
MIFID II and MIPIR
Changing landscape of best practice
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“There is a very real danger that financial 
regulation will become a wolf in sheep's 
clothing”.

Henry Paulson – Former CEO of Goldman Sachs and 74th U.S. Secretary of 
Treasury. 



The Markets in Financial Instruments                    

Directive

Comes into effect on the 3rd January 2018

The Markets in Financial Instruments Directive (MiFID) is the 
framework of European Union (EU) legislation for:

• investment intermediaries that provide services to clients around 
shares, bonds, units in collective investment schemes and 
derivatives (collectively known as ‘financial instruments’), and 

• the organised trading of financial instruments

The thought behind the broadest piece of financial legislation in 
years is the creation of fairer, safer and more efficient markets. 

3



Quick take away

4

The legislation aims to regulate the way that the 
sell side and buy side interact with their clients



Notable changes under the new 

legislation 
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• The unbundling of research from trading 
commissions

• Creating transparency in price discovery and 
execution



How does the legislation affect 

research?

• Under MIFID 11 there needs to be a clear line 
of sight into how research is costed and it 
must be a separate line item from trading 
costs. It is important to note here that the 
onus is one the investment firm receiving the 
research to comply, not the providing party. 
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Paying for research under MIFID 

11
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Paying from the 
firms own 
resources

Payment can be 
facilitated via a 

Research 
Payment account 
via two methods.
1. Transactional 

method
2. Accounting 

method. 

Value of 
trading

Research 
received

Volume 
of 

trading 

Zero 
Correlation



What is a Research Payment 

Account
Research payment accounts are an enhanced version of the current Commission Sharing Arrangements (CSA) with higher 
standards of governance and transparency and will require more sophisticated policies and procedures to operate them 

• An RPA is a separate account managed and owned by the investment manager at the brokers it is working with. An 
investment manager may choose to administer the account by itself (for example through the accounts payable team) or 
outsource its operation to

– an independent third party administrator
– fund accountant or custodian
– A broker

Connected to the use of Research payment accounts come a whole new set of duties and responsibilities:

• Estimate of the research charge before providing investment services and obtain agreement from clients
• An annual summary of 3rd party research costs
• More granular information to be provided on client/investor request
• An investment manager must manage any potential conflicts created when using commission to fund RPAs

– Between the manager and its clients (i.e. use of research across different desks or product groups)
– Between different clients of the same manager (i.e. use of research across the same group of products)

As it stands now, there is no separate regime for fixed income instruments (in fact no delineation in the regulation for different 
asset classes). 
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Difference between CSA’s and 

RPAs
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RPA CSA
Control Investment Manager exercises 

control/direction over the funds 
(i.e. trade-by-trade reconciliation 
expected) 

Generally also controlled by 
investment manager, however less 
strict(i.e. only “sense-checking” of 
balance reported by broker)

Funding by a specific research 
charge

Full reconciliation of all trades and 
control whether eligibility criteria 
of the CSA are met

Usually only reconciliation of trades 
that are eligible under criteria 
defined in CSA

Research Budget Investment managers must 
manage research budgets at least 
on a firm level

Usually no consideration of 
research budgets

Responsibility Funds must be held in a ring-fenced 
client account

CSA are often held on the broker’s 
balance sheet

Research Quality Assessment Investment managers must 
regularly asses research i.e. its 
ability to contribute to better 
investment decisions

Currently no regulatory obligation 
to ensure research complies with 
any level of quality assessment

Reporting An annual summary of 3rdparty 
research costs must be provided to 
client (more granular information 
on request)

Currently no regulatory reporting 
requirements (Disclosures in the UK 
based on self-regulation)

Source KPMG Ireland



Funding via the accounting 

method
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Accounting method - pros & cons
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Pro Con

• Trade reconciliations not required: Client funds are not being 
paid away on every trade. Regular cash reconciliation between 
Investment Manager and RPA administrator should be 
sufficient

• Client level budgeting managed at source: The research 
charge agreed between the Investment Manager and the client 
or fund represents the client’s/fund’s budget. No need for a 
real-time accrual monitoring No investor timing issue (for 
funds): Research Charge is accrued daily, hence investors in 
mutual funds are not penalised based on the time they enter or 
exit the fund.

• No risk of inducement through trading:All brokers are moved 
to an execution-only rate, thus eliminating any inducement risk 
through trading.

• Explicit additional charge to client: Negotiating increase of 
charges may prove difficult and plans need to be in place on 
how to deal with client who refuse the cost increase.

• Significant amendments of contracts: If existing agreements 
don’t provide for new charges they will have to be amended.

• Complex management of changes in research expenditure: 
Increases in the research budget or budget overruns will likely 
need client’s approval. 

• US brokers: US brokers would have to register as an investment 
advisor to get paid for their research services. US brokers have 
advised that they couldn’t legally have both a relationship as a 
broker and an adviser with an asset manager.

• Client money obligations: It is currently unclear if RPAs may 
full under the CASS rules, thus increasing the administrative 
burden for managing it.

• VAT: VAT will apply most likely to payments made from an RPA 
funded via Accounting Method. It is unclear if the Asset 
Manager could reclaim any  VAT paid as a genuine business 
expense



Funding via the transactional 

method
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Transaction method - pros & cons
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Pro Con

• VAT: Payments for research when collected alongside a 
transaction are currently VAT exempt

• Leverage of a known mechanism: Mechanics of transferring a 
research charge from client funds to an account that is used to pay 
research (i.e. CSAs) is well understood.

• Only minor amendments of contracts required: Clarification of 
the research charge as budgeted by the firm and frequency with 
which the specific research charge will be deducted fro the 
resources of the client over the year. 

• Global consistency: Especially US brokers are likely to continue 
working with CSAs and full service rate trades to pay for research. 
The transaction method is thus more consistent with operations in 
the US and Asia. 

• Global clients managed consistently: No need to explain new 
methods for collection research from European portfolios to 
global accounts.

• Complex client level budget tracking: Setting a budget at client 
level seems to imply managing the budget at client level which 
would require real-time monitoring of trade activity. However, 
there is no explicit regulatory requirement to manage budgets at a 
client level.

• Inactive clients: The transaction method does not work for clients 
without trading activity.

• Investor timing issue (for funds): Later investors in a fund that has 
hit its research budget would typically pay lower commission rates 
than investors who invested at the beginning of the budget cycle. 

• Mandatory trade-level reconciliation: When funding an RPA via 
transactions, the Asset Manager will need to ensure he has control 
over the research charge that is levied on each client. This will 
require a trade-by-trade reconciliation. Potential CASS issue.

• Refund mechanism to be established: Any leftover budget from a 
budget cycle will either have to be returned to the client or offset 
against future charges. This is new to the current CSA model.

• Best-ex and/or inducement conflict persists: Asset Managers will 
have to trade to generate research credits which it can only do 
with CSA/RPA brokers. 



Direct payment - pros & cons
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Pro Con

• Reduced regulatory cost: There is no obligation to meet the 
described regulatory requirements if a firm chooses to pay for 
research from its own resources. Client may still require such 
reporting in order to compare offers with competing Asset 
Managers.

• Differentiating factor: Firm could use this fact as a differentiating 
factor in its marketing.

• Transparency: Clients have more certainty over the total cost of 
investing.

• Continued use of full service rate trading: If it its own funds being 
paid away a firm can still pay for research using soft dollars.

• Evolution of investment process: Firms paying for their own 
research are more likely to build up their own research capabilities 
in the long run, thus further developing their investment process.

• Impact to bottom line: Asset Managers would have to absorb the 
costs of research

• Reduction in service from research providers: Providers may be 
reluctant to provide services as they perceive the upside potential 
of the client relationship as limited.

• Reduction in research budget may raise questions: A reduction in 
research budgets / expenses following a move to P&L may lead to 
question from long term investors as to how the quality of the 
investment process will be maintained.



So what can be classed as 

research?
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Research Marketing

Segregated 
research team

• Behind barriers
• Contains specific 

and conclusive 
trade ideas

• Substantive
• Likely to 

influence 
investment 
decisions

Desk based trade 
ideas 

• Idea’s opinions 
and commentary

• May be related 
to sectors, 
industries, 
markets or 
economies

• Distributed to 
clients only

• May contain a 
trade idea

Desk based 
research 

• Not behind 
barriers

• Contains specific 
and conclusive 
trade ideas

• Not necessarily 
substantive

• Likely to 
influence 
investment 
decisions

Commentary and 
notes 

• Idea’s opinions 
and commentary

• May be related 
to sectors, 
industries, 
markets or 
economies

• Distributed to 
clients only

• Generally does 
not contain 
trade ideas

Advertising and 
marketing 

• Available to the 
public

• Produced by the 
marketing team

• Not a 
recommendation 
for any action

Major monetary benefit Major non-monetary benefit Minor non- monetary benefit



So this looks positive……

At face value the following looks true

- Research can be fairly costed and it levels the playing 
field

- Provides a massive tailwind for independent research

- Investors benefit as they only pay for what they need

There are always caveats, lets unpack the statements above
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Research can be fairly costed and it 

levels the playing field

Downside

- Massively increases the costs of compliance

- Only the largest funds will be able to create the scale 
needed

- Large funds will internalise the majority of their needs, 
spending only on bespoke

- Small and medium sized funds cannot compete in this 
environment

- Risk: You inadvertently penalise the smaller funds as a 
result of additional costs and administrative burden 
resulting in consolidation and job losses.  
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Provides a massive tailwind for 

independent research

Downside

- A number of analysts will be made redundant during this 
phase, especially in the equity space. This will encourage 
a proliferation of “new entrants” into the independent 
research space.  Those that do not have a bespoke niche, 
will be forced to compete and it could become a race to 
the bottom.

- Risk: Independent equity and macro houses have to 
compete with redundant analysts who have very little to 
lose. 
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Investors benefit as they only pay for 

what they need

Downside

- Funds will only pay for the most cutting edge 
research which generates the most alpha, 

- Risk: Massive amounts of R&D are needed to 
develop these alpha tools and the business 
model may not hold up given what the fund is 
willing to pay and what it costs to produce, in a 
banking model, the research is subsidised. 
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Other potential risks

- Legislative contamination

- Reduced liquidity

- Reduced returns

- Regulatory arbitrage  

20



Overall take home

The fact of the matter is that no one can 

predict the outcome as the legislation comes 

into effect on the 3rd January. 

One thing we have seen from the past, is that 

rolling back legislation post the 

implementation of it is hard and does not 

guarantee the return of a functioning market. 
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