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Introductory remarks

AFME has long supported removing the requirement to produce best execution reports. Therefore we
welcome the European Commission’s proposals within the legislative package on the MiFID II/MiFIR review
(25t November 2021) for a permanent deletion of the best execution reporting requirement in Article 27(3)
MiFID II (RTS 27 reporting) (the Commission proposals).

The current reporting regime for best execution is not fit for purpose due to the extensive nature of the
requirements and the quantity of unhelpful data contained within the reports. AFME members also note
that demand remains negligible for these free-to-consume reports. Better pricing information that is
dynamic and timely is available to clients through existing market data channels, bespoke reporting, and
detailed transaction cost analysis (TCA).

This ESMA consultation does not make an assessment of a permanent suspension of these reporting
requirements. Instead, it suggests the introduction of an entirely novel suite of reports that are
technologically complex to produce and of no proven benefit to the end users. In fact, the proposed
“simplification” of the RTS 27 reports reduces their utility to the sophisticated buyside consumer, with the
inclusion of less relevant information that are more artificially aggregated than that available in existing RTS
27 reports.

Furthermore, investment firms have made significant investments in the technology and processes required
to produce the reports. The cost benefit analysis (CBA) in Annex II of the ESMA consultation does not
quantify the impact of permanent suspension of the best execution reports. It does not contain quantitative
data, figures or evidence pointing towards a demand or benefit to amending these reports. The CBA also
does not assess the size of the IT retooling processes and costs for firms required to produce these reports.

As outlined by the Commission’s proposals the permanent removal of the best execution reports will add the
most value to market participants across the industry, without imposing significant costs on firms or
ignoring the needs of end users.

Q1: Do you agree with the proposed scope in terms of execution venues for the reporting under a
possible new RTS 27?

AFME has not identified challenges associated with the proposed scope in and of itself.

Q2: Do you agree with the proposed level of granularity by types of financial instruments instead of
individual financial instruments under a new potential reporting regime? In particular, do you agree
with the two proposed categories concerning shares (i.e., shares considered to have a liquid market
and shares not considered to have a liquid market)? If not, please state the reasons for your answer
and clarify what alternative categorisations you would propose in order to have a meaningful level of
granularity for a new reporting regime.

AFME does not agree with the proposed level of granularity by types of financial instruments.

With respect to equities, AFME does not consider the proposed alternative categorisation is appropriate or
useful to investors. AFME is primarily concerned that the introduction of an entirely novel suite of reports
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will be technologically complex to produce and of no proven incremental benefit to the consumers of the
reports. AFME does not consider the proposed alternative categorisation delivers simplification, rather it
adds complexity through the introduction of artificial aggregation to the production of the reports and
therefore obfuscates the quality of execution signals the reports are supposed to illuminate.

With respect to fixed income, the intent to aggregate all corporate bonds traded on an execution venue into
one group, all sovereign bonds into another, and so on, assumes a level of homogeneity within these groups
that simply doesn’t exist. For example, there is currently the same level of transparency (SSTI/LIS
thresholds) for a German 10 year bund that trades very frequently and in size, as there is for a sub-section of
bonds (for example Slovakian government bonds) that are significantly less liquid.

In relation to securitised derivatives (MiFIR ID = ‘SDRV’), ESMA proposes aggregating the RTS 27 reports on
the basis of the asset class of the underlying defined in a way consistent with RTS 2 (i.e. interest rate, equity,
commodity, credit, currency and emission allowances). In accordance with RTS 2, all securitised derivatives
are deemed to have a liquid market hence the distinction between liquid and illiquid instruments is not
relevant in the case of securitised derivatives.

Indeed, the proposed “simplification” of the RTS 27 reports will make them of reduced utility to the
sophisticated buyside consumer as the information therein is less relevant and more artificially aggregated
than that available today in the existing RTS 27 reports. The proposed reports are a retrograde step which
will be of reduced value to investors in comparison to the existing reports.

We note that ESMA in the consultation makes the argument that those indicators do not aim to compete with
sophisticated analytical tools used by market participants (such as TCA) and that they rather aim to be a
complementary source of information providing the public and market participants with relevant first
information on execution quality to assist them in choosing the most suitable venue for their transactions.
AFME would make the case that the proposed new reports add nothing complementary to what is already
recognised as useless information. Indeed, the less detailed and more aggregated indicators will not be
useful to investors in assessing execution quality and might indeed introduce increased uncertainty, opacity
and unexpected outcomes given their artificial construction.

The introduction of a new set of reports will require a significant IT retooling programme for firms
responsible for generating these reports at a time in which competition for resources to facilitate change
programmes is at very high levels. Although the same data set would be used, the inclusion of new
attributes means the reporting layers and the core vendor arrangements would need to be changed by firms.
Resources are necessarily finite and those allocated to such IT change programmes might be diverted from
other programmes benefiting end investors. Incremental costs would stem from the significant changes that
would need to be made to the IT architecture and design (in substance, more servers and other hardware) as
well as narrower turnaround time for external IT suppliers (driving support costs up) and increased internal
operational support costs because there would be less time to resolve data issues.

During the current period of the suspension of the RTS 27 reports, AFME members report no client demand
for a resumption of the best execution reports in the current or proposed formats.

For the reasons detailed above, we welcome the European Commission’s proposals within the legislative
package on the MiFID II/MiFIR review (25th November 2021) for a permanent deletion of the best execution
reporting requirement in Article 27(3) MiFID II. Should a permanent deletion of the best execution
reporting requirement not be attained, AFME would rather support retaining the status quo than the
introduction of a new, untested, set of reports under a new reporting regime.

Q3: Do you agree with the proposed metrics to report the execution quality obtained by execution
venues?



AFME does not agree with the proposed metrics to report the execution quality.

Overall, the proposed metrics will not be useful to the sophisticated intended recipients of RTS 27 reports,
indeed they will be of less use that the reports as configured today. As constructed they provide very little
useful information to the investor and could be misleading if interpreted without sufficient understanding of
the market’s nuances. Thus, we counsel a better course of action, should the permanent deletion of the
reports not be attained, would be to retain the status quo rather than introduce a new, untested, set of
metrics under a new reporting regime.

Whilst ESMA suggests their intent is to simplify the reporting requirements for venues, the computation
required to calculate these proposed aggregate metrics will inject increased complexity to produce and will
likely obfuscate quality of execution for investors. The aggregation of instruments makes the product
description misleading, redundant and confusing. We highlight certain complexities and ambiguities with
the calculation and interpretation of the seven key metrics proposed by ESMA as follows in turn:

i.  The total nominal value of all transactions per type of financial instruments executed by the
venue

This metric provides no nuance allowing for the variety of trading service offered by the firm or venue (e.g.,
S1, 1it, dark) nor does it take into consideration the monopoly in provision of opening and closing auction
phases by venues. It also makes no allowance for the scope of instruments offered and hence is largely
incomparable between primary venues and MTFs/SIs between which execution decisions are often most
critical. A total nominal value of all transactions per type of financial instruments executed provides very
little useful information to the investor and could be misleading if interpreted without sufficient
understanding of the market’s nuances.

ii. The median monetary transaction value per type of financial instrument

The description of the “detail to be published” field for this metric refers to a “median order size value”,
which we note is different to a transaction value. We question what benefit either value provides at an
aggregate level to investors and caution that this metric might be misleading if interpreted without sufficient
understanding of the market’s nuances.

iii. The costs for a median size transaction

We note that tiered pricing structures mean this value is different member by member for a substantial
number of venues. Fees differ by book type, order type, trading session and other factors. Thus leaving the
average costs for a median size transaction calculation inherently complex to determine and potentially of
little value to investors. Again, we caution that this metric might be misleading if interpreted without
sufficient understanding of the market’s nuances including firm'’s pricing structures.

It is often the case that fees are structured in progressive tiers and thus change sequentially over time as
orders are filled. Thus a median transaction, even assuming it is possible to identify a medium transaction
with any surety, might be thoroughly misleading when taken in the environment of a tiered fee structure
where costs change dependant on orders filled.

iv.  The bid-offer spread related to the median transaction

It remains unclear how ESMA would expect this to be calculated from the text in the consultation. We would
also note that the median transaction size is calculated across instrument type, but that at an individual
instrument level that could be significantly larger or smaller than the average transaction size for the
instrument. How those instruments, transactions and associated “spreads” should be weighed against each
other to form an aggregate statistic is unclear.



Even should the complexities in the calculation be resolved for the totality of possibilities, AFME is extremely
sceptical that the relationship between spread and median transaction size is useful information for
investors and importance to counterparties. Again, we caution that this metric might be misleading if
interpreted without sufficient understanding of the market’s nuances including firm’s pricing structures.

v. The access to further information on costs
This information is already required to be published for multilateral trading venues and is thus duplicative.
vi. The speed of execution

ESMA proposes firms calculate and report on “the median time elapsed between an aggressive order or quote
acceptance of median monetary transaction value being received by the execution venue and the subsequent
total or partial execution”.

In the domain of high volume, fully electronic markets, whilst relative speed of execution should be
something market participants have an interest in, participants are unlikely to benefit from the marginal
sub-millisecond differences that may exist between venues for this aggressive order metric. For most
participants the latencies associated with transmitting an order between data centers is significantly greater
than the venue’s internal processing speed. Speed of execution for passive orders is far more important to
consider, but looking at a market average, or even at a venue level, is not going to be useful information upon
which investors can act. Passive speed of execution is determined to a greater extent by behaviors of the
market participant itself such as their preference for passive limit setting; use of multi-day order types;
speed of limit price updates (e.g. high frequency trading and market making); and minimum fill
requirements.

Outside of high volume, fully electronic markets (such as cash equities and highly liquid FX products) speed
of execution has little meaning, and can in fact be dangerously misleading if looked at in isolation.

In OTC markets (ie execution venues which are not trading venues), both the channel of execution (eg voice
or proprietary trading platform or direct connectivity) and the protocol (eg order, RFQ or I0I) will
significantly impact the base metric of speed of execution. Clients may choose different channels and
protocols for the same grouping of instrument depending on circumstance, leading to wide divergences in
aggregated speed of execution across different execution venues.

Again, we caution that this metric might be misleading if interpreted without sufficient understanding of the
market’s nuances including firm’s pricing structures.

vii. The total number of market makers designated by the venue per type of financial instrument.

The consultation implies that during times of market stress, a relatively high number of designated market
makers will increase the likelihood of sustained liquidity on the trading venue compared to a trading venue
with a relatively low number of designated market makers. This point seems to ignore the fact that no one
trading venue exists in isolation. In a fragmented market ecosystem execution decision making dynamically
assesses liquidity across the market as a whole. Market making obligations generally do not apply during
stressed market conditions.

Thus, the total number of market makers designated by the trading venue per type of financial instrument is
not a critical factor for end investors. Again, we caution that this metric might be misleading if interpreted
without sufficient understanding of the market’s nuances.

Q4: Have you observed good or bad practices of reporting by execution venues under the current RTS
27 that can be relevant for the elaboration of proposals to enhance access and user-friendliness of
this information? Please provide specific examples if possible.

Blank



Q5:Have you observed good or bad practices of reporting by investment firms under the current RTS
28 that can be relevant for the elaboration of proposals to enhance access and user-friendliness of
this information? Please provide specific examples if possible.

Blank

Q6: Do you agree with the classification for reporting proposed in Annex I of the possible new RTS
28, especially with regard to the suggested methodology for the reporting on equity instruments? If
not, what alternative categorisations would you propose?

AFME members consider the most appropriate respondents to this question would be the buyside.
Ultimately, we believe amendments to the format and contents of the reports would be most appropriately
garnered from the end consumer of the report.

Q7: Do you agree with the proposals for a possible review of RTS 28?

AFME members consider the most appropriate respondents to this question would be the buyside.
Ultimately, we believe amendments to the format and contents of the reports would be most appropriately
garnered from the end consumer of the report.

Q8: Do you agree with the cost benefit analysis as it has been described in Annex I1?

Whilst we thank ESMA for your considerations made in the Cost Benefit Analysis (CBA) in Annex II of the
ESMA consultation, we note it makes no attempt to quantify the impact of permanent suspension of the best
execution reports. Rather, it is limited in scope to making an assessment of the proposals to amend the
reports as ESMA propose.

AFME welcomes the EU Commission’s proposals for a permanent deletion of the RTS 27 reporting regime
and believes this is the most compelling and sensible direction of travel. For the reasons described in our
response to Questions 2 and 3 of this consultation, should the European Commission’s proposals within the
legislative package on the MiFID II/MiFIR review (25th November 2021) for a permanent deletion of the
best execution reporting requirement in Article 27(3) MiFID II not be attained, AFME would rather support
retaining the status quo than the introduction of a new, untested, set of reports under a new reporting
regime.

Q9: Are there any additional comments that you would like to raise and/or information that you
would like to provide?

We welcome the European Commission’s proposals within the legislative package on the MiFID II/MiFIR
review (25t November 2021) for a permanent deletion of the best execution reporting requirement in
Article 27(3) MiFID II (RTS 27 reporting). In addition we make the following comments:

(a) The MiFID quick fix amendments provide for a temporary suspension of the requirement on trading
venues and systematic internalisers to submit quarterly best execution reports under RTS 27. The
suspension will apply until the date 2 years after the entry into force of the quick fix legislation (i.e.,
until 27 February 2023).

Should the EU Commission’s proposals for a permanent deletion of the RTS 27 reporting regime be
taken forward, it is critical to ensure the expiry of the two year temporary period of suspension of
reporting requirements, under the MiFID quick fix, on 27t February 2023, does not introduce an
unforeseen and undesirable interim period of temporary reapplication of the reporting regime
before the MiFID Level 1 texts are adjusted.



(b) The proposed go live date of Q1 2023 with final rules in Q3 2022 is not feasible. Given the extent of
the proposed change we suggest a year minimum from the publication in the Official Journal would
be required. In the implementation of MiFID2 it should be noted the industry had two years to
prepare for the regime after sighting the final text and ESMA took steps to provide forbearance for
firms for a further year in the publication of ESMA MiFID II and MiFIR investor protection and
intermediaries topics Q&A on Best Execution (Question 6 updated April 4 2017) here.

(c) Proposals to shorten the period for venues’ publication of RTS 27 reports to one month after the end
of each quarter (whereas the current RTS 27 sets out three months) will add complexity whilst being
unlikely to add any material benefit to recipients.

(d) ESMA proposes that reports under the potential new RTS 27 should focus only on transactions
executed on trading venues and on those OTC transactions where an SI or another liquidity provider
is a party to the transaction. Nevertheless, given the importance of the activity market makers have
on-venue, ESMA also proposes that, for non-anonymous trading systems, such as some RFQ systems,
the trading venue should, when publishing its RTS 27 report, also disclose the identity of the market
makers and publish a breakdown of information per market maker about its contribution to the
execution quality of the trading venue. Providing non-anonymised ranking information on market
makers is potentially problematic as it may embed a competitive advantage for the larger firms
acting as market makers who can provide more consistently tight prices and rapid responses across
a broad range of instruments. While smaller players can provide pockets of better pricing and
responsiveness depending on their areas of specialisation, the proposed aggregations will mask this
benefit to clients, potentially creating an asymmetrical playing field which favours the dominant
market makers.
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