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What is MiFID?
•The Markets in Financial Instruments Directive
•Introduced in two phases:
• November 2007
• January 2018

Changes since original MiFID
• Global Economic Crisis
• Greater competition / pan-European trading
• Consolidation between exchanges
• Technology and innovation e.g. smart order routing,
algorithmic trading, latency …
• Dark pool trading
• New clearing arrangements
• Reduced fees
• Incentive structures to attract liquidity
• New services …

EU’s intention - in summary
European regulation aimed at:

• Strengthening market regulation
• Increasing transparency
• Reinforcing investor protection
The main objectives of MiFID II include the pursuit of
harmonised regulation across EU financial markets,
increased competition between EU financial markets,
ensuring appropriate levels of investor protection, and
strengthening of supervisory powers

MiFID II / MiFIR

It is big!

• 7 years in the making
• 1.5 million paragraphs
• 30,000 pages
• MiFID II / MiFIR has applied from 3 January 2018. This new
legislative framework is intended to strengthen investor
protection and improve the functioning of financial markets
making them more efficient, resilient and transparent
• Presented opportunities as well as threats
• Some unintended consequences

What’s in MiFID II?
MiFID (directive)

MiFIR (regulation)

Scope (exemptions and
definitions)

Third country firms - cross-border

Authorisation

Pre and post trade transparency

Corporate governance

Trading obligations

Conflicts of interest

Consolidated tape

Inducements and commissions

Transaction reporting

Client categorisation

Product intervention

Product governance

Best execution
Algorithmic trading
Passporting
Third country firms - branch

MiFID II
• The Markets in Financial Instruments Directive (MiFID) is one of
the cornerstones of EU financial services law, setting out which
investment services and activities should be licensed across the
EU and the organisational and conduct standards that those
providing such services should comply with

MiFID II aims to:
• Make financial markets more robust and efficient
• Take account of technological developments since MiFID’s
original start in 2007
[The term comprises MiFID II and MiFIR]

MiFID II improvements - 1
• MiFID II and MiFIR is intended to ensure fairer, safer and
more efficient markets and facilitate greater
transparency for all participants
• New reporting requirements and tests have increased the
amount of information available, and reduce the use of
dark pools and OTC trading
• The rules governing high-frequency-trading have imposed
a strict set of organisational requirements on investment
firms and trading venues, and the provisions regulating
the non-discriminatory access to central counterparties
(CCPs), trading venues and benchmarks were designed to
increase competition
Source: ESMA

MiFID II improvements - 2
•The protection of investors was strengthened
through the introduction of new requirements on
product governance and independent investment
advice, the extension of existing rules to structured
deposits, and the improvement of requirements in
several areas, including on the responsibility of
management bodies, inducements, information and
reporting to clients, cross-selling, remuneration of
staff, and best execution
Source: ESMA

MiFID II improvements - 3
• MiFID II and the accompanying Regulation on Markets
in Financial Instruments and Amending Regulation
(“MiFIR”) are both pieces of legislation (often referred
to without distinction simply as "MiFID II") originating
from the European Commission
• Together they seek to provide a European-wide
legislative framework for regulating the operation of
financial markets in the EU
• MiFID II represents a major overhaul of the existing
law, building on and extending the scope of the first
Markets in Financial Instruments Directive

Directives and Regulations
•There are two new sets of directives and regulations,
known as MIFID II and MIFIR
•MIFID II and MIFIR update and replace the 2007 MIFID
regulations
•MIFID II comes by way of a Directive, these have to be
transposed into national law, so member states have had
some flexibility when forming or updating COBS rules,
but the MIFIR market rules come by way of Regulation,
so all 28 European countries must introduce those
regulations exactly as written

MiFID II and MiFIR
•Broadly, MiFID II is concerned with the framework of trading
venues / structures in which financial instruments are traded
•MiFIR focuses on regulating the operation of those trading
venues / structures, looking to processes, systems and
governance measures adopted by market participants and to
their future supervision
•The reason for the update is to address Conduct Of Business
(COBS) loopholes in order to increase transparency and
investor protection (MIFID II), and to bring most instruments
under a central set of market regulations (MIFIR)

Its purpose - 1

•Improvements in financial markets
transparency
• For a broader range of asset classes
• Obligation to trade derivatives on-exchange
• Requirements on HFT and algo’ trading
• New supervisory tools for commodity derivatives
• ESMA data gathering [was the root cause of earlier
delay]

Its purpose - 2
•Strengthening investor protection
• Limits on the use of commissions
• Conditions for the provision of independent advice
• Stricter organisational requirements for product
design and distribution
• Product intervention powers
• Enhance disclosure of costs and charges
• Making markets work better
• Fairer, more competitive, good conduct

To whom does it apply?
•Firms, regulated and unregulated, particularly affected
are:
•
•
•
•
•
•
•
•
•
•

investment banks
interdealer brokers
stockbrokers
investment managers
investment advisers
corporate finance firms and venture capital firms
trading venues including regulated markets
multilateral trading facilities
prospective organised trading facilities
data reporting service providers

•Important for consumers
• complaint handling and remuneration of sales staff

Conduct of business and
investor protection rules

Conduct of business (COBS)
1.
2.
3.
4.
5.
6.
7.
8.

Research and inducements, unbundling *
Best execution *
Investment advice and suitability *
Complex / non-complex instruments
Phone taping
Product governance
Regulator intervention
Reporting to clients *

Inducements relating to research
• MiFID II recognises that third party research is an important input for
investment firms
• Provision of research will not be an inducement if received in return for:
• direct payment by the firm out of its own resources; or
• payment from a research payment account funded by a specific research charge to the client

• The research charge may be collected alongside a transaction commission
provided it is separately identified
• Firms providing execution services must identify charges which reflect only
the costs of execution
• Each other benefit or service must be subject to a separately identifiable
charge that is not influenced or conditioned by payment for execution
services

Research payment accounts
• If a European asset manager chooses to use their clients’ funds to pay for
research, then they will have to meet a number of additional requirements
in order to comply with the higher transparency, governance and control
standards
• The main such requirement will be to use a Research Payment Account
(RPA) to pay for research expenditure
• There are three options available to asset managers:
1.
2.
3.

Use the “Transactional Method” to fund an RPA, incorporating commission sharing agreements; or
Use the “Accounting Method” to fund a RPA, setting up a separate research charge to clients; or
Pay for research themselves out of their own P&L

• P&L about 70 % of firms; 20% via RPAs

Best execution
Expanded requirements and duties:
•Execution policy summary policy must be more detailed
and practical
•Must tell clients where order was executed (which
execution venue)
•Annual disclosure is required for each class of financial
instrument:
• Its top five execution venues in terms of trading volumes
• Information on the quality of execution obtained including
details about price, cost, speed and likelihood of execution

Investment advice and suitability
• Must provide information to clients on whether advice is
provided on an “independent basis” and whether it is based on a
broad or more restricted analysis of the market
• Must inform clients whether they will be provided with a
periodic assessment of the suitability of financial instruments
recommended
• When providing investment advice to retail clients a firm must
specify how the advice given meets the client’s preferences,
objectives and other characteristics
[A big area. Undertook skills audits. Must be prepared to show
evidence to the regulator, link to KYC. Refresh and review]

Client reporting and documentation
• Quarterly valuations rather than semi-annually
• Reporting of 10% fall in valuation
• How to validate and communicate?

• Fair, clear and not misleading
• Basis of advice
• Enhanced information, embracing professional clients
• Suitability reporting
• Agreements, new terms and conditions
• Greater record keeping requirements
• Complaints handling
• Aggregation of costs and disclosure of charging information
• Complex instruments and transactions

Information to clients
• The extension of detailed information requirements to non-retail clients –
ECPs and professionals
• Disclosure to the client as to whether or not investment advice is provided on
an independent basis and envisages the possibility of suitability assessments
• Aggregation of all cost and charging information
• Basic frequency for reports on portfolio management services should be
quarterly instead of six-monthly
• Firms providing investment services and ancillary service to a new
professional client should enter into a written agreement, in paper or durable
medium, with the client - setting out the essential rights and obligations of
the firm and the client
[This proved to be a big impact area]

Disclosure of costs and charges
• All costs and charges to be aggregated and disclosed
as a cash amount and as a percentage
• Disclosure of all actual costs and charges to be on a
personalised basis and to be at least annual
• Affects UCITS and AIFs
• Impacts the final KID and perhaps changes to the
UCITS KIID

Transparency and
Market Infrastructure

A fundamental change
• MiFID originally led to a major shift in the cash equity markets
• The impact of MiFID II was even more pronounced

• As a result of the expanded asset class coverage, structural market reform
and its applicability for firms previously exempted, MiFID II dramatically
changed almost the entire marketplace as we knew it, with far-reaching
impacts on everyone engaged in the dealing and the processing of financial
instruments
• No business or operating model — especially in the over-the-counter (OTC)
space — was likely to remain untouched
• In particular, MiFID II not only completely changed the way almost all OTC
products are priced, traded and reported, but also brought further changes
to the exchange-traded equity market

Trading venues
• All multilateral facilities have to be regulated as one of RM, MTF or OTF

Source: Freshfields Bruckhaus Deringer

Trading venues – key differences

Source: Freshfields Bruckhaus Deringer

Detailed areas
•Pre and post-trade transparency
• Some waivers permitted

•Commodity derivative position limits
•Transaction reporting *
•Trading venues

Transaction reporting impacts
Some key changes:
▪ Apply to all investment firms and trading venues for non-MiFID firms
▪ All financial instruments, range greatly expanded
▪ Far more data – 24 to 65 fields
▪ Buy-side reporting – sourcing the data
▪ Buy-side exemption was significantly narrowed. For example, the buyside cannot rely on someone else to report except in very specific
circumstances. MiFIR removed this
[Regulators stress the importance of Transaction Reporting]

Transaction reporting - background
▪ The Markets in Financial Instruments Regulation (MiFIR) mandates
the reporting of almost all trades in financial assets (and their
derivatives) to be reported to National Competent Authorities
(NCAs)
▪ The required reporting dataset has been harmonised across Europe
to include personal details, trade handling and regulatory flags
which determine the pattern of trade execution (the what and the
why) for eligible reporting firms
▪ This is the regulator’s real-time window into your firm
[MiFIR reporting – a greater burden than original MiFID and EMIR combined]

Impacts on different market sectors and their
operations

•Investment banks
•Retail banks
•Wealth managers
•Asset managers

Impact areas
• Algorithmic trading
• On-exchange trading
• OTC derivatives

• Pre-trade and post-trade transparency
• Transaction reporting
• Client classification
• Suitability and appropriateness
• Best execution
• Client disclosures

High
impact
areas

Medium
impact
areas

• Client assets
• Record keeping
• Governance
• Marketing

Low
impact
areas

Retail firms – high impact areas
• Reporting to clients
• Frequency, information requirements and agreements

• Recording of telephone conversations and electronic
communications
• Inducements
• Conflicts of interest
• Best execution
• Suitability and appropriateness
• Transaction reporting

In summary
•Logical objectives but massive influence
•Much complexity
•A significant impact across the marketplace to
all parties in the supply chain from sell-side to
buy-side firms and their intermediaries
•Investors should benefit
•Fees have come under pressure; impact on the
cost of doing business
•Greater transparency is being achieved
•Some unintended consequences

CISI examinations
1. Global Financial Compliance
2. Risk in Financial Services
3. International Certificate in Wealth &
Investment Management
•All these are at level 3
•Computer based testing , multiple choice
questions
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Chartered Institute for
Securities and Investment
(the CISI)
Who are the CISI ?

Your CISI Exam training in Romania
Study support
Get in touch!

Karolina Pajor | Senior International Manager
Chartered Institute for Securities & Investment
Karolina.Pajor@cisi.org

Key information about the CISI
A Charity
A Chartered Professional Body
Evolved from London Stock Exchange 25 years ago
Board of Trustees
170 staff
45,000 individual members…
…of which 20,000 are student members
40,000 exams each year
10,000 publications
International offices

Introducing the CISI
The CISI is a charity which emerged from the London Stock Exchange when it was demutualised over 20 years ago and
currently employs 170 professionals, including specialist examination managers and technical operations staff and has over
300 industry volunteers to its credit. The Institute operates globally, with its headquarters in London and regional offices in
Mumbai, Dubai, Singapore, Manila, Spain, Columbia, Dublin and Colombo, plus representation in Kenya and Nigeria
In the last twelve months, over 41,000 CISI qualifications have been taken in over 85
countries and over 48,000 people are individual members in 116 countries, with about 20,000 being fully qualified.
The CISI is fully accredited by the UK Regulator, the Financial Conduct Authority (FCA), and is licensed to issue annual
Statements of Professional Standing (SPSs) to suitably qualified individuals. The CISI is also regulated by the UK Education
Regulator, Ofqual and is fully compliant with all its regulations and requirements.
The CISI’s qualifications are internationally recognised in more than 36 countries and over 92% of the world’s leading banks
employ staff who have qualified with the CISI.

Who works with us and takes our exams?

Your CISI Exam training in Romania

• International Certificate in Wealth &
Investment Management (ICWIM)
• Risk in Financial Services
• Global Financial Compliance

Your Study Support
• Face to face training
• Online resources available through my CISI portal:
• Fact sheets
• Syllabus
• Sample papers
• Exam hints and tips
• Shortcut to Revision Express – online revision tools
• CISI Workbook – key study tool in eBook and pdf form
• Professional Refreshers – online top-up tools
• CISI TV

cisi.org

Get in touch!
www.cisi.org
customersupport@cisi.org

Thank you!/mulțumesc!

