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MIFID: Operational Challenges

Daniel Wiener
Managing Director
State Street Global Markets
London

]s the hellish list of MiFID
requirements an opportunity for
a firm to grow? Is it more of a
challenge that must be overcome in the
absence of guidance in certain areas
and jurisdictions, and with a lot of self-
interest at play? Two distinctly
divergent views were emphatically
expressed about what the monumental
directive means to the industry as a
whole, and sectors of it in particular.

Sikko van Katwijk reported that
Citi believes regulatory change
provides an opportunity to grow its
business, changing its design and
models along the way. In fact, he wryly
complimented regulators as being the
best innovators in the industry; unlike
the one-off of Y2K, MiFID will
radically change it over the next few
years. Along with technology
innovation, consumer expectations,
operating efficiency, trade
globalisation and other regulations, it
will drive global change.

With about 100 working days at
the time of the presentation until
MiFID's November 1 implementation
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date, van Katwijk stressed the need to
think hard about compliance and how
to make the date work. Those who
operate in an environment such as the
UK or Ireland that are better prepared
than other countries and have a more
liberal regime will, he thinks, benefit
in business terms. He expects a wide
variety of MiFID interpretation in the
EU =zone that will create some
arbitrage within it.

Daniel Wiener reported that, like
many firms, State Street has limited
resources. Like others, November 1 is
a challenging date, but one that it has
to work through. It is striving for
consistency across its businesses and is
not looking for gold-plated solutions.
The approach it has taken is to work
with business units both individually
and as a group, as well as with
consultants, conducting gap analyses
across all businesses. A few areas in
the organisation also retained
consultants to assist with project
management and policies. On board as
well are multiple legal firms to address
a number of gray areas and arrive at
consistent solutions for them.

Kim McFarland - Moderator
Chief Operating Officer
Investec Asset Management
London

[ to r: D. Wiener, S. van Katwijk, K. McFarland

Leading  Wiener's list of
challenges for the industry as a whole
is lack of clarity, where suitability is a
particularly thorny issue. What makes
sense for a retail investor doesn't make
sense for a professional investor, and
there is confusion as to what
information is to be used to asses
distinctions. The area of investment
advice is, he said, probably more of a
sell-side issue, but can be one for the
buy-side as well. Sales people will
need to use caution about giving
investment advice; if they do, they
should document it. Wiener called
consent as it relates to OTC
transactions a total nightmare,
especially for fixed income and foreign
currency where there isn't a regulated
market and every transaction is off-
exchange.

Adding to this diabolic list are
country variations and, especially, lack
of information. Wiener emphasised the
importance of documenting decisions
rather than just assuming something
doesn't apply. However, some
assumptions as they relate to
compliance must be made, otherwise
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regulators might not look too kindly if
nothing is done by the implementation
date because rules did not come out in
time.

The sheer volume of
documentation and communications to
clients - already bombarded with
information, and, now, two-way
consent and the methodology and
coordination of it - is overwhelming.

selling would be the proverbial drop in
the ocean.

Kim McFarland, following their
presentations, asked panellists what
approach they were taking as global
firms operating both inside and outside
MiFID.

Wiener replied that global
coordination is difficult. Additional
challenges arise because some State

“The markets will drive harmonisation. Firms will want to
passport service under a regulatory-light regime while those
under a heavier regime will suffer.”

- Sikko van Katwijk

In fact, there seem to be an almost
limitless number of challenges. For
instance, many firms look at their
business across functional lines where
some cross various legal entities; yet,
regulators are not particularly
interested in the functions but in how
compliant the legal entities are in their
jurisdiction.

Wiener disagreed with van
Katwijk about opportunities spurred by
MiFID. Perhaps there are some for
firms involved in trading or which
offer outsourcing services. Investment
management firms, however, are not as
blessed with opportunity, except for
the ability to passport around Europe.
He thinks it is a benefit for smaller
firms in particular, but one that comes
with increased compliance costs.
Wiener also thinks that exchanges will
remain the primary point of price
discovery for equities, and that people
will not be trading in a different way
on November 1. The fragmentation of
market data - both published and from
the exchanges - will lead to increased
costs.

He'd also love it if the ludicrous
comments he's heard that investment
banks will improve or generate huge
amounts of profit by selling data are
proved to be wrong. Wiener reported
that the London Stock Exchange
makes about $200 million selling
information; Goldman Sachs, about
$25 billion on trading. Anything the
investment bank would make on data

Street businesses operate out of
branches of US entities and, thus, are
not regulated by UK regulators.
Around Europe, some activities are
captured by some regulators and some
are not. Reconciling these issues will
take a lot of engagement throughout
the firm at all levels to establish
common threads and generate
consistency.

Van Katwijk added that at Citi,
MiFID is not seen in isolation but in
combination with other large pieces of
legislation. It has taken a holistic
approach to MiFID in the 23 European
countries in which it operates,
structuring it to benefit from

broaden their scope of transaction
reporting for off-exchange execution.
Citi, he added, is one of nine
investment banks that established a
project called Turquoise, which is
basically an alternative exchange that
will facilitate transaction reporting
across all available entities. To date,
Turquoise accounts for 40 per cent of
the Madrid Stock Exchange trading,
which it does from London. This will
change with MiFID, and the impact on
the Madrid exchange will be fairly
dramatic.

Wiener wanted to separate out
transaction reporting from the trading
side because he again disagreed with
van Katwijk, except for the fact that
there will have to be additional
transaction reporting for fixed income,
foreign exchange and derivatives for
State Street as brokers. He believes
that brokers can continue to be relied
upon, although he is somewhat
concerned with the difficulty of getting
them to put in writing anything more
than that they will transact in
accordance with regulations.

From a trading perspective,
Wiener thinks there will be some
opening up in the way people trade,
particularly in markets like Madrid.
However, there is no requirement to

“Perhaps there are opportunities for firms involved in trading
or which offer outsourcing services. Investment management
firms, however, are not as blessed with opportunity, except for

the ability to passport around Europe.

»

- Daniel Wiener

passporting. Already a PLC has been
in put in place in the UK and Ireland
that will allow it to branch out to other
countries.

For orders such as fixed income
that are not executed on the exchanges,
asked a participant, will brokers
transactionreport on behalf of asset
managers, or will asset managers have
to build their own transaction reporting
systems? Van Katwijk believes this
area will have the most impact on the
financial services industry in Europe.
Investment managers will have to

internalise on the LSE or Xetra. He
added that the way people trade in
Europe has been changing since the
mid-1980s and will continue to do so.
He doesn't that trading desks will be
doing anything radically different on
November 1. MiFID is part of the
evolutionary process here and not a
major catalyst. We will see, Wiener
added, if a bunch of nine investment
banks with different motives can get a
trading platform off the ground.
McFarland wanted to know what
panellists viewed as the biggest impact
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of regulators acting more in concert,
considering that banks appear to
predominate with continental
regulators, whereas more influence
seems to come from securities dealers
in the UK. To Wiener, regulators have
gone from total carte blanche pre-
MiFID to an environment where their
hands are significantly tied. All are
interpreting MiFID in different ways
which seems to go against its objective
of a pan-European, harmonised

regulatory structure. He thinks the best
course is to follow the Commission's
intent as expressed by CESAR and to
communicate with the regulators. It
will be interesting, he added, to see
how this plays out with US regulators
who - unlike the principles-based
approach of the FSA - take a rules-
based one, which Wiener is not
convinced is the right one.

The reasons put forth by Wiener
are why van Katwijk believes the

markets will drive harmonisation.
Firms will want to passport service
under a regulatory-light regime while
those under a heavier regime will
suffer. Here, the lead role by the FSA
makes sense. Harmonisation will also
be driven by some firms first becoming
FSA-compliant, and then looking at
other countries. m

' \Where are you on the sprint to the start? Which of . With 4 months to go until 1 November what are
the following best describes your current priorities? the key areas of concern and focus for you as a
business:
1 Still reviewing impact, assessing opportunities and I 12%
Carr'ym.g ﬂut‘gan ana“i\:rSLs _ 1 Resaling client classifications and reporting I 17%
7 Designing MiFID policies and systems changes - 49%
7 Systems and processes to ensure Best Execution - 38%
3 [P:{:gig?;act?nﬂ;D\E:Edcjﬁstfi?}iﬁ:: and design; now . 24% 3 Coping with transaction r=porting and data managen’re- 31%
4 Implementing key technology changes to support | 3% ¢ Mansging FonHictsiointerss, 0%
MIFID 5 General resourcing I 12%
5 Reasonably ready now for MiFID, barring last I 12%
: Other I 20
minute news from the regulators 6
Is this another Y2K - over prepare, over What percentage of total costs are in
spend and no 'big bang' Ops/IT related in your
organisation (excl bonuses)
1 Yes B 4%
1 20-30% s
2 No B 1%
2 30-40% W
24%
3 Unsure | 3 40-50% 0%

company;

product/ customer needs

2 cost efficiency

What should be the primary KPI for Ops
and IT in an asset management

1 flexibility in meeting evolving

1 Yes

B

2 No

B =%

Do you believe that asset managers can
attract the best talent into
their IT and Operations teams

B

[ EEED
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Do you believe that the target of a truly '
integrated IT platform for all
operations is

1 impractical and/ o inadvisasls . 2904

possible for smaller asset managers or those with a ;J.".-mari;gl 179
organic growth history

3 desirable for all ascet managers - 549,

Do you believe that it is possible to meet '
the operational demands of
new product strategies

{ entirzly in-house . 26%
not without substantial use of 3rd party middie/ ba 74%
operations

Are low cost locations like Eastern Europe
and India viable options for
running an asset manager's operation?

1 Yes B 2

2 ves but only for large multi-country players - 39%

3 Mo B 2%

Are the operational advantages (cost and
complexity reduction) of moving
to a single domicile for new funds worth
the effort

1 Yes B s

2 No W

Does your organisation have a team
which looks across all of MiFID, Basel and
SEPA?

1 yes we review regulatory change zcross all major !Ega;'éati\.'- 4904
prejects

2 ves bout only at Steering Cormittes levels I 1444

3 o although the individual t2ams do meet on a regular basis I 7%

4 o, we have individual project onganizations delaing with . 30%
implementation

Are you looking at Basel/MiFID/SEPA
strategically rather than as compliance
programme?

1 we see requlatory change as a must be [l 1%
compliant only

2 we see regulatory change as someawhat of an. 37%
opportunity for growth

3 wae see regulatory change as an opportunity for | 2%
growth

What impact will Best
Execution/Transaction Reporting/Conflicts
of interest obligations have on a firms'
needs for Transaction Services?

1 my erganization's need for Transacti- 95%
Services will not change

2 my organization will now consider 0%
outsourcing as a viable business option

3 my organization will outsource more business | 5%
functions

Once MIFID is implemented, what impact
will MiFID have on the profitability of your
business?

1 negative: due to increasing costs of comp- 90%
and business process re-design

2 nheutral: the cost to comply will be compensated bvl 8%
the growth of revenues

3 positive: the growth of revenues will be higher | 2%
then the cost of compliance
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