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MIFID II - WHY

Establishing a safer, sounder, more transparent and more responsible financial system

that works for the economy and the society as a whole.

Purpose?

2008 financial crisis MiFID Review
European Commission  

proposes revision of MiFID 

MiFID II

MiFIR 

Implemented

by 3 Jan 2018

Areas of Impact

Market Structure

Clearer definitions of 

types of trading venue, 

including so-called 

“dark pools”

Investor 

Protection
Enhanced levels of 

protection for all clients 

and counterparties

Transparency
Increase in scope and 

volume of financial 

transactions to be  

reported to market and 

to regulators

Organisational 

Requirements
Enhanced record 

keeping, governance, 

and tackling conflicts of 

interests

Electronic Trading

Firms must demonstrate 

that electronic trading is 

conducted in a safe and 

controlled manner



Jan 2018

Implementation of 

MiFIR and MiFID 

II

2017

Adopted into law 

by national 

competent 

authorities

“These new rules will improve the way capital markets function to the benefit of 

the real economy. They are a key step towards establishing a safer, more open 

and more responsible financial system”

Commissioner Michel Barnier 2014

Recast 

MiFID
MiFIR MiFID II

MIFID II – OVERVIEW OF LEGISLATIVE PROCESS

Investor                            

Protection

Market Transparency                  

and Reporting

Market Structure

Electronic Trading

Organisational 

Requirements

MiFID II Areas of Focus

2016 - 2017

Topic specific  

level 3 developed 

ESMA throughout 

2016 - 2017

Q3 2016 – Q1 

2017

Final ESMA

RTS and ITS 

adopted by 

Commission

April- May 2016

Delegated 

directive.

Commission 

delegated 

regulation.

MiFIR delegated 

regulation.

Level 1

May 2014 

MiFID II and 

MiFIR published 

in the Official 

Journal of the 

EU

Level 2

July  2017

Transposed by 

Member States

Level 3 Member NCA Final



The Markets in Financial Instruments Directive II (MiFID II) represents a major change to the rules that regulate the way investment 

firms trade financial instruments on central markets and sell investment products to its clients. It does this through 5 broad 

themes:

Electronic 

Trading 

Direct 

Electronic 

Access

HFT Client 

Trading

Algo 

Trading

Organisational 

Requirements

Conflicts of 

Interest

Compliance 

Function

Record 

Keeping

Management

Bodies

Transparency

Best

Exec

Post 

Trade

Commodity 

Derivatives                

& Position Limits

Transaction 

Reporting

Market 

Infrastructure
GCM 

Req.
OTF and SI 

definitions

Trading 

Obligation

Open 

Access to 

CCPs

Indirect Clearing

Pre 

Trade

Product 

Governance

Fee 

Structure

Appropriate-

ness

Suitability

Marketing

Product 

Disclosure

Investor 

Protection

Client 

Assets

INTRODUCTION TO MIFID II



Product 

Governance

Appropriate-

ness

Suitability

Product 

Disclosure

• Inform clients on all costs 

and charges in good time 

• Bundled fees to be 

separately disclosed and 

charged to clients

• Periodic disclosure of 

costs and charges during 

the life of the investment 

• Clients must be given a suitability 

statement before order/service

• Suitability periodic report

• Clients knowledge, experience, 

financial situation and investment 

objectives need to be assessed

• Target market: clients must not be 

offered inappropriate products 

• Where products are bundled, the 

overall package must be appropriate

• Requirement for overall 

Product Strategy and 

approval process

• Target markets need to be 

set for all investment 

products

• Products must be stress 

tested

• Information to clients must be 

fair, clear and not misleading 

• Some existing retail 

requirements extended to 

professional clients

• Strengthened disclosure of ex-

ante and ex-post costs and 

charges

• Marketing materials must only 

be distributed to target 

audience

• Clients to be informed about 

the basis of the advice to be 

provided

• Additional requirements on 

disclosure/illustration of 

product performance to retail 

clients 

• New Concept under MiFID II

• Must assess a sufficiently large 

range of financial instruments

• Not possible to keep any 

inducements from product 

providers; full cost transparency

Product 

Governance

Fee 

Structure

Appropriate-

ness

Suitability

Marketing

Product 

Disclosure

Independent 

Advice

Investor 

Protection

MIFID II - HOW: a) INVESTOR PROTECTION



MIFID II - HOW: b) MARKET STRUCTURE

Market 

Structure

GCM 

On-

Boarding

OTF and SI 

definitions

Trading 

Obligation

Open Access 

to CCPs

• New open access 

requirements to 

create more 

competition 

between specific 

CCPs and trading 

venues Indirect 

Clearing

• Shares traded on venues 

which are subject to the 

transparency requirements 

must be traded on either an 

RM, MTF, SI or equivalent 

non-EU trading venue

• Derivatives subject to the  

clearing obligation, and which 

are sufficiently liquid, to be 

traded exclusively on RMs, 

MTFs, OTFs or  equivalent 

non-EU trading venue

• Requirements extends to clients of clearing members

• Obligation to inform CCP on request about criteria and 

arrangements to allow clients to access CCP

• Requirement to conduct due diligence on clients

• Clearer definitions of 

trading venues will 

address “dark pools”. 

Quantitative thresholds 

for systematic 

internalisers. New 

category of Organised

Trading Facility for 

multilateral trading in 

bonds and derivatives, 

where operator has 

discretion.

• Measures to ensure that indirect clearing 

arrangements do not increase 

counterparty risk and ensure that assets 

and positions of the counterparty benefit 

from the protection  granted by rules on 

segregation, portability and default 

procedures.



MIFID II - HOW: c) TRANSPARENCY

Transaction 

Reporting

Commodity 

Derivatives                

& Position Limits

Pre Trade 

Transparency

Best 

Execution

Market 

Transparency  

& Reporting

New regime of limits and reporting 

requirement for commodity positions

Post Trade 

Transparency

• Enhanced disclosure 

requirements: firms to disclose 

the top five execution venues by 

class of instrument and 

execution quality

• Firms must take all sufficient 

steps to obtain the best possible 

result for their clients 

• The execution policy must be 

explained in “sufficient detail and 

be easily understandable”

• Report details of all transactions 

undertaken to local competent 

authority

• Extended to all instruments 

traded on a EEA trading venue 

and OTC derivatives of these 

instruments

• Increased granularity: moved 

from c24 fields under MiFID I to 

65 fields under MiFID II

• Publish details of the trades 

undertaken outside of a 

trading venue to an APA

• Instruments in scope include 

listed equity, equity-like and 

non-equity instruments 

(including all listed 

derivatives)

• Reporting must be done in 

real time; delays for large in 

scale trades and illiquid 

instruments.

• Scope of transparency 

expanded to include all 

instruments traded on an EEA 

trading venue (Regulated 

Market, MTF, OTF etc.)

• Waivers for illiquid 

instruments, and large in scale 

trades



MIFID II - HOW: d) ELECTRONIC TRADING

Electronic 

Trading

Direct 

Electronic 

Access

Algo-

Trading/HFT

Pre-Trade 

Systems & 

Controls

Post-Trade 

Monitoring

• Under MiFID II, a firm providing 

Direct Electronic Access to trading 

venues retains responsibility for 

the trading that its DEA clients will 

carry out under its name. 

• The investment firm should have 

sufficient knowledge about the 

intentions, capabilities, financial 

resources and trustiness of its 

clients. MiFID II expands the 

investment firms/persons in scope

• HFT clients can no longer 

benefit from exemptions and 

now need to be authorised as 

an investment firm

• MiFID II puts more stringent 

requirements on IT security, pre/post 

trade controls on trading, kill 

functions, and enhanced monitoring 

and alerting (in particular  for 

disorderly trading and market 

manipulation)

• Investment firms must have 

effective systems and controls 

and have in place effective 

business continuity 

arrangements and ensure 

systems are fully tested and 

properly monitored. 

• Investment firms must also 

have the ability to proactively 

identify market abuse in 

organised way



Conflicts of Interest

MiFID I MiFID II

1. Identification

2. Mitigation

3. General 

Disclosure

1. Identification

2. Remove

3. Mitigation

4. Specific 

Disclosure

Organisation Accountability Remuneration

Management Bodies

Record Keeping

EXTENSIVE!

CENTRALISED!

READILY 

AVAILABLE!

Compliance Function

Policies & 
Procedures Independence

Complaints 
Handling

Risk 
Minimisation

Advise

MIFID II - HOW: e) ORGANISATIONAL REQUIREMENTS

MiFID II sets new standards for Organisational Requirements to increase the accountability of senior management and to 

support and evidence compliance
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