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SFTR regulation rolled out to credit 
institutions and investment firms on 11th 
April with UCITs and AIFs expected in Q4 

 

Industry Experts ‘Brooklands Fund 
Management Limited’ explain how SFTR 

can affect you 
By Robert Pope 
 

Hedge fund specialist Brooklands Fund Management Limited outline the Securities Financing 
Transactions Regulation (SFTR), explaining how it affects Funds, focusing on the steps required to 
comply with this regulation and the effects of non-compliance. Brooklands Fund Management believe 
that the April 11th roll out deadline may be delayed by ESMA in light of coronavirus pandemic with the 
new deadline expected to be 13th July. 
 

Background 
Post MiFID II, another regulation has been rolled out in Europe with the intention to provide more 
transparency in the underreported world of repos, securities lending, and the re-use of collateral. First 
formulated in 2015, in 2020 it will apply to counterparties, managers of UCITS, and managers of AIFMs. 
 
The reasoning behind the regulation comes from the problems of the 2008 financial crisis where 
regulators found that the same piece of collateral was being used multiple times as part of transaction 
chains, leading to overleveraging, and complicating collateral sufficiency in times of financial stress. 
 

Securities Financing Transactions Regulation (SFTR) 
“SFTR responds to the need to enhance the transparency of securities financing markets and thus of 
the financial system” 

The regulation has targeted the Asset Management sector with the idea that the regulation is built 
on the foundations of EMIR, the need of a trade repository (TR), establishment of reporting 
obligations, and establishment of access to data and controls for the TR’s. However, by 2021 it 
would be applicable to all organisations who deal in the stated securities if they are registered in 
Europe. 
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The Reporting Obligation 
Details of any SFT, when entered / modified / terminated, must be reported to a TR no later than 
T+1 following the conclusion, modification or termination of the transaction.  This encompasses all 
SFTs that were not only concluded on the reporting start date but also any SFTs concluded before, 
and remain outstanding on the reporting start date. This is the case for some securities with an open 
maturity of 180 days. 

Some of the issues that arise from SFTR are:  

 Dual reporting – if both counterparties are based in the EU then reporting has to be carried 
out by close of business the next day. This leads to the challenges of transaction 
reconciliation as seen with EMIR’s derivative reconciliation with DTCC 

 Quality of collateral – directed mainly to counterparties, they have to state the quality of the 
collateral and state which assets and percentage of the fund is being used as collateral. This 
in depth assessment relies on credit rating agencies with currently no alternative offered by 
ESMA 

 Use of Legal Entity Identifier (LEI) and Unique Transaction Identifier (UTI) – data fields in the 
counterparty reporting obligation. This is an issue in the case of BREXIT and future changes 
to SFTR. If the UK decides there is no longer a legal obligation to provide LEI and UTI 
numbers, then this could damage the reporting practicalities of SFTR 

Primary responsibility does fall on counterparties, however, ESMA have said that a counterparty can 
delegate reporting duties to a third party as long as they fulfil the reporting obligation set out in 
SFTR. A full list of the reporting obligations can be found on the ESMA website. 

 

What are the consequences of non-compliance? 
As SFTR has not been rolled out yet, there have been no fines published by ESMA. However, the 
regulator does state that fines will be given out for companies who fail to comply with SFTR. 

 

How to be compliant with this new regulation 
Most companies would currently be under EMIR regulation, so there is operational leverage from 
using the reconciliation infrastructure if already in place. This would mean compliancy to SFTR 
should not be a huge infrastructure nightmare. 

First, check with your chief compliance officer to make sure all the necessary steps are taken before 
April 11th. If processes are not in place, contact third parties who can provide governance on this. 
This would fall to people with CF10 (Compliance oversight) positions. The outsourced chief 
compliance officer would act as a “contractor”, rather than an employee of his clients. 

For the time being, SFTR is only prescribed to Europe. It is yet to be determined whether US or Asian 
jurisdictions adopt this regulation’s regime in the future. 

Disclaimer: Outsourcing this governance function does not dismiss you from any responsibility and if 
ESMA deems you have breached SFTR, it would be you, the manager, who would face investigation. 
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Brooklands Fund Management Limited is a boutique fund management company offering the full 
scope of operational solutions to hedge fund managers. Brooklands provides a unique hedge fund 
platform including outsourcing of all support functions: regulatory, compliance, operations, finance 
and legal support. 
 


