
MiFID II will require firms to meet additional reporting obligations to notify clients when the overall value of their portfolio, relative to its 
value at the beginning of each reporting period, depreciates by 10% and multiples of 10% thereafter (‘depreciation reporting’). We note that 
such occasions are relatively uncommon, with broadly balanced portfolios likely having suffered 10% depreciations only around 8-10 
times over the past 20 years, depending on their construction. However, due to difficulties surrounding the logistical arrangements needed 
to actually fulfil this obligation, responsibility for various elements of the reporting process may fall to different firms within the financial 
services distribution chain.

Depreciation reporting presents several specific issues. Firstly, the new regulations state that notification should be provided to the 
client “no later than the end of the business day in which the threshold is exceeded”. This requirement will be extremely challenging, 
considering that portfolios are generally invested across multiple global markets in different time zones. Given these difficulties, we 
believe technology will play an important role in fulfilling this requirement.

The second issue surrounds how depreciation reporting will vary depending on each client’s specific circumstances. Under MiFID’s 
current requirements, clients should be notified when their portfolio depreciates by more than their ‘capacity for loss’. However, a 
decline of 10% may not align with a client’s specific capacity for loss (which may be 15%, 20%, 30%, etc.). In cases such as these, the 
messaging of the notification report will have to be clear as to what has happened, in regard to both regulatory requirements and the 
client’s own individual situation.

Taking this further, there are other areas where firms will have to be vigilant with their report messaging. For example, where a 
client has separate investment mandates with different risk profiles, a situation may arise whereby one or more of their mandates 
depreciates in value by 10% while others do not. For example, this could be the case where a client is making use of various different 
tax wrappers. Situations such as these add a further complexity to the communications which will have to be undertaken, particularly 
accounting for clients’ holistic arrangements.

Demarcation of reporting responsibilities
For client investments held within a Brooks Macdonald nominee company, Brooks Macdonald will hold full depreciation reporting 
responsibilities. We will communicate the reporting process we have adopted ahead of the 3 January 2018 deadline.

However, if investments over which Brooks Macdonald holds discretionary management responsibility are not held within a Brooks 
Macdonald nominee company, this means we are part of a chain regarding the distribution of reporting. Under these circumstances, 
Brooks Macdonald will not know the underlying client, but as the ‘investment firm’ will still be considered responsible for ensuring that 
depreciation reporting is provided. An example of this situation is where mandates are managed on investment platforms. 
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As it currently stands, it will be very difficult for the investment firm to carry out depreciation reporting under these circumstances. 
We can see two possible solutions to this issue:

1. Reporting responsibilities retained by the investment firm; in this case, Brooks Macdonald. This will only be possible if client 
data is provided on a daily basis (which is particularly important due to the short reporting timelines) and provided that the 
provision of this client data is not in breach of other legal or regulatory obligations, for example the Data Protection Act 1998 (as 
to be amended by the General Data Protection Regulation, which comes into force on 25 May 2018). Under such arrangements, 
other entities in the distribution chain may have to seek and obtain consent from the underlying client to pass their data to the 
investment firm.

2. The DFM delegates depreciation reporting responsibilities to another entity within the supply chain, i.e. an investment platform, 
which agrees to undertake the role. Periodic client reporting (under COBS 16) is already commonly delegated by the investment 
firm to another entity, but agreements governing the delegation of responsibilities will have to be amended to reflect the 
additional depreciation reporting obligations (all such reporting obligations will be covered in the new COBS 16A, as opposed to 
COBS 16). 
 
In this situation, the investment firm would only report 10% depreciations to the platform on the mandates it manages; we note 
that a client’s overall portfolio could consist of any number of separate mandates managed by different investment firms. The 
entity to which depreciation reporting responsibilities are delegated, such as an investment platform, would determine whether 
the value of the client’s overall portfolio has declined by 10%.

We believe the second option will become the common agreed approach.

There may be other options for consideration, but these scenarios provide an example of the challenges MiFID II represents. It is 
important that all the parties involved in depreciation reporting arrangements are clear as to which responsibilities they hold. As 
well as discretionary fund management firms, investment platforms and professional advisers, other parties could include SIPP and 
Offshore Bond providers.

Brooks Macdonald are already engaging with platforms on this issue and would strongly recommend that advisers begin to do so as 
well. 

Finally, it is worth noting that 10% reporting will be different for “leverage or contingent liability transactions” where it will have to 
be undertaken on an “instrument by instrument” basis. We do not believe this applies to Brooks Macdonald’s services, even our 
Execution Only service. As such, we are not commenting further on this element of the directive.

Definitions

Below is an excerpt of the proposed final rules from the MiFID II directive text. 

MIFID II 2014/65/EU Level 2 text:

1. Investment firms providing the service of portfolio management shall inform the client where the overall value of the portfolio, as 
evaluated at the beginning of each reporting period, depreciates by 10% and thereafter at multiples of 10%, no later than the end 
of the business day in which the threshold is exceeded, or, in a case where the threshold is exceeded on a non-business day, the 
close of the next business day.

2. Investment firms that hold a retail client account that includes positions in leveraged financial instruments or contingent liability 
transactions shall inform the client, where the initial value of each instrument depreciates by 10% and thereafter at multiples of 
10%.

Reporting should be on an instrument-by instrument basis, unless otherwise agreed with the client, and shall take place no later than 
the end of the business day in which the threshold is exceeded or, in a case where the threshold is exceeded on a non-business day, the 
close of the next business day.
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Important Information

While the information in this article has been prepared carefully, Brooks Macdonald gives no warranty as to the accuracy or completeness of the information. The information in this 
article does not constitute advice or a recommendation and you should not make any decisions on the basis of it.

Brooks Macdonald is a trading name of Brooks Macdonald Group plc used by various companies in the Brooks Macdonald group of companies. Brooks Macdonald Group plc is registered 
in England No 4402058. Registered office: 72 Welbeck Street London W1G 0AY. 

Brooks Macdonald Asset Management Limited is authorised and regulated by the Financial Conduct Authority. Registered in England No 3417519. Registered office: 72 Welbeck Street 
London W1G 0AY. Brooks Macdonald Financial Consulting Ltd is authorised and regulated by the Financial Conduct Authority. Registered in England No 2621847. Brooks Macdonald 
Funds Limited is authorised and regulated by the Financial Conduct Authority. Registered in England No 5730097. Registered office: 72 Welbeck Street London W1G 0AY. Brooks 
Macdonald Asset Management (International) Limited is licensed and regulated by the Guernsey Financial Services Commission. Its Jersey branch is licensed and regulated by the 
Jersey Financial Services Commission. Brooks Macdonald Asset Management (International) Limited is an authorised Financial Services Provider, regulated by the South African 
Financial Services Board. Registered in Guernsey No 47575. Registered office: Yorkshire House Le Truchot St Peter Port Guernsey GY1 1WD. Brooks Macdonald Retirement Services 
(International) Limited is licensed and regulated by the Jersey Financial Services Commission. Its Guernsey branch is licensed and regulated by the Guernsey Financial Services 
Commission. Registered in Jersey No 106423. Registered office: Liberation House Castle Street St Helier Jersey JE2 3AT.

Investment Fund Services Limited (IFSL) is the Authorised Corporate Director for the IFSL Brooks Macdonald Fund. IFSL is registered in England No. 06110770 and is authorised and 
regulated by the Financial Conduct Authority. Registered office: Marlborough House, 59 Chorley New Road, Bolton, BL1 4QP. Copies of the Prospectus and Key Investor Information 
Documents are available from www.ifslfunds.com or can be requested as a paper copy by calling 0808 178 9321 or writing to IFSL, Marlborough House, 59 Chorley New Road, Bolton, BL1 
4QP.


