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MiFID II: What is new for buy side?
Best Execution
Topic 3
In our document on Topic 1 of this series looking at MiFID II, we examined the new trade and
transaction reporting obligations, and in our document on Topic 2 we focused on systematic
internalization, the trading obligation and matched principal trading. In this document, we discuss
the best execution obligation and examine new requirements that have arisen in MiFID II.
Broadly speaking, the new rules cast positive obligations on execution venues, which include
trading venues, systematic internalisers, market makers and other liquidity providers, and
investment firms to publish aggregated best execution data periodically; marking a significant
departure from the current rules which do not require such information to be published and which
require investment firms to be able to demonstrate compliance with the firms’ execution policy in
respect of the execution of a client order only at the request of a client.
Proving adherence to the best execution obligation now poses greater challenges to investment
firms and execution venues as they need to implement more processes, increase controls and
monitoring, such as due diligence on execution venues and brokers, and make arrangements for
the collection and publication of execution data.
In this note we shall discuss the new obligations arising under the MiFID II framework.
Where is the regulation?
The rules regarding the best execution obligations are contained in Article 271 of MiFID II, which
is supplemented by RTS 27 and 28 and section 5 of the Delegated Regulation2.
What is new?
Simply put, the best execution obligation requires investment firms to achieve the best possible
result for their clients taking into account price, cost, speed, likelihood of settlement and
execution, size, nature and “other relevant considerations”3. Hitherto, investment firms were
obliged to obtain best execution for their clients; however they were not required to evidence it
publicly, but did need to evidence compliance with the best execution policy when requested to

1

Article 27(1) MiFID II: Member States shall require that investment firms take all sufficient steps to obtain, when executing
orders, 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. Nevertheless, where there is a specific instruction
from the client the investment firm shall execute the order following the specific instruction.
2 Commission Delegated Regulation (EU) .../... of 25.4.2016 supplementing Directive 2014/65/EU of the European Parliament
and of the Council as regards organisational requirements and operating conditions for investment firms and defined terms for
the purposes of that directive.
3
Ibid, note 1.
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do so by individual clients. This left the investors and regulators with very little public information
about a particular firm’s performance regarding compliance with the best execution requirements.
Therefore, regulators sought greater transparency into the execution arrangements of investment
firms. This is a common theme in MiFID II, and the regulators are also seeking greater
transparency in relation to the use of investor funds towards expenses such as research and
venue costs and fees. We will consider the changes to payments for research in a separate
report, but for the purposes of this document we wanted to highlight that unbundling payments
for research from those relating to execution will assist firms in their management of conflicts of
interests and will help to ensure that orders are routed to the broker or venue which provides the
best execution. Investors and regulators will be able to see the different components of costs
associated with a transaction and see if there is an objective justification for the decisions made
by firms relating to the selection of execution venues.
Consequently, MiFID II introduced requirements for the mandatory publication of execution data
by execution venues and investment firms to afford the regulators and investors better insight
into the execution quality of execution venues and the top five venues used by investment firms.
In introducing this requirement, new obligations have created a framework where execution
venues and investment firms will have to implement systems for the collection and publication of
execution data in order to assist with their monitoring and review procedures, to evidence their
compliance with their best execution obligations, and to enable investors and regulators to review
the execution quality of execution venues used by investment firms. By revamping the best
execution requirements, MiFID II seeks to make the execution arrangements for the buying and
selling of financial instruments more transparent.
What is new for clients?
More often than not, the fees charged to an investment firm differs from venue to venue and the
regulators were concerned about the firms’ motivations to pick one venue over the other. MiFID II
precludes investment firms from structuring or charging their commissions in such a way as to
discriminate unfairly between execution venues, and the new provisions require that in deciding
the preferred venue of execution, investment firms will be required to take into account their own
commission and costs when assessing and comparing the results for the client that would be
achieved by executing the order at each of the competing venues. Generally speaking, MiFID II
provisions aim to give more visibility to clients into the firms’ processes of venue selection and
monitoring; and the reports give clients more visibility into the costs associated with the execution
venues that the firm uses.
After the execution of the transaction, the investment firms will also have to inform their clients at
which venue their order was executed.
What is new for execution venues?
Under Article 27(3) of MiFID II, trading venues, systematic internalisers, market makers and
other liquidity providers will be obligated to publish on a quarterly basis execution quality data for
each financial instrument without any charges.
Execution venues are required to publish separate reports for each financial instrument per
market segment, which means that separate reports will need to be submitted for segments that
operate different order books, or which are regulated differently, or where different market
segment identifiers have been assigned, in order to provide proper context for the quality of
execution and to ensure the relevance of the collected data. In addition to details about price,
likelihood of execution and trading mode; these reports will also have to provide information
about all costs associated with a particular venue including execution fees, market access fees,
fees for using terminals, order and quote submission/ cancellation/ modification fees, clearing
and settlement fees and any other fees paid to third parties involved in the execution of the order.
Specific details about the format and content of these reports are provided in RTS 27 and
repeated in the appendix.
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What is new for investment firms?
To enable the public to evaluate the order execution quality of investment firms, firms will have to
identify and publish the top 5 execution venues in terms of volume in each of 22 asset classes
(refer to appendix) where they (i) executed client orders; and (ii) transmitted orders for execution,
on an annual basis. Additionally, firms will also need to provide analysis of their findings in the
top 5 reports, including an explanation of the relative importance placed on various execution
factors such as costs, price and speed, information about impact of client categorization on
execution arrangements, description of close links, conflicts of interest and common ownerships
with respect to execution venues and description of any specific arrangements with venues such
as payments made/ received, discounts, rebates or other non monetary benefits received4.
In ascertaining their top 5 execution venues, firms should consider volume executed on trading
venues, systematic internalisers, market makers and other liquidity providers both within the EU
and in third countries. Specific details about the format and content of these reports are provided
in RTS 28 (refer to appendix for further information).
Do investment firms have to make changes to their documentation?
MiFID II requires investment firms to establish and implement an order execution policy to allow
them to obtain best possible results for their clients. Article 66 of the Delegated Regulation sets
out detailed requirements regarding what should be included in the execution policy. These
requirements are more prescriptive than those which existed under MiFID I, and accordingly
certain amendments will need to be made. Thus firms need to revisit their order execution policy
to incorporate these additional requirements and firms should also take the opportunity to
generally review their policy and arrangements to ensure that all information therein is “clear,
sufficient and documented in a manner that is easily understood by clients”5.
Further, investment firms will have to notify their ongoing clients of any ‘material change’ to their
order execution policy or other execution arrangements. Article 65(7) of the Delegated
Regulation gives guidance on what could be considered as a material change: “a significant
event that could impact parameters of best execution such as cost, price, speed, likelihood of
execution and settlement, size, nature or any other consideration relevant to the execution of the
order”. Therefore, it would be safe to assume that any change that affects cost, price, speed,
likelihood of execution and settlement, size, nature or any other parameter considered relevant to
the execution of the order should amount to a ‘material change’. Increased monitoring coupled
with a broad interpretation of “material change” means that clients will need to be notified of
changes more frequently.
How does MiFID II affect systems and controls for firms?
MiFID II strengthens the overall framework by mandating that investment firms to take “all
sufficient steps” to obtain best execution as opposed to “all reasonable steps” under the existing
MiFID provisions. This change of phrasing imposes greater responsibility and accountability for
investment firms, due to the higher standard of compliance required.
In its latest Q&A’s on Investor Protection topics, ESMA explains what this change of phrasing
entails. ESMA requires firms to ensure that their execution policies and arrangements are
designed to consistently achieve intended outcomes. In practice, this may involve increasing
front office accountability and improving detection capabilities of systems to identify any
deficiencies. It further requires that firms should not only consider the quality of execution
obtained, but should also take into account the quality and appropriateness of their execution
policies and arrangements to identify deficiencies and ascertain the need to change their
processes where needed.
Are firms allowed to receive payments for order flow?
In contrast to the existing regime there is an explicit ban on payment for order flow. Payment for
4
5

Article 3(3), RTS 28.
Article 27(5), MiFID II.
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order flows is believed to hinder the price formation process, damage market integrity and create
a clear conflict of interest between the investment firm and its client. In introducing this ban,
MiFID II mirrors the 2012 decision of FSA which prohibits investment firms from receiving
payments from market makers for routing client orders to them.
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Appendix
Table 1- Classes of Financial Instruments (RTS 28)
(a) Equities – Shares & Depositary Receipts
(i) Tick size liquidity bands 5 and 6 (from 2000 trades per day)
(ii) Tick size liquidity bands 3 and 4 (from 80 to 1999 trades per day)
(iii) Tick size liquidity band 1 and 2 (from 0 to 79 trades per day)
(b) Debt instruments
(i) Bonds
(ii) Money markets instruments
(c) Interest rates derivatives
(i) Futures and options admitted to trading on a trading venue
(ii) Swaps, forwards, and other interest rates derivatives
(d) Credit derivatives
(i) Futures and options admitted to trading on a trading venue
(ii) Other credit derivatives
(e) Currency derivatives
(i) Futures and options admitted to trading on a trading venue
(ii) Swaps, forwards, and other currency derivatives
(f) Structured finance instruments
(g) Equity Derivatives
(i) Options and Futures admitted to trading on a trading venue
(ii) Swaps and other equity derivatives
(h) Securitized Derivatives
(i) Warrants and Certificate Derivatives
(ii) Other securitized derivatives
(i) Commodities derivatives and emission allowances Derivatives
(i) Options and Futures admitted to trading on a trading venue
(ii) Other commodities derivatives and emission allowances derivatives
(j) Contracts for difference
(k) Exchange traded products (Exchange traded funds, exchange traded notes and exchange
traded commodities)
(l) Emission allowances
(m) Other instruments
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Table 2 - Top 5 Execution Venues Report (RTS 28)

Class of Instrument
Notification if <1 average
trade per business day in
the previous year

Y/N

Proportion of
Proportion of
Top five execution venues volume traded as orders executed
ranked in terms of trading
a percentage of as percentage of
volumes (descending order) total in that class total in that class

Percentage of
passive orders

Percentage of
aggressive orders

Percentage of
directed orders

Name and Venue Identifier
(MIC or LEI)
Name and Venue identifier
(MIC or LEI)
Name and venue identifier
(MIC or LEI)
Name and venue identifier
(MIC or LEI)
Name and venue identifier
(MIC or LEI)

Table 3 - Top 5 Execution Venues Report (RTS 28)
Class of Instrument
Notification if <1 average
trade per business day in
the previous year

Yes / No

Top 5 Venues ranked in
terms of volume
(descending order)

Proportion of volume executed as a percentage Proportion of orders executed as percentage
of total in that class
of total in that class

Name and Venue
Identifier(MIC or LEI)
Name and Venue
identifier(MIC or LEI)
Name and venue
identifier(MIC or LEI)
Name and venue
identifier(MIC or LEI)
Name and venue
identifier(MIC or LEI)
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Information to be published by Trading and Execution Venues (RTS 27)
Table 1 - Identification Information Type of Execution Venue

Venue

Identifier (ISO 10383 Market
Identifier Code (MIC) or the
Legal Entity Identifier (LEI)

Name

Country of Competent
Name
Authority
Identifier (ISO 10383 market
segment MIC)

Market Segment

Name

Date of the trading
day

ISO 8601

Outages

Nature

Number

Average duration

Scheduled Auction

Nature

Number

Average duration

Number

Value (as % of total
value of transactions
executed on that day)

Failed Transactions

Table 2- Identification Information – Type of Financial Instrument
Financial Instrument

Name

Written description of financial
instrument, if no identifier available
(including the currency of the
underlying instrument, price
multiplier, price notation, quantity
notation and delivery type)

Instrument classification

(ISO 10962 CFI code)

Currency

(ISO 4217)

Identifier(ISO 6166)
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Table 3 - Price Information
Size All trades executed within First transaction after time T (if no transactions within first two minutes after time
Range
first two minutes after
T)
time T
Time (T)

09.30.00

11.30.00

13.30.00

15.30.00

Simple
average
executed price Total
(excluding
value
Price
commissions executed
and accrued
interest)

Time of
Transaction Trading
execution size
System

1
2
3
1
2
3
1
2
3
1
2
3

Table 4 - Price Information

simple average transaction price
volume-weighted transaction price
highest executed price
lowest executed price

Trading
Mode

Trading
platform

best bid
and offer or
suitable
reference
price at
time of
execution
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Table 5 – Cost Information
Information required under Article 5(a) to (d)

(Description)

Link to a website or other source where further information
on costs is available
Total value of all rebates, discounts, or other payments
offered (as % of total traded value during the reporting
period)

%

Total value of all costs (as a % of total traded value during
the reporting period volume)

%

Table 6 – Likelihood of Execution Information

Number of orders or request for quotes received
Number of transactions executed
Total value of transactions executed
Number of orders or request for quotes received cancelled or
withdrawn
Number of orders or request for quotes received modified
Median transaction size
Median size of all orders or requests for quote
Number of designated market makers

Table 7 - Likelihood of Execution Information
Time

9.30.00
11.30.00
13.30.00
15.30.00

Best Bid Price

Best Offer
Price

Bid Size

Offer Size

Book depth
within 3 price
increments
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Table 8 – Information to be published by Execution Venues operating a
continuous auction order book or continuous quote driven execution venue
Average effective spread
Average volume at best bid and offer
Average spread at best bid and offer
Number of cancellations at best bid and offer
Number of modifications at best bid and offer
Average book depth at 3 price increments
Mean time elapsed (to the mili-second) between an
aggressive order or quote acceptance being
received by the execution venue and the
subsequent total or partial execution

Median time elapsed (to the mili-second) between
a market order being received by the execution
venue and the subsequent total or partial execution

Average speed of execution for unmodified passive
orders at best bid and offer
Number of Fill or Kill orders that failed
Number of Immediate or Cancel orders that got
zero fill
Number of transactions executed on the trading
venue that are Large in Scale pursuant to Article 4
or 9 of Regulation (EU) No 600/2014

Value of transactions executed on the trading
venue that are Large in Scale pursuant to Article 4
or 9 of Regulation (EU) No 600/2014

Number of transactions that were executed on the
trading venue pursuant to Article 4 or 9 of MiFIR,
except for orders that are held in an order
management facility of the trading venue pending
disclosure and not Large in Scale

Value of transactions that were executed on the
trading venue pursuant to Article 4 or 9 of MiFIR,
except for orders that are held in an order
management facility of the trading venue pending
disclosure and not Large in Scale

Number of trading interruptions
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Average duration of trading interruptions
Number of suspensions
Nature of suspensions
Average duration of suspensions

For continuous quote venues, number of
periods during which no quotes were
provided
For continuous quote venues, average
duration of periods during which no quotes
were provided
Average quote presence

Table 9: Information to be published for request for quote execution venues
Mean time elapsed between acceptance and
execution
Median time elapsed between acceptance and
execution
Mean time elapsed between request and
provision of any corresponding quotes
Median time elapsed between request and
provision of any corresponding quotes
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Disclaimer
Quantitative models, processes and parameters are subject to amendment, modification, adjustment and correction at Deutsche
Bank’s discretion, and may incorporate Deutsche Bank’s qualitative judgment. Deutsche Bank will from time-to-time run or update
such models at its discretion. Clients are responsible for making their own determination as to the suitability and appropriateness of
such models for their investment objectives.
This document is intended for information purposes only and does not create any legally binding obligations on the part of Deutsche
Bank AG and/or its affiliates (“DB”). Without limitation, this document does not constitute an offer, an invitation to offer or a
recommendation to enter into any transaction. It does not constitute a recommendation or endorsement by DB of any investment,
trading strategy or algorithm and should not be relied upon by you to make a determination as to whether or not to invest or to use
any strategy or algorithm.
When making an investment decision, you should rely solely on any specific final documentation relating to a transaction and not
the summary contained herein. DB is not acting as your legal, financial, tax or accounting adviser or in any other fiduciary capacity
with respect to any proposed transaction mentioned herein. This document does not constitute the provision of investment advice
and is not intended to do so, but is intended to be general information. Any product(s) or proposed transaction(s) mentioned herein
may not be appropriate for all investors and before entering into any transaction you should take steps to ensure that you fully
understand the transaction and have made an independent assessment of the appropriateness of the transaction in the light of your
own objectives, needs and circumstances, including the possible risks and benefits of entering into such transaction. For general
information regarding the nature and risks of the proposed transaction and types of financial instruments please go to
www.globalmarkets.db.com/riskdisclosures. YOU SHOULD ALSO CONSIDER SEEKING ADVICE FROM YOUR OWN ADVISERS IN
MAKING ANY ASSESSMENT ON THE BASIS OF THIS DOCUMENT. If you decide to enter into a transaction with DB, you do so in
reliance on your own judgment. The information contained in this document is based on material we believe to be reliable; however,
we do not represent that it is accurate, current, complete, or error free. Assumptions, estimates and opinions contained in this
document constitute our judgment as of the date of the document and are subject to change without notice. Any projections are
based on a number of assumptions as to market conditions and there can be no guarantee that any projected results will be
achieved. Past performance does not guarantee or predict future results. This material was prepared by a Sales or Trading function
within DB, and was not produced, reviewed or edited by the Research Department. Any opinions expressed herein may differ from
the opinions expressed by other DB departments including the Research Department. Sales and Trading functions are subject to
additional potential conflicts of interest which the Research Department does not face. DB may engage in transactions in a manner
inconsistent with the views discussed herein. DB trades or may trade as principal in the instruments (or related derivatives), and
may have proprietary positions in the instruments (or related derivatives) discussed herein. DB may make a market in the
instruments (or related derivatives) discussed herein. Sales and Trading personnel are compensated in part based on the volume of
transactions effected by them. DB seeks to transact business on an arm’s length basis with sophisticated investors capable of
independently evaluating the merits and risks of each transaction, with investors who make their own decisions regarding those
transactions. The distribution of this document and availability of these products and services in certain jurisdictions may be
restricted by law. You may not distribute this document, in whole or in part, without our express written permission. DB
SPECIFICALLY DISCLAIMS ALL LIABILITY FOR ANY DIRECT, INDIRECT, CONSEQUENTIAL OR OTHER LOSSES OR DAMAGES
INCLUDING LOSS OF PROFITS INCURRED BY YOU OR ANY THIRD PARTY THAT MAY ARISE FROM ANY RELIANCE ON THIS
DOCUMENT OR FOR THE RELIABILITY, ACCURACY, COMPLETENESS OR TIMELINESS THEREOF.
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Under its European Passport, the Bank carries on banking and investment services in the United Kingdom through Deutsche Bank
AG, London Branch (“London Branch”) and is also authorized to provide such services into the United Kingdom from Germany and
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