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Overview 
Whilst the overall aim of MiFID II is to enhance investor protection, we have differentiated an ‘investor protection’ workstream encompassing the specific 
obligations. These will primarily impact front office (client onboarding, KYC and trading desks) and back office (risk management and operations) business units.  
It will require a complete rethink of processes, services, controls and culture throughout an investment firm’s daily operations.  

1) Client classification 
With the emphasis on suitability and appropriateness tests, all clients will 
have to be classified to determine if they are: 

§  professional vs. retail. 
§  advisory vs. non-advisory. 
 
CHALLENGES  
§  KYC and front office process / procedural changes required. 
§  Technology enhancements for data input and storage; careful 

consideration must be paid to protecting client data privacy. 
§  Initial client outreach may be required (such as for FATCA). 
§  The reduced scope for classifying products as ‘non-complex’ will impact 

front product distribution and opportunities – reassessment required. 

MiFID II CLIENT 
CLASSIFICATION 

Ini$al	  classifica$on	  for	  	  
all	  clients	  

Non-‐professional	  (retail)	  

Professional	  (requisite	  
knowledge	  /	  experience	  

assessed)	  

Advisory	  

Non-‐advisory	  

Non-‐advisory	  

Suitability	  reports	  
(ongoing)	  

Appropriateness	  report	  	  
(for	  ‘complex’	  products)	  

Professional	  clients	  can	  
opt	  into	  the	  ‘retail’	  

category	  

Analysis, including a full assessment of impacted processes and infrastructure, will be required to ensure that classification is performed in a 
timely manner, stored accurately and used appropriately.  Client data systems may also require enhancement to reflect this. We offer both high 
quality analysis and development expertise to meet these needs.  
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2) Product governance 
Enhancements to the product approval process will be required to ensure that all conflicts of interest are suitably managed and manufactured financial instruments 
are: 

1.  Targeted at the correct client market. 

2.  All associated risks to that market are fully assessed and reviewed periodically. 

3.  Sales strategy reflects the previous two points.  

3) Advice, inducements and bundled services 
§  Firms can only provide independent advice if they: 

§  assess a sufficiently diversified range of instruments. 

§  provide detail on any underlying analysis and a full justification for all advice. 

§  provide cost information to all clients in a timely manner. 

§  A ban on inducements for independent advisors and portfolio managers has been put in place. 
§  Additional information needs to be provided on individual bundle components, including product risk and cost breakdowns, as evidence to the client that a bundle 

isn’t lesser than the sum of it’s parts. 

 
CHALLENGES 
§  The provision of additional information to clients on the products and services, whilst allowing advisors to make more informed and client-orientated decisions, will 

also have a substantial impact on a firms infrastructure: 
§  An increase in database capacity requirements (data storage and availability). 

§  A five-year storage requirement to act as justification for any advice given, if requested by the client or regulator. 

§  Breakdowns for some of the more complex product bundles into individual risk and cost components will prove difficult to provide accurately. 
§  More robust internal governance processes will be required, increasing surveillance costs and governance overheads. 
 
 MiFID II – investor protection 



4 10/08/15 

Workstream 1 – investor protection 

TTCA 
restrictions 

Other 
restrictions 

Post- MiFID II 

Valid justification 
 

e.g. where the likelihood of a 
liability arising is negligible 

Client assets >> 
Client liabilities 

 
Where the amount of client’s 

assets subject to TCAAs exceeds 
the client’s obligations  

Obligations of each client 
 

Firms need to consider what 
obligation each client has to the 

firm 

Intragroup deposits 
 

Limits on the proportion of client 
funds held with a member of a 

banking group 

Internal 
oversight of 
client assets 

 
New governance 

officer responsible 
for the oversight of 

client assets 
 

Diversify client funds 
 

Where client funds should be 
diversified among multiple 

institutions 

Custody liens 
 

Ban on custody liens i.e. where 
third parties are not able to 

recover debt using client assets 

4) Client assets 
ESMA advises that firms should 
have increased accountability for 
safeguarding their client's assets, 
imposing enforcing restrictions 
and asset segregation in some 
instances, as the following table 
outlines: 

TECHNOLOGY CONSIDERATIONS 
§  Some challenges could potentially be overcome by 

the following technology enhancements: 

§  Client and/or trade tagging based on asset 
restrictions by introducing additional fields 
to the data store. 

§  User interface and reporting 
enhancements which will increase visibility 
of client asset utilisation and facilitate 
periodic checks. 

CHALLENGES 
§  Technology investment will be required, in which a data enrichment program is initiated 

across various business lines, resulting in:  

§  extended client profiles. 

§  ‘ring-fencing’ assets from multiple clients based on MiFID II restrictions. 

§  improved oversight of client asset utilisation for the purpose of continuous 
internal and regulator governance. 

§  The recruitment and training of a governance officer, in light of the new processes/rules, 
will need to be addressed. 
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