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Welcome to the March Edition of Advice 

Matters 

 

 

 

 

Welcome to the March edition of Advice Matters. 

This month we bring you 3 very diverse articles. We start off with MiFID 

II  The implications for your business - what it means to you as advisers 

whether that is directly or indirectly.  As we all know time passes quickly 

ements will be with us from the 

beginning of 2018 so well worth a read. 

with all the options that are available to an individual now it can be 

confusing for the adviser, let alone the client.  

Buying investments without evaluating their performance is a bit like 

buying a car without evaluating its fuel efficiency. Our third article looks 

at how Alpha & Beta can help with evaluating that performance.    

published in time.  

 

We look forward to sending you the April edition. 

 

The Advice Matters Team at FSTP 

 

 

 

Coming up next month, we will be 

looking at: 

• Discretionary portfolios vs. 

advisory 

• Budget update 

• FCA conduct risk outlook 

 

The learning 

Outcomes and the 

ApEx Standards can 

be found at the end 

of this edition of 

Advice Matters 

ApEx standards 
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MiFID II  the implications to your business 

A recent study by CoreData Research surveying 612 financial advisers found that nearly half 

expect MiFID II to have a detrimental impact on the overall advice industry, with a similar 

number unsure or unaware of how the regulation will affect them on a   personal level.  In case 

you are one of the latter or feel that you might need a refresher, this article looks at the key areas 

from the FCA consultation paper CP16/29  Markets in Financial Instruments Directive II - 

Consultation Paper III, which may directly or indirectly impact you. 

MiFID II 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  

 and 

• The organised trading of financial instruments 

MiFID was applied in the UK from November 2007, but is now being revised to improve the 

functioning of financial markets in light of the financial crisis and to strengthen investor 

protection. 

The changes are currently set to take effect from 3 January 2018. 

 

This section will keep you up to date with the changes in                       

Market, Product, Legislation and Regulation  
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So, what are the things you should know? 

Conduct of business is a key area with the following changes: 

Inducements - The FCA have proposed to extend inducement requirements for firms 

undertaking portfolio management activities. Independent advisers and portfolio managers will 

no longer be able to pay and/or receive, monetary and non-monetary benefits from third parties, 

other than  non-monetary benefits  and those designed to enhance the quality of the 

service to the client, and which do not impact the firm s duty to act honestly, fairly and 

professionally in the best interests of the client.  The FCA plans to extend MiFID II s 

inducement ban to professional clients as well as retail clients.  Additionally, the FCA plans to 

apply MiFID II s inducement ban in relation to retail clients in the following areas: 

• Restricted advice as well as independent advice 

• Ban the acceptance of commission and benefits rather than their 

acceptance and rebating to retail clients 

• Broaden the adviser charging rules by applying the ban to the 

business of providing advice rather than only to inducements 

provided in relation to the provision of a particular 

recommendation to a client. 

Disclosure requirements  MiFID II strengthens regulatory protections available to professional 

clients and eligible counterparties.  The FCA are proposing the following changes: 

• Firms will be required to communicate with eligible counterparties in a way that is fair, 

clear and not misleading, taking into account the nature of the eligible counterparty and its 

business 

• More prescriptive rules are being introduced on disclosures such as font size of text 

identifying relevant risks, the consistency of language used and keeping information up to 

date 
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• Firms will need to disclose appropriate information to clients with regard to the investment 

firm and its services, the financial instruments and proposed investment strategies, 

execution venues and all costs and related charges 

• Information will need to be provided in a way that clients are reasonably able to 

understand the nature and risks of any investment 

• A prescribed general list of information is to be disclosed to clients 

• Additional disclosures in respect of safeguarding client instruments and funds as well as 

information about costs and associated charges. 

Independence  MiFID II introduces an EU-wide standard for independent advice which is 

broadly similar to current FCA rules.  The FCA intends to implement MiFID II standards to all 

retail investment products for UK retail clients.  Rules in the MiFID II Delegated Directive in 

relation to the robustness of a firm s product selection process will also be applied to non-MiFID 

II business.  For professional clients and non-UK retail clients, the FCA will only apply the 

MiFID independence standard on MiFID financial instructions and structured deposits. 

Whilst this will not have any significant impact because of existing rules, you might want to 

consider how you will implement MiFID II s prohibition on individual advisers providing both 

independent and non-independent advice. 

Suitability  There are proposed new rules outlining specific 

requirements to ensure suitability of personal recommendations such as 

ensuring information about the client is up to date where the firm is 

providing ongoing advice or a discretional management service.  In 

addition, the rules clarify that where advice or a discretionary 

management service is provided wholly or partly through an automated 

system, the firm remains responsible for the suitability assessment.   

With these rules in mind, you should consider your policies and procedures in respect of your 

clients and whether you will need to establish more regular channels of obtaining client 

information.  You should also consider any automated systems and ensure that system-generated 

advice or services are continually suitable for clients needs. 
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Appropriateness  The current appropriateness requirements are set out in COBS10 and apply 

to firms carrying on MiFID business.  The current rules will continue to apply to both MiFID 

and non-MiFID business. 

The FCA will also include in COBS 10: 

• A rule that where a bundle of services or products is envisaged, the firm must consider 

whether the overall bundled package is appropriate 

• A specific requirement for firms to keep records of appropriateness assessments, including, 

where a warning was given to a client, whether the client decided to go ahead despite the 

transaction. 

Dealing and managing  MiFID II rules enhance the current rules on best execution 

requirements.  The FCA proposes to extend the best execution rules to non-MiFID business 

(Article 3 firms and managers of collective investment undertakings) retaining certain exemptions 

and modifications. 

Firms will need to update their existing execution arrangements, execution policies and 

monitoring procedures.   

Investment research  The new rules require firms to put in place safeguards and arrangements 

on the production of investment research.  Firms will now have to ensure that: 

• Financial analysts do not undertake personal trades in the investment to which the research 

relates 

• Physical separation exists between financial analysts who produce the investment research 

and others whose responsibilities may conflict with the interests of the recipients of the 

research  

• The firm itself as well as analysts do not accept any inducements from those with a 

material interest in the subject-matter of the research 
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• The investment firms, financial analysts, and other relevant persons involved in the 

production of the investment research do not promise any issues favourable research 

coverage 

• Before distribution of investment research, issuers, relevant persons other than financial 

analysts, and any other persons, are not permitted to review a draft of the investment 

research for the purpose of verifying the accuracy of factual statements made in that 

obligations where the draft includes a recommendation or a target price. 

 

Product Governance  MiFID II imposes a number of product 

governance requirements on investment firms including the requirement to 

establish procedures to assess the risks and target market, as well as monitor 

products on an ongoing basis to check whether they function as expected.  

Investment firms that distribute products must gather information from 

manufacturers, provide information to assist manufacturers in conducting 

product reviews and work with other distributor firms involved in the sale. 

The new rules will be introduced into a new sourcebook for Product Governance and Product 

Intervention (PROD).   

You should consider how well you understand the products you distribute together with the 

policies and procedures, systems and controls to ensure compliance. 

 

There are two further changes to COBS. Firstly, the FCA proposes to require client agreements 

to be entered into for each investment service and ancillary service, not just for new clients. In 

future, firms will need to provide client agreements not only to retail clients but to professional 

clients and eligible counterparties. 
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Secondly, record keeping requirements are being amended by reducing the retention period to  

least the duration of the relationship with the client , instead of having a requirement for records 

to be kept for at least five years.  This means firms can decide whether, and if so, for how long 

they wish to keep records after the relationship with a client has ended. The requirement to keep 

records for at least the duration of the relationship with the client will apply to both MiFID and 

non-MiFID business, other than pension transfers, pension conversions, pension opt-outs or 

Free Standing Additional Voluntary Contributions, which require records to be kept indefinitely. 

You should take the opportunity to review your client agreements, particularly noting the 

requirements for professional clients, and update these agreements if required, as well as your 

procedures in respect to client agreements. 

The other area that will impact financial advisers and planners is in recording of telephone 

conversations and electronic communications (taping). 

 

Whilst phone taping is not new, there are some key differences to be aware of: 

• The retention period for records moves to 5 years, with the option to extend the 

requirement to 7 years in specific cases 

• Recording of conversations and communications with all clients 

will be necessary where these relate to/intend to lead to the 

conclusion of a transaction, even where the transaction is not 

concluded 

• The MiFID II provisions apply to all MiFID financial instruments 

rather than qualifying investments only 

• MiFID II does not include any exceptions or exceptions to 

the requirement to record 

At the time of writing there are only 295 days to the 3rd January 2018.  Now is the time to start 

preparing for MiFID II implementation.  Don t know where to start?  Try by asking yourself 

some questions such as   
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• Do you really understand all the products you distribute, and do your team?   

• How up to date is the client information you have and do you need to consider managing 

this in a different way?  

• What are the implications for you in keeping recordings of telephone and electronic 

communications for up to 5 years?   

• Do your clients really understand the information provided?    

Talk to colleagues and contacts to find out what other firms are doing, or seek some 

professional advice but ignoring this will not make it go away.  

 


