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Ready or not, the second iteration of the Markets in Financial Instruments Directive (MiFID) is 
on its way. Intended to correct the weaknesses of its forebear and respond to flaws identified 
during the financial crises since 2007 as well as take into account the rise of high-frequency 
algorithmic trading, MiFID II was supposed to go into effect as of January 3, 2017, but that date 
was recently pushed out to 2018. With it will come new technical standards, set out by the 
European Securities and Markets Authority (ESMA), and a new regulation (MiFIR).  

MiFID II and its companion regulation MiFIR are designed to increase investor protection and 
information and data transparency, promote market competition and the orderly functioning 
of the markets, and give more strength to both national and international supervisory powers. 

MiFID II will have significant impact on how financial firms and banks do business, from 
offerings and products, to governing and reporting. Smart businesses will take advantage of 
the extra months due to the recent postponement and push ahead with their own transition 
development plans. 

Until the new documents are published – the ESMA Technical Advice and the Regulatory 
Technical Standards and Implementing Technical Standards (RTS and ITS) – some questions of 
course remain unanswered. But here we present a brief look at what we do know. 

New reporting requirements will be mandatory for the majority of financial and investment 
firms.  

MiFID II has expanded, to include almost all financial and investment companies under its 
aegis. Investment firms will need to decide whether to be independent or non-independent 
advisors, while retail derivatives firms will need to consult with their attorneys to determine 
whether they need to become an Organized Trading Facility (OTF) or Systematic Internalizer 
(SI). A firm cannot choose to operate as both, and OTFs are barred from interacting with SIs (or 
other OTFs) if doing so allows any quotes or orders in the SI to interact. 

The required products that must be included in reporting has also been expanded, to include 
most tradeable instruments as well as derivatives of instruments. 

In addition, firms will have to ensure they have accurate and detailed information about all 
offered products, as the new regulations stipulate clients must receive sufficient information 
before they make investment choices. Products themselves will have robust approval and 
monitoring requirements, with their investor audience needing to be defined, and a risk 
assessment as it pertains to the intended investor audience performed. 

More detailed information on transactions is also going to be required to be captured and 
reported, which will significantly increase the reference data burden to reporting firms. 

This includes the need to capture phone transactions, which will necessitate the need to 
implement phone conversation recording capabilities as well as systems to ensure that 
information makes it into data systems accurately so that it is included in reports.  
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The new information requirements will add to the client onboarding process, as it will be 
mandatory to obtain a client’s Legal Entity Identifier (LEI) before any services which would 
require reporting can be provided. 

Internal processes will also be complicated in several ways. Another of the requirements 
demands additional identifiers to identify any and all individual employees with any 
responsibility when it comes to investment decisions or trade executions. Perhaps the greatest 
potential headache will arise with product identifiers. The Aii system is being discarded, and 
the ISIN standard is being reinstated. For any product or instrument which doesn’t have an 
ISIN, or which is not listed in the official ESMA list (which has not yet been published), 
additional fields will be needed for categorization and description, including a CFI code. 

MiFIR also brings new rules with respect to the timely disclosure of transaction data via three 
authorized Data Reporting Service Providers (DSRPs): Approved Reporting Mechanisms (ARMs) 
for the submission of reports to the appropriate authorities; Approved Publication 
Arrangements (APAs) for publishing OTC reports; and Consolidated Tape Providers (CTPs) for 
the consolidation of trade reports from APAs and trading venues. As much as is possible, 
reporting will have to be made in real-time, publicly as well as to the proper DSRP: Article 26 of 
the MiFIR states reporting must occur “as quickly as possible, and no later than the close of the 
following working day.” 

There is a new emphasis on data quality and investor protection, including process testing 
requirements and regular front-office reconciliation. 

The new requirements expect firms to have mechanisms in place to identify errors and 
omissions, as well as to avoid duplicate reports and ensuring transaction reports accurately 
reflect all changes in position of a firm and its clients. Firms utilizing trading algorithms will be 
required to register them and will need to have effective testing and monitoring processes and 
systems, including kill switch functionality. 

Article 27 of MiFID II imparts an obligation on firms to execute orders on terms that are most 
favorable to the client, to wit: 

Member states shall require investment firms who execute client orders to 
monitor the effectiveness of their order execution arrangements and execution 
policy in order to identify and, where appropriate, correct any deficiencies. In 
particular, they shall assess, on a regular basis, whether the execution venues 
included in the order execution policy provides for the best possible result for 
the client or whether they need to make changes to their execution 
arrangements. 

What does this mean for the financial IT landscape? 

The new regulations and requirements place clear demands on financial firms’ IT and data 
management departments. More data will have to be captured and analyzed, and accurately 
reported to both the appropriate authorities as well as to the public at large. 
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Proprietary software vendors should already be in the process of developing solutions to these 
new requirements and firms should be in communication with their vendors to ensure that 
they will be able to meet these new obligations as far ahead of the 2018 date as possible, to 
allow for training time and staff-use time to get accustomed to the new systems. Questions 
firms should focus on when it comes to vendor discussions: 

• Ensuring client LEI data is captured and stored 

• Ensuring accurate classification of financial instruments and commodities 

• Robust product identifier and descriptions, to store ISIN or other required product 
description data 

• HFT/algorithmic testing and monitoring systems, if applicable 

• New report templates for ease of MiFID II-related reporting requirements 

A Final Thought 

Don’t be fooled into delaying your firm’s efforts to set up the new infrastructure that will be 
required to be in compliance with the new regulations. We recommend companies move now 
to develop and implement their solutions as soon as possible. This will allow time to test and 
train the new system so that it will be running smoothly by the January 3, 2018 date. 

If your firm needs assistance in bringing your IT and data management processes into 
compliance with MiFID II, give us a call. We can assist you in updating (if necessary) and 
configuring your Front Arena system to ensure that you will be able to track and provide all of 
the new information MiFID II will require. 
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