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What is MiFID?

MiFID comes into effect in Nov, 2007 and replaces the existing ISD

MiFID promises to level the EU investment market while raising the bar on accountability to investors
The broad objective is to create a single financial services market, for both retail and wholesale
transactions in financial instruments, within the EEA countries through higher levels of compliance in the
following areas:
Conduct of business, introduces a classification system for all clients along with investment
suitability assessments, commission disclosure and other transactional information requirements.
Market activities, involves best execution, pre- and post-trading reporting, and allocation policies.
Organizational standards, governs senior management responsibilities, internal audits, and
compliance and risk functions

MIFID is set to make the EU financial services

landscape more efficient and competitive
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Essentially, MiFID was created to
provide greater protection and
transparency in a market where:

Investors are more active in global
markets

There has been a greater use of a
wider range of services and complex
instruments

Emergence of a plethora of market
trading platforms alongside regulated
markets




What is MiFID?

Key themes of the European directive

Scope
Cover investment advice and
Best Execution i
_frequ_ently traded instruments, Conflicts of interest
Firms should demonstrate that including CFDs and other types _ _
of derivatives Firms are required to enhance

they have undertaken ‘best
execution’ on their clients
behalf and maintain records to
support this.

existing corporate governance
structures. In particular,

compliance functions should be

independent

Pre/post trade disclosure _ _
Reporting & Record Keeping

Systematic Internalisers will be
required to publish a firm quote
on shares admitted to trading.
Quotes should be made public
on a regular and continuous
basis

Firms have to adhere to
regulations concerning
confirmations and periodic
statements, transaction reporting
and record keeping

Investor Classification
Regulated Markets and MTF

Standards To provide more protection to

retail investors, there are rules
around the classification of

v

Covers the regulation of MTFs

such as ECNs and ATSs Passporting Rights investors (professional clients,
This covers firms wanting to market counterparties and retalil
establish operations in other clients)

member states



What is MIFID?

The scope of products governed by the regulatory umbrella is significantly increased

10. Derivatives relating 1. Transferable
to climatic variables, securities

freight rates, emission
allowances or inflation
rates that can be
settled in cash

9. Financial contracts for
difference

8. Derivative instruments
for the transfer of | I—
credit risk

7. Derivatives relating to

commodities that are
physically settled
after trading on
regulated market or
multilateral trading

. Additions with MiFID . Covered by ISD

2. Money market
instruments
e

3. Units in collective
investment
undertakings

4. Derivatives relating to
securities, currencies,
interest rates / yields
that can be settled

MiFID physically or in cash

5. Derivatives on

commodities that are
not for commercial

6. Derivatives relating to purposes that are
commodities that
must or can be

facility settled in cash

settled through
clearing houses or
subject to margin calls

Source: Norton Rose / Capco

EU wide — the directive will
apply to all regulated
investment firms within the
25 member states

Initially covers equities but
will eventually encompass
all asset classes (see
diagram)

Does not include Insurance
Business

Includes securities traded
on regulated exchanges,
multilateral trading facilities
(ECNSs) and systematic
internalisers (pre-trade),
other investment firms (post
trade)
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Implications of MiFID

Material impacts are centered on a relatively small collection of key provisions

73 articles in the directive require action, however the number of articles that have a material
impact are from a smaller group of provisions:

Investor Classification will
impact how the MiIFID rules

apply.

Provision of Investment
advice will require

disclosures

appropriate gathering of client
information and appropriate

Conflict of Interest provisions
need firms to establish
organizational structures and
procedures to avoid it

European wide authorization —
member states are obligated to
ensure that firms authorized in

another state can carry out activities

a4 4‘ #
_I
Retail .
Investment Advice
i Portfolio Management
»

High Met Worth

Professional

Order Execution

Investment

Member states
Advisers must ensure that
Investment Firms
in all states are
Fund able to gain access
Managers totrading venues
and clearing and
settlement
infrastructure
Banks without additional
regulatory burden
Alternative trading
Broker venues = MTFs
Dealers require regulation.

in their state

Execution Venues

Authorised
Markets

MTFs

Clearing &
Settlement

Regulators

Specific obligations for
client reporting and
record keeping including
type and medium

Impacts to management and execution of orders:
*Policies for ‘best execution’ for retail clients based on total consideration
*Prioritization rules to impact order handling specifically amalgamation
<Firm may be a systematic internalizer that will need to provide public quotes

Regulator in a home market

is the relevant regulator in

all markets where the firm
conducts business




Implications of MiFID

A view of business and operational impacts on the overall landscape

Clients /
Counterparties

Broker / Dealer
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Implications of MiFID
Technology impacts should be considered in conjunction with business and
operational impacts

MiFID will have significant technology impacts both within the investment firms and more
widely in the marketplace to which they connect. There are 9 key considerations:

Regulators

TECHNOLOGY
CONSIDERATIONS:

1. Network capability
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Consideration should be given to MiFID
The impact of MIFID will vary depending on the US firm business model

US firms will have to comply with MiFID to participate in European Markets

US firms should decide if they are going to exploit the regulation for commercial purposes or
merely check a few boxes

MiFID will improve the EU’s competitiveness in the global economy:

European investors will expect the protections afforded by MiFID when dealing with the US and
eventually US investors may consider taking advantage of the protections offered by MiFID

New business models will crop up to capture revenue from systematic internalization and market-
data distribution, firms that cannot adapt will inevitably fade away.

The following questions should be considered to determine the impact of MiFID:

Current Business Operations: Future Business Operations:
» Do you have EU domiciled branches » Does your non-dollar growth strategy
or subsidiaries? include the EU?
» Do these deal with domiciled » Does your business plan to exploit the
counterparts and clients? regulation for commercial purposes?

If the answer to these questions is YES then MiFID is a major consideration

MiFID will change the way that organizations do business globally



Market Trend

Non-US instruments are becoming an increasing and substantial part of US
investors’ portfolio

Global Stock Markets Capitalization (market value in $ Billions)

Year 2000 Year 2005 Year 2015 (Projected estimate)
From 2000 to 2005,
world stock markets
capitalization grew
World World at a 9.3%
53% 61% compounded
annual growth rate
(CAGR) while the
US increased by
only 2.4%
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The Operations Radar

US businesses will need to understand key operations impacts

KEY IMPACTS:
1. Investor classification:

* Retail Clients

* Professional clients

* Eligible counterparty
2. Classification effort

3. Suitability and
appropriateness

KEY IMPACTS:

KEY IMPACTS:

1. Key transaction
reporting proposals

1. Instrument and
country scope

* Review branch
structures & booking
names

2. Passporting

* Rationalize how
business is conducted
in Europe

* Hub operating models

KEY IMPACTS:
1. Trade Reporting

e Publish information

» Systematic
internalization

2. Scope of
Transaction
Reporting

3. Client reporting



Implications
US businesses will need to change

EU passporting arrangements will facilitate the opening of new activities across the
28 EEA countries and therefore new entities and booking models will be established,
back to backs and network issues

Liquidity fragmentation, if it occurs, will result in higher transaction volumes, lower
ticket size and operations capacity challenges

Companies should be looking to augment systems and not start from scratch

US based firms should dovetail MiFID compliance efforts with similar Reg NMS
compliance efforts e.g. best execution is consistent across both Reg NMS and MiFID

although is more prescriptive in Reg NMS

Collaboration across the supply chain, buy side, sell side and IT suppliers will
allow quicker compliance and lower costs to comply

Only 3 countries (of a total 28 EEA members) will be fully compliant by the regulation
implementation timeframe Nov, 2007
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Smart Response
Key principle: do not respond in isolation

Consider potential “big picture” impacts in formulating a response. Some of the major
ramifications may include: fragmentation of liquidity, exchange consolidation, new
competition, opportunity to expand cross border.....

Consider the response of suppliers who might help :-
Data vendors for consolidated price information
Exchanges/MTFs looking to provide new services
Connectivity routing providers looking to simplify best execution obligations
Data vendors looking to provide aggregator/publisher services
Outsource service providers (..care with possible additional obligations)

Consider common non-competitive issues and consider cooperation with peers (consortia
approach e.g. Project Boat; Project Turquoise)

Engage with industry consultation process, e.g. with FSA, JWG, LSE... (consultation process
nearly completed)



Smart Response
6 health check points for your firm

Broad representation: MiFID requires input from business, operations, IT and legal and regulatory; it
cannot be dealt with as a narrow compliance issue

“Big Picture” first: the first assessment should look across all of the activity of the firm to identify
where the main impacts are before going into detail

Proactive approach to suppliers: identify key suppliers and understand their plans, interact to
influence them

Proactive approach to regulators: be prepared to seek guidance early and to interact with the local
regulators to clarify specifics

Clearly identified champion: that will ensure the firm keeps up to date with developments and will
participate in, or even lead, the market consultation and potential cooperation with peers. An internal
single point of contact.

Alignment with other programs: leverage existing or planned initiatives that align with MiFID
requirements (e.g. AML & KYC, reference data initiatives, workflow implementation and, potential
synergies with Reg NMS). Aim to minimise the need for duplicate “regret spend” and maximise the
effective use of scarce resource
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