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ABSTRACT

This paper evaluates the structural limitations of
the Securities Financing Tiansactions Regulation

(SFTR) and presents digital regulatory reporting
(DRR), supported by the common domain model
(CDM), as a viable framework for improving regu-
latory data quality and reducing the cost and com-
plexity of compliance. SFTR’s dual-sided reporting
framework was introduced to enhance transparency
in securities financing markets but has led to wide-
spread operational challenges, including inconsistent
life cycle event reporting, data granularity issues,
valuation mismatches, schema constraints and reg-
ulatory divergence. These shortcomings have pro-
duced persistent reconciliation breaks and inflated
compliance expenditures across European financial
institutions. The paper positions DRR as a trans-
formative alternative to text-based regulation. By
expressing regulatory rules as machine-executable
code, DRR standardises interpretation and elim-
inates ambiguity in reporting logic, ensuring that
identical transactions ‘yield consistent outputs
across firms. When combined with the CDM
— a standardised, open-source representation of
Sfinancial products and life cycle events — DRR
enables a uniform, business-aligned view of trans-
action inputs and codified reporting instructions.
The paper demonstrates how this approach directly
addresses key SFTR problem areas, from collateral
classification to timestamyp tolerances, by exposing
and harmonising the underlying business logic.
While the CDM already supports derivatives
reporting across multiple jurisdictions, extend-
ing it to SFTR requires additional modelling
of securities-finance-specific trade events such as
recalls and reallocations. The paper concludes with
a proposed transition pathway combining mar-
ket-driven adoption, incremental implementation
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and regulatory encouragement through guidance
rather than prescriptive reform, arguing that a
DRR-enabled framework would yield higher-
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THE PROBLEM

Background on SFTR

The Securities Financing Transactions
Regulation (SFTR) was introduced by the
European Union (EU) in response to the
2007-2008 financial crisis, which revealed
nontransparent risks in over-the-counter
(OTC) financing markets, often referred to
as ‘shadow banking’. Adopted in Novem-
ber 2015 and phased in between 2020 and
2021, SFTR aims to increase transparency
in securities financing transactions (SFTs)
such as repos, securities lending and margin
lending.

Its core objective is to reduce systemic
risk through mandatory reporting and dis-
closure, aligning with the Financial Stability
Board’s (FSB, a global grouping of regula-
tors) framework for monitoring shadow
banking, especially around collateral reuse
and leverage.

This paper focuses on Article 4, which
outlines the main reporting obligation.
Under this rule, all counterparties to SFTs
must report transaction details, from initi-
ation to termination, to a registered trade
repository by the next working day. Larger
financial institutions are responsible for
reporting on behalf of smaller nonfinancial
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entities, including Undertakings for Collec-
tive Investment in Transferable Securities
(UCITS) and alternative investment funds
(AlFs).

SFTR represented a new challenge for
securities finance markets, not least because
of the dual-sided reporting requirement. To
address this challenge, market participants
had to confront the long-standing issue of
reconciliation. Unlike cash markets, where
trades involve a single securities movement
(buy/sell), securities finance transactions
often involve pooled deliveries managed
through lending agents and collateral place-
ment handled by another party such as a
triparty provider.

These multi-leg, conditional transactions
are only the beginning of the complex-
ity. Loans can remain open for extended
periods, requiring daily mark-to-market
revaluations and variation margin adjust-
ments, which include foreign exchange rates
used to value positions in a common cur-
rency. In addition, loan rates may change,
lenders may recall securities and borrowers
may revise their requirements and return
part of a loan.

Capturing all these movements results
in many millions of trade activities being
reported to trade repositories each day.
With this level of complexity, reconciliation
breaks are inevitable, creating a diffi-
cult-to-read picture when the data reaches
the relevant supervisor.

Current challenges with SFTR

There are multiple challenges for both the
reporter of data and the recipient receiving
the data.

The following outlines a range of chal-
lenges faced in reporting and reconciling
SFTs under SFTR. These challenges span
data accuracy, reporting consistency and
the technical limitations of market archi-
tectures. Behind each lies a long history of
debate which, long after reporting go-live,
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continues to elicit robust discussion in
working groups.

be left blank under specific conditions has
led to unnecessary reconciliation breaks.

6. Reconciliation of post-maturity data: Cur-
Life cycle event reporting: A significant chal- rent rules prevent modifications to reports
lenge arises from inconsistency in report- after the maturity or termination date,
ing life cycle events, such as partial returns even within the mandated 30-day recon-
and settlement fails. Current guidelines ciliation window. This limitation hinders
often conflict with industry best practices, the ability to correct errors and reconcile
leading to misrepresented exposures and reports, particularly in complex scenarios
reconciliation breaks. For example, the involving agent lenders.
requirement to report partial returns on a 7. Execution timestamp tolerance: The strict
contractual rather than actual basis creates 1-hour tolerance for execution timestamps
discrepancies in exposure reporting. has proven impractical, as legitimate busi-
Data granularity and primary keys: The lack ness processes often result in timestamp
of sufficient granularity in primary keys discrepancies. This has led to unnecessary
for net exposure collateral reporting leads reconciliation breaks and increased oper-
to overwriting of data in trade repositories. ational burdens.
This occurs when multiple netting sets 8. Reporting of non-standard securities: The lack
share the same identifiers, such as report- of provisions for reporting SFTs involving
ing counterparty or master agreement securities without International Securities
type, resulting in data loss and inaccurate Identification Numbers (ISINs), such as
trade state reports. historic or nonlistable securities, has cre-
Pricing and valuation mismatches: Strict tol- ated reporting gaps. The absence of alter-
erances for fields such as security price, native identifiers or dummy codes has fur-
loan value and market value have caused ther complicated compliance.
widespread reconciliation breaks. The 9. Collateral reporting challenges: Issues related
unexpected requirement to use specific to the reporting of collateral, such as the
exchange rates, such as European Central use of general collateral indicators for cash
Bank rates, has further complicated imple- collateral, have led to data inconsistencies.
mentation. Additionally, the lack of clarity Additionally, the requirement to report
on whether applied marks should update collateral quality and type has been hin-
certain fields has led to divergent practices dered by interpretative differences among
across the industry. vendors, resulting in mismatched data.
Legal entity identifiers: The requirement to  10. Public data transparency: The current struc-
report legal entity identifiers (LEIs) for ture of trade repository public data lacks
issuers within certain jurisdictions has cre- clarity and wusability. Inflated collateral
ated challenges when issuers lack an LEI. numbers and the absence of histori-
This 1s particularly problematic for securi- cal trade state reports make it difficult to
ties issued in markets where LEIs are not derive meaningful insights or trends.
mandated, leading to reporting gaps and  11. Holiday reporting issues: The failure to
potential regulatory non-compliance. account for national holidays in the report-
Conditionality and validation rules: Ambigu- ing process has led to rejections and delays
ities in the conditionality of certain fields, in updating trade state reports. This issue is
such as those related to collateral and pric- compounded by the lack of a centralised
ing, have resulted in inconsistent reporting and reliable holiday calendar.
practices. For instance, the absence of clear  12. Technical and schema limitations: Several

guidance on whether certain fields should

challenges stem from limitations in the
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current reporting schema, such as the ina-
bility to handle negative values in certain
fields or the lack of repeatable fields for
collateral data. These technical constraints
have increased the complexity and cost of
compliance.
13. Regulatory  misalignment: ~ Divergences
between regulatory frameworks, such as
those of the EU and UK, have created
pairing issues and false reconciliation
breaks. For example, the exemption of cer-
tain entities from reporting obligations has

led to orphan trades and incomplete data.

In summary, the challenges highlighted
underscore the need for clearer regula-
tory guidance, improved data validation
rules and enhanced technical capabilities
to ensure accurate, consistent and efficient
reporting of SFTs.

Problem statement from EC report

Effective supervision is essential for building
trust in any market, and that trust relies on
informed, high-quality data supported by
comprehensive reporting. This foundation
is crucial for guiding changes or introducing
new regulations. Therefore, any proposal for
alternative approaches must begin with this
baseline. From there, it is important to con-
sider potential downsides, starting with the
key concern of cost.

In 2020, the European Commission (EC)
published a study on the costs of compli-
ance for the financial sector.! This study was
too early to incorporate SFTR but it does
illustrate the typical and significant costs
associated with regulatory reporting. A sim-
ilar study by the Bank of England, included
in its 2019 Future of Finance Report,”
revealed consistent findings regarding the
cost of regulatory reporting for the UK
banking system. Closer to SFTR, studies
in 2025 are revealing some concerningly

high costs for this one regulation, with large

institutions each spending millions of euros
every year to produce their output.

Looking at how regulatory reporting
is formed, in simple terms, a transparency
need is identified, a list of data points is col-
lated and from this a data framework with
specifications is developed. All of this is then
surrounded by a supervision and discipline
regime. SFTR’s inception and creation fol-
lowed this pathway, which explains many of
the complexities observed today in SFTR as
in most other mandated regimes.

Ensuing costs typically include interpreta-
tion of the regulation by legal counsel, the
time required to develop internal specifica-
tions for new platforms or architectures used
to collate and publish data and the ongoing
cost of compliance, reconciliation and reme-
diation. There are also costs for the recipient
national authorities, which must pool the
data and devise mechanisms for consolidating
and summarising it for relevant departments.

Make no mistake: these costs ultimately
pass through to end investors in the form
of increased transaction costs and reduced
liquidity and therefore affect society more
broadly. Heightened geopolitical risk has
brought the need to unlock European com-
petitiveness and restore growth into sharp
tocus. Deep and dynamic European capital
markets are central to this objective, espe-
cially in the case of SFTs, which directly
concern collateral mobility.

To reduce these costs, a step change is
needed: digital regulatory reporting (DRR).
Achieving this requires collaboration between
regulators, industry participants and technol-
ogy providers to align practices, share code
implementations and reduce the operational
burden associated with regulatory reporting.

THE SOLUTION
Background on DRR + MRER
The SFT market is not the only sector that

went through a regulatory overhaul in the
wake of the 20072009 financial crisis. At



the Pittsburgh summit in 2009, leaders of
the G-20 pledged to implement regulations
aimed at providing global transparency over
the trading of OTC derivatives. The result
was systematic and stringent data report-
ing requirements implemented across most
OTC derivatives jurisdictions, also under
the FSB’s guidance.

Over the following years in the early 2010s,
these new and unprecedented obligations
were rolled out by national and supranational
authorities, in rapid succession and often in
an uncoordinated fashion. Forced to work
under tight regulatory deadlines, the indus-
try’s response has often been tactical and
disjointed, leading to mounting inefficiency
in the cost and quality of reporting.

A decade on, regulators have embarked
on a ‘rewrite’ of derivatives reporting rules
in their respective jurisdictions to incorpo-
rate the work of the FSB’s the Committee
on Payments and Market Infrastructures
and the International Organization of Secu-
rittes Commissions (CPMI-IOSCO) to
harmonise derivatives reporting require-
ments globally.

In 2024 alone, six reporting updates went
live, including the Refit of the European
Market Infrastructure Regulation (EMIR)
across both the EU and the UK. Two more
regimes, in Canada and Hong Kong, were
updated in 2025. The need once again to
upgrade reporting systems to comply with
an onslaught of new rules presented the
industry with an opportunity to adopt a dif-
ferent, more coordinated approach this time
round.

Back in 2022, the EC published a report
assessing the feasibility of machine-readable
and executable reporting (MRER) follow-
ing its proof of concept on EMIR.? This was
similar to another proof-of-concept study
undertaken by UK regulators on the viabil-
ity of DRR.*

In both the EU and UK studies, a regula-
tion drafted in text was translated into code
and validated against a market standard.

How can European markets benefit from digital regulatory reporting?

Both studies concluded that such coded reg-
ulation resulted in a significant reduction
in costs and complexity and also offered
improved clarity in the resulting data.

For this to become a reality, other archi-
tectural changes are required and must be
delivered in incremental steps. It starts with
the creation of a standardised representation
of the operational processes of a financial
market, agreed in the same manner as the
consensus-driven best practices that trade
associations undertake today.

DRR has now evolved into an industry-
led project, currently sponsored by the
International Swaps and Derivatives Associ-
ation (ISDA), that aims to deliver a single,
standardised interpretation in code of deriv-
atives reporting regulations across the G-20.
It was developed as an efficient response
to the recent wave of derivatives reporting
rewrites.

The benefits of having a single, ‘golden
source’ interpretation for the rule logic are
multiple:

» Consensus based: By going through a rig-
orous peer review and testing process
involving a broad range of market par-
ticipants that leverages ISDA’s existing
collaboration and governance structures,
DRR establishes the industry’s reporting
best practice.

* Digital: By distributing the rule logic as
code instead of written text, DRR can be
directly deployed within a firm’s compli-
ance implementation or as a control solu-
tion, without the risk of loss in translation
once it is coded into IT systems.

* Cost-effective: Because the DRR  output
is freely available, firms can significantly

reduce the resources required to comply
with new reporting requirements as they
do not need to maintain their own inter-
pretation or code implementation.

* Scalable: DRR provides a single solution
for derivatives reporting across jurisdic-
tions, enabling firms to consolidate their
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existing reporting technology. DRR also
plans to incorporate evolving reporting
requirements as regulators update them,
which means a future-proof reporting
framework.

* Data quality: By standardising reporting out-
put across firms (same transaction = same
report), DRR reduces the risk of inconsist-
ent datasets and reconciliation mismatches
in the data collected by regulators.

DRR is now live across eight jurisdictions
from North America to Europe and Asia—
Pacific, with several sell-side, buy-side and
market infrastructure firms having publicly
announced their production implementa-
tion. ISDA has reaffirmed its commitment to
support DRR in the long run and pledged
to cover 11 jurisdictions, adding Switzerland
and the UK’s and EU’s Market in Financial
Instruments Regulation (MiFIR).?

This has led the SFT industry to consider
an extension of DRR for its own similar
reporting requirements, under the stew-
ardship of both the International Securities
Lending Association (ISLA) and the Interna-
tional Capital Markets Association (ICMA).

How DRR could support SFTR
As illustrated by the EC’s MRER study,
DRR is not just a matter of standardising
the output. The regulator has effectively
implemented an ISO 20022 mandate in
SFTR. Nevertheless, this only guarantees
that firms report in the same format, not that
they report accurately or consistently, mean-
ing that the same trade always produces the
same predictable report.

To truly address the current challenges
around SFTR, what is required is to
standardise:

* The input, ie having a normalised, busi-
ness-like view, as opposed to a regulatory-
like view, of the trade event that may be
subject to reporting under SEFTR.
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» The reporting instructions, ie effectively
the business logic required to transform
that input into the SFTR output in the
ISO format required by the regulator.

To illustrate this approach, consider the fol-
lowing reportable attributes under SFTR:

» Security quality (2.51) and collateral qual-
ity (2.90), populated with the possible val-
ues: INVG’, ‘NIVG’, ‘NORT’, ‘NOAP’.

» Security type (2.55) and collateral type
(2.94), populated with the possible values:
‘GOVS’, ‘SUNS’, ‘FIDE’, ‘NFID’, ‘SEPR’,
‘MEQU’, ‘OEQU’, ‘OTHR.

Both sets of attributes infer some clas-
sification (quality and type) based on
information about the underlying security.
However, frequent mismatches arise due to
the complexity of building those mappings
from the correct reference data, either from
firms’ own systems or vendors and the
risk that different firms may use different
methods.

In the case of the security or collateral
type, for instance, the guidance for reporting
‘FIDE’ (debt securities, including covered
bonds, issued by banks and other financial
institutions) instead of ‘NFID’ (corporate
debt securities, including covered bonds,
issued by nonfinancial institutions) does not
define what constitutes ‘other financial insti-
tutions’. The problem is compounded by the
zero-tolerance level applied when attempt-
ing to match a pair, which means there is no
room for discrepancy. In the case of security
or collateral quality, firms may use different
credit rating agencies as ‘the golden source’
to populate this field, resulting in many rec-
onciliation breaks.

Under the DRR approach, implementa-
tion would work as follows:

* The reporting input (trade event) provides
granular information about the trade’s
underlying security or collateral, such as



who the issuer is (eg using an LEI) or what
the credit rating is from different rating
agencies. These are the transaction ‘facts’.

* Then, DRR provides explicit business
logic, including any defaulting, that trans-
lates those facts into the reportable values.
In the security and collateral quality case,
the business logic could establish an order
of precedence between credit ratings from
different agencies. While that order may
be arbitrary, the advantage is that it elim-
inates the risk of mismatch while openly
exposing that logic as a codified best prac-
tice in DRR.

DRR leverages the CDM® to represent
the inputs to the reporting instructions.
The CDM is a standardised data model for
financial transactions and their life cycle
and provides the template for that busi-
ness-like view of the trade event. Initially
developed by ISDA for derivatives, it has
been extended by ISLA and ICMA to cover
the securities lending, bond and repo mar-
kets. It was eventually contributed as an
open-source project to FINOS, where it
continues to be maintained and developed
by industry members under open-source
governance.

As reported by JPMorgan Chase when
they implemented DR R for their regulatory
reporting operations:’ ‘DRR being built to
leverage the open-source CDM presented a
unique opportunity not only to transform
our regulatory reporting function but also to
lay the foundations for future CDM business
use cases and integration. The possibilities
afforded by this open-source solution can
extend across our lines of business and our
processes’.

Standardising the input also aligns with
the ‘report once’ model, which is considered
as one of the options under ESMA’s Call for
Evidence (CfE).

Table 1 illustrates how DRR adoption
could help in the different problematic areas
identified in SFTR.

How can European markets benefit from digital regulatory reporting?

Technical feasibility

Leveraging the CDM

While the CDM has yet to be fully tested
for application to SFTR reporting, the work
of extending DRR to cover SFTR would
benefit from this significant head start.

Through the ISLA CDM Working
Group, many of the underlying securities
lending products and events have already
been built and tested in the CDM for a vari-
ety of pre and post-trade scenarios.

The CDM has been able to handle secu-
rities lending trades and many of their life
cycle events, because it has been designed
from the start as a logical model with two
main pillars that articulate with one another:

* A product model: Represents the eco-
nomic terms of financial products.

* An event model: Represents the life cycle
events of transactions in those financial
products.

* (Note: A third pillar, the legal agree-
ment model, is also included in the model
but not used in a transaction reporting
context.)

Both the product and event models have
been developed according to a ‘composabil-
ity’ principle, which means they are largely
market-agnostic. The definition of a finan-
cial product or of life cycle events will ‘look
the same’ and leverage the same CDM com-
ponents regardless of whether the product is
a derivative, a repo or a securities lending
trade.

* For example, the interest rate being paid
on cash collateral in a stock loan would be
represented in the same way in the CDM
as one of the legs in an interest rate swap.

Because of the significant overlap in
reporting between SFTR
and similar derivatives regulations, such as
EMIR, many SFTR attributes will simply

requirements
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Table 1:
SFTR

How DRR adoption could help in the different problematic areas identified in

Challenge category

Specific SETR problems

How DRR/CDM provides the solution

Interpretation
and logic

Data
mismatches

Technical and
schema

Regulatory
alignment

Life cycle events, con-
ditionality, collateral
quality, reconciliation
of post-maturity data.

Pricing/valuation,
security/collat-
eral type, execution
timestamps.

Negative values, miss-
ing ISINs, data granu-
larity, holiday issues.

EU/UK divergence,
LEI gaps, public data
clarity.

DRR replaces ambiguous text with machine-executable
code. By establishing a ‘golden source’ for business logic,
firms no longer guess how to report partial returns or

which fields to leave blank’.

DRR uses the CDM to standardise the input (the
‘transaction facts’) before reporting. It defines a specific
order of precedence for data sources (eg credit ratings),
eliminating the zero-tolerance reconciliation breaks
caused by using different vendors.

Because DRR is built on a composable, market-agnostic
model, it can handle nonstandard events by reusing
existing logical components. It allows for a ‘report
once’ model that ensures data granularity is preserved
without being overwritten.

DRR provides a scalable, multijurisdictional solution. As
regulators update rules, the code 1s updated centrally,
ensuring that even if entities are exempt in one region,
the ‘orphan trades’ are handled via a standardised logic.

come out of the box using what is already
available in DRR. This will be true for
some of the core reportable economic attrib-
utes, as different products reuse the same
underlying components. It will also apply to
attributes such as party-related ones, because
trade events are structured in the same way
in CDM across different markets.

* For example, the country of the reporting
counterparty is a common attribute across
SFTR and EMIR and would be extracted
in the same way for a derivative and for
a securities lending trade. This attribute
critically impacts whether and how trans-
actions are meant to be reported.

SFT market-specific trade events

There are a number of important develop-
ments required in CDM to support SFTR,
which the ISLA CDM Working Group has
focused on. Many of these developments
are not restricted to the SFTR use case, and
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some of these gaps were identified while ana-
lysing requirements for a different reporting

obligation (SEC 10c—1a in the US).

» For example, life cycle events that pose
specific challenges to the securities lend-
ing market’s operations today, such as
allocation, reallocation and recalls, will
require further work in CDM.

Overall, the CDM was in a similar stage
of development for derivatives a few years
ago, before it was successfully deployed in
DRR for the derivatives reporting rewrites.

The updated requirements from those
regulatory rewrites triggered an intense
phase of build to make the CDM ‘regula-
tion-ready’. This meant ensuring that the
data requirements could be confidently
derived from attributes in the model, across
all applicable product and event types for the
regulations in scope.

Such a build was achievable because most
of the groundwork had already been laid out



in previous phases of CDM development.
This is where the CDM stands today with
respect to securities lending and SFTR.

HOW DO WE GET THERE

The answer to this question should be con-
sidered from the perspective of both the
market and the regulatory community. It is
therefore important to note that the follow-
ing is not a personal opinion, but rather the
summation of a broad range of discussions
across market participants, service providers
and regulators over the past decade.

Perspectives on the path forward
Before outlining a roadmap, it is important
to begin with two clear statements.

First, financial market conferences, pub-
lished surveys and reports consistently point
to the industry’s desire for a unifying and
ultimately noncommercial standard to
underpin the future regulatory reporting
state.

Second, a possible end state for that reg-
ulatory collection that leverages DRR is
being seriously considered by supervisory
bodies.

While the transition to DRR offers a clear
technical advantage, the industry remains
divided on the implementation strategy.
To reach that point, any plan must include
short- and long-term transitional steps to
ensure the quality of reporting continues as
changes occur.

s View A: The and  vendor
consolidation

Status  quo

o The argument: Many firms believe that
current reconciliation issues can be man-
aged by further empowering the ven-
dor community to mutualise costs and
provide interoperability layers without
requiring firms to rebuild their internal
architectures around the CDM.

How can European markets benefit from digital regulatory reporting?

o The counterpoint: Relying solely on ven-
dors creates ‘black box’ logic. Without a
noncommercial standard like DRR, the
industry remains trapped in a cycle of
‘loss in translation’ when regulatory text
is interpreted differently by each service
provider.

» View B: ‘Big Bang’ versus incremental migration

o The argument: Some argue that the cost
of adopting a new digital standard is too
high in a high-interest-rate environment
where budgets are constrained. They
suggest waiting for a mandatory ‘SFTR
Refit’ from regulators.

o The counterpoint: Delaying adoption
increases the ongoing cost of compliance
and remediation, which already costs
large institutions millions of euros annu-
ally. An incremental approach, starting
with specific use cases such as collateral
schedules, allows firms to realise benefits
without a total system overhaul.

What should the market do?

To avoid the need for further prescriptive
regulatory initiatives, the market needs to
embrace the standards devised by market
participants’ working groups. As it relates to
SFTR, this point was debated at its incep-
tion, and the conclusion is now a matter
of historical fact. Both the debate and the
stewardship of the standard should occur
within the relevant trade association(s). It
should be noted that best practice/standards
are not prescribed by trade associations, but
rather reflect consensus, supported by an
audit trail of ongoing interactions between
regulators and market participants. Each
firm required to report then develops and
continues to maintain a process aligned
with those publications. The standard is still
actively debated many years after go-live,
with modifications made as the consensus

evolves.
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Key points to recognise are that published
best practice only became the standard
because the market adopted it. Any first step
towards the future state must therefore have
market support to thrive. It is also notewor-
thy that the market recognised that if it did
not form a consensus on challenging aspects,
a prescriptive solution would be provided by
regulators and supervisors.

Fast forward to today and a regular dis-
cussion centres on the build cost required to
express data in a CDM format. Many there-
fore conclude that a natural focal point for
data is the vendor community already widely
used by the securities finance market. Ven-
dors could mutualise that cost if their clients
asked them to, which would also deliver
additional benefits such as interoperability
between platforms, trading partners on dif-
ferent systems or even different platforms
used by a single client.

Of course, this pathway for the market
does not need to follow a Big Bang approach.
Many firms already embrace the CDM/
DRR digital standard and have based their
development roadmap on the continued
development of DRR. Others who have yet
to enter this more efficient state may rec-
ognise the opportunity in migrating to a
digital standard, perhaps linked to required
cost reductions, natural platform migrations
or rebuild, or the long-awaited SFTR refit.

Another potential driver to consider is
the adoption of distributed ledger technol-
ogy (DLT). This may represent the broader
objective that addresses many legacy chal-
lenges in market operations, settlement
efficiency, smoother pre- and post-trade
communications and ultimately the gold
standard of regulatory reporting. Today,
many firms are adopting DLT for various use

cases, and there remains ongoing concern
about which standard data representation
will be used. The considerations should be
the same as they are for regulatory report-
ing, ie that it requires a standard approach
accessible to all market participants, service

providers and supervisors. On this point,
the debate depends on each organisation’s
commercial drivers, with the final outcome
clearly influenced by regulation.

The transition to a new state, of course,
has multiple steps, although aside from the
first step, which is dependent on the regula-
tor, most may be accomplished by each firm
independently.

The outline for these steps can be found in
responses to ESMA’s Call for evidence (CfE)
on a comprehensive approach for the simpli-
fication of financial transaction reporting.®

First, the immediate challenges of today
must be addressed, particularly where the
logic of current requirements does not match
booking practices, for example requir-
ing unrealistic data submissions based on
dependent fields. Completing this step will
undoubtedly benefit both today’s dataset and
efforts to code the regulation in DRR.

Second, there must be wide-scale adoption
of CDM by the market to address differ-
ences in trade representation and regulatory
interpretation. This will lead to a material
reduction in today’s almost unsolvable rec-
onciliation work, both in reconciliation and
trade maintenance. It also opens the way
for a wide array of easier-to-reach use cases
such as the standard representation of legal
documentation, smart contracts, collateral
schedules, know your customer (KYC),
DLT, scalability and resilience.

Third, adoption of the reporting stand-
ard expressed in DRR, effectively a coded
version of what is written in PDFs and web
pages today. For some, this step drives step
two, particularly where the primary use case
is regulatory reporting.

Fourth, as a standard approach is adopted
in one jurisdiction, demonstrating real-world
benefits, that model could be advocated for
in other jurisdictions. This would magnify
cost savings and efficiencies and demonstrate
the market’s ability to make positive observ-
able changes.



This last step meets the goal of the reg-
ulatory community and a key requirement
in all reporting obligations: to have trans-
parent, high-quality data to supervise the
market.

What should the regulators do?

The regulatory community often operates
with a different set of drivers compared to
financial market participants when consid-
ering future states and development. While
cost, particularly around data collection and
analysis, is certainly a factor, regulators also
consider the broader implications for market
infrastructure and maintenance.

A key example is ESM A’s alignment with
IOSCO-CPMI guidance in the context of
EMIR and SFTR, which steered outcomes
towards ISO 20022. This demonstrates that
guidance, rather than regulation alone, can
effectively influence the market towards a
more optimal end state.

Building on that, one possible approach
could involve referencing recognised mar-
ket standards, especially when submitted
outputs fall below the quality seen among
peers. This could encourage adoption with-
out mandating it outright.

Regulators are well aware of the benefits
of the CDM, not least because it has featured
in their own proof-of-concept initiatives.
They also understand the industry’s desire
for greater transparency. However, it is
important to acknowledge that many firms
operate under constraints that make adopt-
ing anything ‘new’ a significant hurdle.
While this cautious approach might have
merit, in this case it may be a barrier to real-
ising the advantages offered by something as
straightforward as a common standard.

CONCLUSION: A DATA-DRIVEN
FUTURE FOR EUROPEAN MARKETS

The SFTR was a landmark step towards
transparency, yet its implementation has

How can European markets benefit from digital regulatory reporting?

been hampered by the inherent limitations
of text-based regulation and fragmented
data standards. As this paper has explored,
the current challenges — from reconcilia-
tion breaks to high operational costs — are
not inevitable; they are the result of a ‘tacti-
cal and disjointed’ approach to data.

DRR, powered by the CDM, offers
a transformative path forward. By con-
regulatory into
machine-executable code, the industry can
ensure that the same trade always produces
the same predictable report. This shift does
more than just reduce costs for firms; it
provides regulators with the high-quality,
transparent data necessary to monitor sys-
temic risk and unlock the mobility of
collateral across European capital markets.

The transition will require a phased
approach: first addressing immediate logic
gaps, then fostering wide-scale market adop-
tion of the CDM and finally advocating for
these standards across global jurisdictions.
By embracing this digital evolution, the
European financial community can move
beyond the ‘problem state’ of the last decade
and build a more resilient, competitive and
transparent market for the future.

verting requirements
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