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Agenda	
	
1.   IntroducQon	to	Edison	and	the	Future	of	Equity	Research	white	paper	
2.   The	importance	of	equity	research	for	issuers	
3.   Key	changes	in	the	equity	research	landscape:	introducQon	to	MIFID	2	
4.   Global	nature	of	the	changes	
5.   Key	changes	we	predict(ed)	to	the	landscape	
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The	importance	of	equity	research	
	
1.   Price	formaQon	and	the	evaluaQon	of	the	cost	of	capital	by:	

a.   Establishing	market	context	
b.   Context	allows	for	relaQve	valuaQons	
c.   Capturing	operaQng	leverage	

2.   New	issuance	and	capital	formaQon	
a.   Market	efficiency	
b.   Liquidity	
c.   ValuaQon	and	lower	cost	of	capital	

3.   Public/policy	awareness	of	capital	markets’	funcQon	
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Means	of	assessing	impact:		
	

Assistant	Professor	Mark	Kirkpatrick	
Determinants	and	consequence	of	paid-for	analyst	research,	2011	



“Member	states	shall	ensure	that	the	provision	of	research	by	third	parQes	providing	
porfolio	management	and	other	investment	or	ancillary	services	to	shall	not	be	
regarded	as	an	inducement	if	it	is	received	in	return	for	any	of	the	following:	
	
(a)	direct	payments	by	the	investment	firm	out	of	its	own	resources	
	
(b)	Payments	from	a	separate	research	payment	account	controlled	by	the	investment	
firm,	provided	the	following	condiQons	relaQng	to	the	operaQon	of	the	account	are	
met….		
	

ArQcle	13,	Delegated	DirecQve	
	
Wrihen	material	from	a	third	party	commissioned	and	paid	for	by	the	corporate	issuer	
to	promote	a	new	issuance	by	the	company,	provided	the	material	contains	appropriate	
disclosures	and	is	made	available	to	any	investment	firm	wishing	to	receive	it	or	to	the	
general	public,	is	also	a	minor	and	non-monetary	benefit.	
	
ArQcle	12	(3),	Delegated	DirecQve	

	
	

6 6 

MIFID	2:	Significant	changes	to	the	equity	research	landscape	
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Old	way:	Bundled	commission	model Current	model:	CSA	model 

What	MIFID	2	requires 
•  Recogni1on	that	the	broker	vote	system	does	not	meet	the	requirements	of	MIFID	2	

•  Not	specific	enough	–	does	not	relate	to	products	being	paid	for	–	led	to	unconsumed	products	being	
paid	for	

•  Does	not	align	to	assets	under	management	and	investment	mandates	
•  MIFID	2	requires:	

•  A	wriJen	policy	for	valuing	research	
•  A	wriJen	policy	for	how	a	manager	fairly	allocates	costs	to	different	clients	

MIFID	2	in	a	nutshell:	Making	research	spend	accountable	
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Model	1:	Payment	from	own	P&L 

Model	2:	The	“Swedish	Model”	–	ask	asset	owners	for	payments	to	procure	research 

Model	3:	CreaQon	of	an	Research	Payment	Account	(RPA)	

MIFID	2	in	a	nutshell:	Three	ways	of	operaQng	in	the	future	
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MIFID	2:	An	easy	way	of	understanding	it	
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MIFID	2:	An	easy	way	of	understanding	it	
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MIFID	2:	Buy	side	responses	we	are	seeing	

1.   A	sense	of	urgency	to	be	compliant	–	FCA	themaQc	visits	expected	
2.   Review	of	how	inputs	are	procured	

a.   Leading	to	a	cut	in	the	number	of	providers	fund	managers	are	
prepared	to	pay	for	by	c.50%	

b.   A	cut	in	the	total	commissions	paid	for	research	by	c.30%	
3.   Building	of	in	house	analyst	teams	
4.   Sourcing	new	inputs	outside	of	the	sell	side	
5.   Firewalls	starQng	to	be	put	up	–	demonstrate	that	PMs	not	being	induced	
6.   Decisions	on	how	to	pay	for	research:	RPA	or	own	P&L	
7.   Direct	engagement	with	corporates	
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MIFID	2:	Sell	side	responses	we	are	seeing	

1.   Pricing	strategies:	
a.   Take	it	or	leave	it	–	typically	bulge	bracket	
b.   AspiraQonal	pricing	
c.   Price	takers	

2.   Business	model/strategy	changes	
a.   Market	share	gains	
b.   AdopQon	of	models	compliant	with	ArQcle	12(3)	
c.   Head	in	the	sand	

3.   Threat	of	cunng	of	buy	side	in	not	being	enforced	
4.   Making	it	harder	to	access	research	and	withdrawal	from	consensus	
5.   Looking	for	new	revenue	streams/clients	through	aggregators	e.g	

ResearchTree	
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MIFID	2:	ConsideraQons	for	corporates/IROs	

1.   What	was	once	free	is	no	longer	–	analogy	of	newspapers	
2.   Buy-side	is	going	to	be	less	supported	
3.   Make	it	easy	to	follow/understand	your	company	

a.   Elevator	pitch/investment	thesis	
b.   IR	website/presentaQons	
c.   Discovery	presentaQons	
d.   Downloadable	models	
e.   AccounQng	policies	

4.   Where	do	you	focus	your	Qme	–	firewalled	analysts	
5.   Role	of	the	corporate	broker	and	their	business	model	
6.   New	stakeholders	for	IR	communicaQons	–	buy	side/consultants	
7.   Feeding	consensus	esQmates	
8.   Investor	targeQng	
9.   Feedback	from	investors	
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MIFID	2:	Has	a	global	impact	

Why	does	a	European	piece	of	legislaQon	have	impact	in	the	US?	
	
1.   HarmonizaQon	of	operaQonal	procedures	at	global	managers.	
2.   Need	to	treat	clients	equally/manage	to	the	most	conservaQve	compliance	

geography	in	which	the	firm	operates.	
3.   ShiTing	expectaQons	of	asset	owners	–		they	increasingly	understand	the	

impact	of	research	costs	on	returns	
	



Near	term	changes	expected	
	
1.   ConQnued	separaQon	between	trading	generated	revenues	and	research	

service	revenues	–	UK	ahead	of	conQnental	Europe	
2.   Opening	up	of	the	content	universe	–	growth	of	IRPs	
3.   ShiT	from	unpriced	to	priced	research	environment	–	welcome	by	asset	

managers	despite	implicaQons	for	implementaQon	
4.   Shrinkage	in	the	overall	payments	for	research	from	asset	managers	
5.   ReallocaQon	of	spend	amongst	research	providers	
6.   ConsolidaQon	on	the	buy	and	sell	side	–	organic	and	acquisiQon	led	
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The	reference	to	substan1ve	research	in	the	rule	on	use	of	
dealing	commission	(COBS	11.6.3R)	is	not	confined	to	
investment	research	as	defined	in	the	Glossary.	The	FCA's	
view	is	that	SubstanQve	research	can	potenQally	be	or	
include,	for	example,	the	goods	or	services	encompassed	
by	investment	research,	but	this	is	not	part	of	the	criteria	
under	COBS	11.6.5E,	provided	that	they	are	directly	
relevant	to	and	are	used	to	assist	in	the	management	of	
investments	on	behalf	of	customers.	In	addi1on,	any	goods	
or	services	that	relate	to	the	provision	of	research	that	the	
FCA	regards	as	not	acceptable	under	COBS	11.6.6G	or	COBS	
11.7.6R	11.6.7G	or	COBS	11.6.8G	should	be	viewed	as	not	
mee1ng	the	requirements	of	COBS	11.6.3R(2),	
notwithstanding	that	their	content	might	qualify	as	
investment	research.	

Six	key	changes	we	envisage:	1.	A	network	on	new	research	inputs	
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Six	key	changes	we	envisage:	2.	Unlocking	of	the	PDF	
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Six	key	changes	we	envisage:	3.	Changing	research	content	at	banks	
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Six	key	changes	we	envisage:	4.	Accessing	the	long	tail	of	research	
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Six	key	changes	we	envisage:	5.	Exchanges	facilitaQng	research	
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Six	key	changes	we	envisage:	6.	Growth	in	issuer	sponsored	research	
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Ques1ons?	

Neil	Shah	
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NShah@edisongroup.com	
+44	(0)	20	3077	5715	
	


