about SFTR for around two 
years and seen the discussion move 
from their business to technology 
areas. Even within technology 
we have seen clients changing 
tactics along the way. They look 
it and say: “We need to scale, this 
is high volume, this is fast pace, 
there will be a lot of replaying”. 
They then look at what they have 
built for repo regulatory reporting 
to support the European Market 
Infrastructure Regulation, which 
they did in a rush, to support 
Mifid, again in a rush, and what 
they need to do for SFTR. They 
realise it does not really suit so they 
should rebuild to support it on a 
large scale. We discuss brand new 
technology and are starting to have 
the level of engagement that the 
regulation warrants and where the 
financial institutions should work.

Val Wotton With our trade 
information warehouse for credit 
derivatives, where we are re-
platforming onto Cloud and DLT, 
all the coding is done. We are in 
industry testing and expect go 
live in May next year. It is real and 
achievable, but you have to have 
the building blocks, standard 
product representation and 
standard business process to get 
you on that journey.

Elizabeth Pfeuti What are some 
of the challenges you foresee 
when the regulation has been 
implemented?

Iain MacKay Looking at the 
industry as a whole, you are going 
to have a fragmented solution. 
Inevitably all the data will feed 
into a trade repository, so we 
will have to make sure we have 
standardisation of that data and 
that everybody has a good idea of 
the data requirements and how it is 
supposed to be populated.

If the data within it is wrong, 
then at least that will be picked up, 
but you still need to agree what 
that data field means and how it 
is going to be populated. That is 
crucial, because you can have the 
best testing functionality in the 
world, but if you have poor data 
going in, inevitably you are going 
to have a whole load of problems 
coming out.

Pierre Khemdoudi I agree, but 
the industry has already done a 
lot of work and while the data is 
important, it is the workflow that is 
really going to change everything. 
There is an example everybody is 
mentioning in repo markets, and 
it is something as simple as rolling 
an overnight trade and there is no 
standardised way of booking it. 
So the data is there, but when you 
start to push that data, because of 
the workflow ahead, upstream of 
the reporting, nothing will align. 

There are many different issues 
around that and the testing will be 
interesting. Once you convert the 
data gap, the next thing to figure 
out is the impact on your target 
operation model — how do we best 
standardise all that? Thankfully, 
I think the trade associations are 
working hard around it, but this 
is the next bit that will be even 
more transformative and is one 
of the largest challenges. Getting 
the data is going to be hard work, 
but how do you systematise the 
process and ensure that when 
you and your counterparty both 
provide, it means the same thing 
and matches?

Val Wotton The important bit 
there is the fear of the number of 
breaks that may occur within the 
TRs, when they have to reconcile 
transactions where both sides were 
within their own institution or 

across multiple TRs. That has been 
one of the key fears and concerns 
of the industry; how do you even 
resource for that process? You need 
a unique trade identifier and legal 
entity identifier to be able to pair 
the trades before even starting to 
match the transactions — how do 
you solve that?

From my perspective is it is 
interesting to look at the focus 
of the industry from point of 
execution. The talk is around 
pre-matching and how to pre-
match as much as possible so 
when transactions get to the trade 
repository, they are paired. The 
opportunity then to match them 
can be far higher than today. That 
is the point to reiterate; firms 
need to look at it from start to 
finish. It is a great opportunity to 
completely change your operating 
model and process, if you have that 
opportunity to drive automation 
and free up resources to work on 
other things.

Really the question is: will 
firms do it strategically and take the 
opportunity to automate, or will 
it be the tactical approach, which 
may get you to a delivery point but 
creates problems and stores up 
issues for you longer term?

Pierre Khemdoudi I could not agree 
more. The largest organisations 
have data buses and data lakes, 
and they are already working 
on it so it is less of a burden for 
them. But for a large portion of the 
industry, they do not have these 
types of initiatives and for the first 
time they will have to gather the 
information. Whether it is on their 
side or at the vendor’s side, at some 
point someone will have all their 
securities financing transactions 
sitting in one place. 

Yes, it will support reporting, 
but it can do many other things 
as well, and this is where you can 
lift some benefit of it. It is hard to 
find benefit in regulation that is 
as extensive as SFTR, but there 
is a light at the end of the tunnel 
— there are things that you can 
leverage from that. 

For the industry as a whole, 
it is an opportunity to finally take 
care of some of the challenges 
it has faced for the past decade. 
It does not make it easier, but 
it does help to alleviate some 
of the concern and some of the 
challenges.

Elizabeth Pfeuti Are there any 
benefits to come, aside from getting 
your house in order?

Ed Oliver Clearly there are going to 
be some operational efficiencies, 
because if the reconciliations 
are working well it is going to be 
much better from an operations 
perspective. Beneficial owners 
are going to get a lot more 
transparency and visibility into 
what is going on. We are now 
engaging with a broader group 
within our clients’ organisations; 
not just the person responsible for 
the securities lending programme, 
but the compliance and regulatory 
reporting people. It is great to get 
the subject in front of a broader 
group.

I am interested in what 
regulators are going to do with 
such an enormous amount of data. 
I heard from one trade repository 
that for every terabyte of data it 
will receive, it will put 20 terabytes 
out on the other side to regulators. 
Once regulators have worked 
out what they can see — which 
will take a bit of time — we hope 
they actually understand that 
this industry runs very effectively 
and is very well managed. I hope 
regulators get more comfortable 
with it then ultimately feed down 
to their agenda over time and relax 
individual rules affecting certain 
client types a little bit.

Iain MacKay I agree. And because 
we are moving into a more real-
time environment, it should allow 
clients to make better trading 
decisions. They will get a broader 
picture as well so can check their 
inventory and manage it better. 
But equally, looking at the process 
downstream, how they instruct the 
trade, how the trade settles — what 
I would class as latency — this will 
start to be reduced and suddenly 
the process is much more effective, 
and it happens almost behind the 
scenes. 

Securities lending is normally 
a chain of events that impacts 
other parts of the business. Now 
you are going to get a much 
broader perspective of what a late 
settlement would really mean. In 
time, they will realise it does not 
mean anything, because the firm 
has been able to make its process 
much more efficient and settle that 
trade a lot earlier. It then satisfies 
all the downstream business events 
that it wanted to take place. 

Val Wotton Certainly, around 
balance sheet management, 
collateral optimisation, anything 

that means you have fewer 
fails, with transactions that are 
confirmed in advance it will mean 
far more efficient processing. In 
terms of both understanding and 
optimising inventory and freeing 
up space on the balance sheet, it 
should hopefully have a significant 
longer-term benefit. A knock-on 
effect ought to be that if firms have 
larger balance sheets available, it 
should generate more value for the 
industry overall. 

You have to step beyond the 
initial regulation itself, but there 
are several opportunities for the 
industry, if we grab them.

Pierre Khemdoudi If we put a 
magnifier on securities lending, 
one of the questions is: “What 
will happen to the undisclosed 
model?” Right now, you have a 
process where a borrower takes 
assets from a lender and knows 
only after settlement who they are 
dealing with. It could be a high 
risk-weighted asset client or a low 
RWA client. It could be a client 
that makes you consume very little 
capital, or it could be a client that 
makes you consume a lot. Because 
of the timelines dictated by the 
Securities Financing Transactions 
Regulation, you will know before 
the settlement who you are dealing 
with. Essentially, you could work 
out a system where you redirect 
the transaction to your client, to 

have a more efficient balance sheet 
management with your underlying 
client.

It is interesting because it 
opens another layer. How do you, 
in real time, get this reallocation 
going? I am sure the borrowing 
community is looking at that 
closely, because it could generate 
huge capital savings as well.

Iain MacKay From the service 
provider perspective, how do you 
centralise a lot of different sets 
of data from fragmented sources 
and provide clients with a real-
time dashboard? They have never 
had that opportunity before. The 
challenge that then comes is how to 
use that information. That is where 
the evolution is going to be in 
terms of really building out specific 
models — to be able to help your 
particular business requirements 
as a consequence.

Val Wotton Picking up on Ed’s 
point: what do regulators do with 
all this derivatives data? With 
publicly available information I 
managed to get three pages of A4 
of where TR data has been used 
by regulators. A lot of it is around 
policy decisions. Most recently we 
have seen regulators both here in 
Europe and in the US looking at TR 
data and positioning around initial 
margin requirements for 2020 and 
starting to give some advocacy 
around whether global regulators 
should look at its impact. 

That is the other benefit  —  
when it comes to policy decisions. 
If you can get that data into the 
TRs and it can be used, hopefully it 
adds to the advocacy. Interestingly, 
it is actually regulators doing some 
of the advocacy rather than just the 
industry. It is a longer-term benefit, 
but we are seeing it, especially off 
the data we have within our global 
trade repository.

“There are several 
opportunities for  
the industry, if we 
grab them”

 Val Wotton

“Regarding things  
like trade repository 
costs, we are still  
in an unknown 
situation”

 Ed Oliver
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