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Executive Summary
The recast Markets in Financial Instruments Directive (2014/65/
EU) and the Markets in Financial Instruments Regulation (No 
600/2014), together referred to as ‘MiFID II’, represents a bold new 
vision in the advanced regulation of financial markets throughout 
the European Union (EU). Years in the making, it represents 
the culmination of sophisticated innovative and ambitious 
thinking regarding the enhancement of investor protection 
and increasingly competitive and efficient financial markets. 
This whitepaper seeks to provide an overview of key issues for 
investment firms under MiFID II. It will seek to provide a summary 
of the new MiFID II regulatory framework and an overview of key 
core issues for investment firms. It will also focus on transaction 
and trade reporting issues that investment firms will face when 
MiFID II takes effect from 3 January 2018.
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The MiFID II Framework
The recast Markets in Financial Instruments Directive 
(2014/65/EU) taken together with the Markets in 
Financial Instruments Regulation (No 600/2014) 
make up the new ‘MiFID II’ regulatory compliance 
framework that is set to take effect from 3 January 
2018 across the European Union (EU). 

It is a highly complex and ambitious legislative 
framework that governs the provision of investment 
services and financial instruments, and is applicable 
to investment firms, market operators, data reporting 
services providers, and third-country firms providing 
investment services or performing investment activities 
through the establishment of a branch in the EU. 

The sheer breadth of financial instruments and 
investment services and activities covered means 
that most banks and financial services firms operating 
in the EU are likely to be governed by MiFID II. 

The original Markets in Financial Instruments Directive 
(2004/39/EC) (MiFID) put in place a regulatory 
compliance framework that sought to increase 
competition, enhance investor protection, and attract 
new investors to EU capital markets. However, the sub-
prime crisis and ensuing global financial crisis highlighted 
key deficiencies in the MiFID framework. Consequently, 
MiFID II seeks to bolster the existing framework and 
improve the functioning of financial markets by making 
them more efficient, resilient, and transparent.

From a high level perspective MiFID II will strengthen 
the protection of investors through enhanced rules on 
inducements, a ban on inducements for independent 
advice, improved disclosure to fortify the best execution 
regime, and new product governance rules. It will 
achieve increased transparency by introducing a new 
pre-trade and post-trade transparency framework for 

n o n - e q u i t i e s 
( b o n d s , 

der ivat ives, 
s t r u c t u r e 
f i n a n c e 
p r o d u c t s , 
e m i s s i o n 
allowances) 
a n d 
strengthening 
the equities 
a n d 
e q u i t y - l i k e 
i n s t rument s 
t r a d e 
framework. 

It will set in 
place an 
enhanced regulated market structure by putting 
in place cohesive and robust organisational and 
conduct rules for Regulated Markets (RMs), Multilateral 
Trading Facilities (MTFs), Organised Trading Facilities 
(OTFs), and Systemic Internalisers (SIs).

MiFID II will also put in place much more comprehensive 
and cohesive organisational and corporate 
governance requirements for firms, as well as increased 
regulatory oversight through enhanced supervisory 
powers and sanctions provided to EU Member State 
National Competent Authorities (NCAs). 

The new regulatory framework also includes rules 
governing high-frequency-trading (HFT), will impose a 
strict set of organisational requirements on investment 
firms and trading venues, and will put in place new 
provisions regulating the non-discriminatory access 
to central counterparties (CCPs), trading venues and 
benchmarks, in order to foster market competition.
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The sheer breadth and complexity of MiFID II is 
astounding and that is why many investment firms 
throughout the EU are finding navigating through the 
MiFID II maze a significant challenge. For instance, 
MiFID II not only covers more widely applicable areas 
such as trade reporting and transaction reporting, but 
it also covers more complex areas such as regulating 
commodity and over-the-counter derivative markets 
through the imposition of position limits and position 
reporting, algorithmic trading and high frequency 
trading (HFT), and direct electronic access (DEA). This 
whitepaper will seek to summarise certain areas under 
MiFID II which form core functions for investment firms, 
namely investor protection, product governance, 
best execution, and will then review trade reporting 
and transaction reporting issues in greater depth. 

Investor Protection

In light of the complex packaged risks such as 
residential mortgage-backed securities (RMBS) 
and collateralized debt obligations (CDO) that lay 
at the heart of the sub-prime crisis, MiFID II seeks to 
ensure that investors are better protected through 
increased information disclosure and specific tailoring 
of the financial instrument (FI) to the specific needs 
of the client. Under MiFID II investment firms have a 
core duty to act honestly, fairly and professionally in 
accordance with the best interests of its clients when 
providing investment services or ancillary services to 
clients. Firms that provide advice must inform clients 
whether such advice is provided on an independent 
basis or not, and all information provided to clients 
(or potential clients) must be fair, clear and not 
misleading. Investment firms are also required to 
provide appropriate information in good time to 
clients (or potential clients) about the investment 
firm and its services, the FIs and proposed investment 
strategies, execution venues and all costs and related 
charges. 

Product Governance

In essence, MiFID II seeks to ensure that investment firms 
are not manufacturing ‘ticking time bombs’ that have 
packaged risk in a way that is not discernible by the 
investor, and that they are not selling unsuitable FIs to 
clients simply to meet remuneration and sales targets. 

Under MiFID II investment firms that are manufacturing 
FIs must now ensure that they are designed to meet 
the needs of an identified target market of end clients 
within the relevant category of clients. Investment 
firms must also ensure that the strategy for distributing 
FIs is compatible with the identified target market, 
and that it takes reasonable steps to ensure that 
the FI is distributed to the identified target market. If 
investment firms are offering or recommending FIs 
which they have not manufactured, they must ensure 
that they understand the FIs, and that they have 
assessed the compatibility of the FIs with the needs of 
the clients as well as taking account of the identified 
target market of end clients. Investment firms must 
only offer or recommend FIs when this is in the ultimate 
interest of the client.

Best Execution

Under MiFID II, when executing orders investment 
firms are obliged to take all sufficient steps to 
obtain the best possible result for their clients taking 
into account price, costs, speed, likelihood of 
execution and settlement, size, nature, or any other 
consideration relevant to the execution of the order. 
When executing orders on behalf of retail clients, 
investment firms must determine the best possible 
result in terms of the total consideration, representing 
the FI’s price and execution costs, and including all 
expenses incurred by the client directly relating to the 
execution of the order (including execution venue 
fees, clearing and settlement fees and any other fees 
paid to third parties involved in the execution of the 
order). Investment firms are also required to publish 
the top five execution venues in terms of all trading 
volumes for all executed clients orders for retail clients 
and professional clients. In addition to this, investment 
firms must make an annual public statement 
summarising an analysis and conclusions drawn 
from the firms’ detailed monitoring of the quality of 
execution obtained on the execution venues where 
it executed all client orders in the previous year. The 
new MiFID II best execution requirements mean that 
firms must adjust internal systems and controls to be 
able to provide more refined execution reporting and 
data evidencing compliance with the new MiFID II 
objective sufficiency standard. 

Overview of Key Issues for  
Investment Firms Under MiFID II
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Article 24 of MiFIR sets out the obligation of NCAs to monitor 
the activities of investment firms to ensure that they act 
honestly, fairly, and professionally in a manner which 
promotes the integrity of the market. Under MiFIR, investment 
firms therefore have a range of obligations including: (1) an 
obligation to maintain records of data relating to all orders 
and all transactions in financial instruments which they have 
carried out; (2) an obligation to report transactions; and (3) 
an obligation to supply financial instrument reference data. 
Investment firms which execute transactions in FIs are required 
to report complete and accurate details of such transactions 
to the relevant NCA as quickly as possible, and no later than 
the close of the following working day (i.e. T+1). Transaction 
reports are submitted to NCAs by: (1) the investment firms 
executing transactions in FIs; (2) an Approved Reporting 
Mechanism (ARM) acting on behalf of an investment firm 
(i.e. delegated reporting); (3) operators of trading venues 
through whose system the transaction was completed. Once 
submitted, the files are subject to a file validation and content 
validation process. 

By way of summary, the transaction reports must include 
details of all the names and numbers of FIs bought or sold, the 
quantity, the dates and times of execution, the transaction 
prices, a designation to identify the clients on whose behalf the 
investment firm has executed that transaction, a designation 
to identify the persons and the computer algorithms 
responsible for the investment decision and execution of the 
transaction, a designation to identify an applicable waiver 
under which the trade has taken place, means of identifying 
the investment firms concerned, and a designation to identify 
a ‘short sale’ (as defined in Regulation (EU) No 236/2012 (Short 
Sale Regulation)) for shares and sovereign debt covered by 
the Short Sale Regulation.

Transaction reporting under the new MiFIR rules has far-reaching 
implications for firms operating in the EU. The scope of MiFIR has 
been significantly extended to include Data Reporting Service 
Providers (DRSPs), commodity firms, and third-party country 
firms. Moreover, not only does MiFIR cover a much broader 
range of trading and financial instruments (i.e. bonds, cash 

equities, equity, 
indexes, FX, 
exchange traded 
derivatives and 
over-the-counter 
(OTC) derivatives 
(interest rate, 
commodity), it has 
also significantly 
increased the 
number of 
reporting fields 
that have to be populated (i.e. 65 fields covering areas such 
as buyer, buyer decision maker, seller, seller decision maker, 
transmission, transaction, instrument details, flags). Firms 
executing transactions under MiFIR therefore face a significant 
operational challenge to ensure they comply with the new 
regulatory reporting framework. Execution includes dealing 
on own account, executing orders on behalf of clients, 
and making an investment decision in accordance with a 
discretionary mandate given by a client.

Firms have to decide on whether they will report directly 
to the NCA or via an ARM. If via an ARM, they will have to 
undertake a cost-benefit analysis of ARM services, including 
whether to report via established MiFID ARMs (e.g. Euroclear 
UK & Ireland, London Stock Exchange) or new and potentially 
more competitive MiFID II ARMs (e.g. Cappitech, AQMetrics). 
Firms will also have to review internal infrastructures in order 
to strategically evaluate whether legacy architecture can 
support MiFIR scalability. Firms will also need to undertake MiFIR 
data gap analysis, data mapping, and a MiFIR information 
technology (IT) systems review in order to see if the masses of 
new data required can be accurately and efficiently sourced 
from multiple disparate sources (e.g. front office systems, 
counterparties, International Securities Identification Numbers 
(ISIN) and Market Identifier Codes (MIC) databases). 

Transaction Reporting
File Validation

Verify the file’s compliance 
with the XML schema (syntax 
of the whole file and specific 

transaction reports).

If the file is not compliant, the 
whole file (all transactions 

included in the file) is rejected.

Content Validation
A set of validation rules that are 
executed for each transaction 
report and verification of the 

content of specific fields. 
Transaction reports that are 
incorrect are rejected and 

correct transactions are further 
processed.
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In addition to the reporting of transactions for 
market abuse purposes, MiFID II requires near real-
time reporting of trade data for the purposes of 
price formation and also to facilitate best execution 
requirements. In essence, this increased transparency 
of trades is intended to strengthen financial markets 
by fostering increased competition and efficiency. 

MiFID II puts in place pre-trade transparency 
requirements for trading venues in respect of 
shares, depositary receipts, exchange traded funds 
(ETFs), certificates, and other similar FIs (Equity FIs). 
Consequently, market operators and investment 
firms operating a trading venue (IFOTVs) are required 
to make public current bid and offer prices and the 
depth of trading interests at those prices which are 
advertised through their systems for shares, depositary 
receipts, ETFs, certificates and other similar FIs (Non-
Equity FIs). MiFID II also puts in place post-trade 
transparency requirements for trading venues for 
these Equity FIs that oblige market operators and 
IFOTVs to make public the price, volume, and time 
of the transactions of these equity instruments being 
traded on a trading venue as close to real-time as is 
technically possible.

MiFID II also puts in place similar pre-trade and post-
trade transparency requirements for market operators 
and IFOTVs in respect of bonds, structured finance 
products, emission allowances, and derivatives. This 
includes making public on a continuous basis during 
normal trading hours current bid and offer prices 
and the depth of trading interest at those prices 
which are advertised through their systems, including 
actionable indications of interests. Market operators 
and IFOTVs also have similar post-trade transparency 
requirements for non-equity instruments. These require 
market operators and IFOTVs to make public the 
price, volume, and time of the transactions executed 
in respect of non-equity FIs as close to real-time as is 
technically possible.

Under MiFD II investment firms are also required to 
make public 
firm quotes in 
respect of Equity 
FIs traded on a 
trading venue 
for which they 

are Systemic Internalisers (SIs) and for which there is 
a liquid market. This obligation is also applicable to 
investment firms that are SIs for Non-Equity FIs if they 
are prompted for a quote by a client of the SI and they 
agree to provide a quote. These SIs are authorised to 
update their quotes at any time and may withdraw 
quotes under exceptional market conditions.

MiFID II puts in place post-trade disclosure requirements 
for investment firms in respect of Equity FIs and Non-
Equity FIs. Investment firms which, either on own 
account or on behalf of clients, conclude transactions 
in Equity FIs and Non-Equity FIs traded on a trading 
venue must make public the volume and price of 
those transactions and the time at which they were 
concluded via an Approved Publication Arrangement 
(APA). 

The new MiFID II trade reporting obligations may prove 
to be highly challenging for investment firms that are 
undertaking large volumes of trade in a range of 
Equity FIs and Non-Equity FIs. Investment firms will need 
to map out existing trade channels and map them to 
MiFID II trade reporting requirements. Investment firms 
will need to analyse their own internal operations to 
identify if they fall within the structural definition of SI 
and fall within the SI trade reporting framework.

Investment firms will therefore have to review internal 
operations to identify if they will seek to delegate 
reporting to their brokers, and if so, what systems, 
controls, and legal agreements are in place to ensure 
accurate reporting and liability in the event of failures. 
Investment firms that will be seeking to report via APAs 
will have to ensure that they can accurately source, 
capture, and maintain all the data required to be 
reported from multiple disparate sources, and will 
have to review APA offerings in order to identify the 
most suitable and apt offering for the firm.

The new MiFID II pre-trade and post-trade transparency 
framework, along with increased costs of trading, and 
increasingly fragmented liquidity pools, taken together 
mean that investment firms will have to review the 
viability and effectiveness of existing investment and 
trading strategies.Systemic Internaliser

An investment firm which, on an 
organised, frequent systemic 

and substantial basis, deals on 
own account when executing 

client orders outside a regulated 
market, an MTF, or an OTF without 
operating a multilateral system.

Trade Reporting
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As has been seen, EU investment firms and third 
country investment firms operating in the EU will 
invariably find it very difficult to efficiently navigate 
through the new MiFID II regulatory compliance 
framework set to take effect in 2018. One of the main 
difficulties behind the MiFID II framework is that it will 
introduce such broad and far reaching changes that 
many investment firms will have to undertake wide-
scale changes to internal operational frameworks and 
trading and investment practices. MiFID II regulatory 
compliance costs are likely to be high. This difficulty is 
compounded by the fact that investment firms also 
face spiralling regulatory compliance costs relating 
to the revised Capital Requirements Directive IV 
package (Regulation (EU) No 575/2013 and Directive 
2013/36/EU), the revised Market Abuse package 
(Regulation No 596/2014 and Directive 2014/57/EU), 
and the new Packaged Retail and Insurance-based 
Investment Products (PRIIPs) (Regulation (EU) No 
1286/2014).

Although ultimately in the long term it will likely lead to 
increased protection of investors and more efficient 
financial markets, in the short term investment firms 
will likely have to weather the storm of regulatory 
transition and fragmented liquidity across a broad 
range of regulated markets. The increased market 

transparency that is set to take effect with the 
implementation of new pre-trade and post-trade 
Equity FI and Non-Equity FI disclosures will likely lead 
to more efficient markets in the long term with tighter 
spreads. However, the huge increase in the data 
required to be reported will invariably make it very 
difficult for firms to configure, maintain, and validate 
such data from across multiple disparate locations.

For smaller and medium sized investment firms a mix 
of internal MiFID II operational revisions combined 
with MiFID II third party outsourcing arrangements 
may prove to be the optimal balance between 
operational efficiency and regulatory compliance 
cost-savings. Third party trade reporting via an APA 
and transaction reporting via an ARM may also allow 
investment firms to concentrate on implementing core 
MiFID II functions whilst at the same time leveraging 
the expertise of third party data reporting firms. 
MiFID II requires firms to undertake strategic decision-
making in order for them to be able to put in place 
a MiFID II regulatory compliance framework that 
allows them to carry out more efficient operational 
practices whilst at the same time providing them with 
increased opportunities to develop new firm offerings 
or services.

Conclusion
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Data security

Our software will be installed within the firewalls of the 
enterprise to ensure complete data security.

Data integrity

Our software is developed on Data Point Model 
technology to ensure complete data integrity.

Instant report generation

Create reports at the click of a button using our auto 
link solution. Amend reports by simply pushing new 
source data. Save time, every time.

Inbuilt validation

Our inbuilt validation module conforms to the EBA 
business rules.

Comment, compare versions and audit trail

Control features provide you with better data 
handling capability for accurate reporting enabling 
superior workflow management.

Data drill down for effortless review

Navigate seamlessly across screens and drill down into 
every entity item as per your needs, for faster review.

User-friendly interface

Our software’s spreadsheet-like interface is designed 
for easy navigation and control for quick execution.

No XBRL expertise needed

You do not have to be an expert in XBRL. Our 
automated conversion process limits manual 
intervention saving your time and effort.

Unparalleled customer support

You are never far from our team of 400+ XBRL experts 
who are designated to help you throughout your 
filing process.

Latest taxonomy upgrades

We help you stay relevant by providing regular 
updates of the latest taxonomy versions.

Proven track record

DataTracks’ XBRL technology is trusted by over 1000 
clients in the EU, helping them with their compliance 
reports.

DataTracks Reporting  
Software Benefits
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At DataTracks we seamlessly assist our clients in 
preparing error-free regulatory reports, on time and 
with minimal effort.

We prepare more than 12,000 XBRL statements 
annually for filing with national regulators such as the 
Securities and Exchange Commission in the United 
States of America (USA), Her Majesty’s Revenue and 
Customs (HRMC) in the UK, Revenue, Irish Tax and 
Customs in Ireland, the Accounting and Corporate 
Regulatory Authority (ACRA) in the Republic of 
Singapore, the Ministry of Corporate Affairs (MCA) in 

the Republic of India, and EU regulators such as the 
European Securities and Markets Authority (ESMA), the 
EBA, and the European Insurance and Occupational 
Pensions Authority (EIOPA).

Honed by over a decade of professional experience 
in preparing more than 100,000 compliance reports 
in XBRL, XML, InLine Extensible Business Reporting 
Language (iXBRL), and Electronic Data Gathering, 
Analysis, and Retrieval system (EDGAR) formats, our 
solutions and services are designed to assure quality, 
reliability, security, and ease of use. 

About Datatracks

We are finance experts, with XBRL skills

90% of our employees are finance experts 
with XBRL skills and knowledge in multiple 
accounting standards and regulations. We 
have prepared compliance report for over 
12 regulators.

We have a Proven track record

Built on 10% years of experience, we have 
successfully delivered more than 100,000 
compliance reports to over 1500 clients.

Customers love us!

We celebrate our customers’ success and 
about 90% of our customers over the years 
have used our services again.

We assure data confidentiality

All your data is stored securely in firewall-
protected data centres located in 
European cities.

We are about quality and accuracy

We strive to maintain the highest standards 
in terms of quality. We rank among the 
top providers in quality surveys.

We price it right

Our cost savings as a result of efficient 
global operations mean competitive 
prices for our clients.

We make regulatory 
compliance simple
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