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With MIFID II's implementation date less than three months away, the real cost of research under the new
regime is looming large. According to Greenwich Associates research based on interviews with 164 equity
traders and 198 equity-focused portfolio managers of European asset managers, hedge funds and insurance
companies, the average cost for research/advisory services is 3.9 bps of assets under management.

With the majority expecting that cost to stay flat in the coming year, only 13% of portfolio managers expect
their budget for external research/advisory services to increase in the next 12 months, while nearly a quarter
of PMs expect their budgets to decrease.

Explicit Payments for Research

Under MIFID II, investment firms will have to make explicit payments for research, rather than bundling
research services in with the commissions paid for trading. In the spring of 2017, 1 in 5 European Tier 1
portfolio managers (who account for over 45% of the total commission wallet) and 43% of buy-side traders
told Greenwich Associates that this explicit cost of research would now be passed onto investors via a
research payment account (RPA).

In contrast, only 9% of portfolio managers expected to pay hard dollars out of their own P&L (essentially the
firm’s money, rather than their clients’ money). At the time of interviews, a majority were still undecided.
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With the “big bang” date quickly approaching, however, and as asset managers dig more deeply into the
details of the MIFID Il unbundling regulations, they have realized that setting up RPAs with every client would
add an overly burdensome amount of operational complexity (i.e., figuring out and agreeing on budgets,
putting procedures in place to prevent cross-subsidization, etc.).

Paying Out of Own Pocket

As such, many concluded that using an RPA to pass costs along to investors is not worth the headache.
Instead, firms such as Schroders, Invesco and Janus Henderson have announced that they will now pay for
research directly out of their P&L—using their own money rather than that of their clients—just as regulators
intended.

Despite the hit to the bottom line, firms paying out of their P&L will enjoy several benefits: increased
transparency of the total costs of investing, reduced operational costs associated with regulatory
requirements and a way to differentiate themselves from their non-paying peers that pass on costs to
investors. In addition, many of these firms will look to build up their internal research teams to limit the cost
of external research, instead investing that money in-house.

Lower Cost of Research

Despite the groans of an industry scrambling to make sense of this new way of doing business, regulators

may actually get what they want. As asset managers assess how much research they really need, they should
ultimately become more efficient buyers. Further, it is likely that the total cost of research will end up much
lower than today’s 3.9 basis points. With active management fees of around 75-100 basis points, the new
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hard costs for research will represent a hit to margins. For many, this is a price worth paying.
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Coalition Greenwich, a division of CRISIL, an S&P Global Company, is a leading global provider of strategic
benchmarking, analytics and insights to the financial services industry.

We specialize in providing unique, high-value and actionable information to help our clients improve their
business performance.

Our suite of analytics and insights encompass all key performance metrics and drivers: market share, revenue
performance, client relationship share and quality, operational excellence, return on equity, behavioral
drivers, and industry evolution.

About CRISIL

CRISIL is a leading, agile and innovative global analytics company driven by its mission of making markets
function better. It is majority owned by S&P Global Inc., a leading provider of transparent and independent
ratings, benchmarks, analytics, and data to the capital and commodity markets worldwide.

CRISIL is India’s foremost provider of ratings, data, research, analytics, and solutions with a strong record of
growth, culture of innovation, and global footprint.

It has delivered independent opinions, actionable insights and efficient solutions to over 100,000 customers
through businesses that operate from India, the U.S., the U.K., Argentina, Poland, China, Hong Kong, and
Singapore.

For more information, visit www.crisil.com

Disclaimer and Copyright

This Document is prepared by Coalition Greenwich, which is a part of CRISIL Ltd, an S&P Global company. All
rights reserved. This Document may contain analysis of commercial data relating to revenues, productivity
and headcount of financial services organisations (together with any other commercial information set out in
the Document). The Document may also include statements, estimates and projections with respect to the
anticipated future performance of certain companies and as to the market for those companies’ products and
services.

The Document does not constitute (or purport to constitute) an accurate or complete representation of past or
future activities of the businesses or companies considered in it but rather is designed to only highlight the
trends. This Document is not (and does not purport to be) a comprehensive Document on the financial state
of any business or company. The Document represents the views of Coalition Greenwich as on the date of the
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Document and Coalition Greenwich has no obligation to update or change it in the light of new or additional
information or changed circumstances after submission of the Document.

This Document is not (and does not purport to be) a credit assessment or investment advice and should not
form basis of any lending, investment or credit decision. This Document does not constitute nor form part of
an offer or invitation to subscribe for, underwrite or purchase securities in any company. Nor should this
Document, or any part of it, form the basis to be relied upon in any way in connection with any contract
relating to any securities. The Document is not an investment analysis or research and is not subject to
regulatory or legal obligations on the production of, or content of, investment analysis or research.

The data in this Document may reflect the views reported to Coalition Greenwich by the research participants.
Interviewees may be asked about their use of and demand for financial products and services and about
investment practices in relevant financial markets. Coalition Greenwich compiles the data received, conducts
statistical analysis and reviews for presentation purposes to produce the final results.

THE DOCUMENT IS COMPILED FROM SOURCES COALITION GREENWICH BELIEVES TO BE RELIABLE. COALITION
GREENWICH DISCLAIMS ALL REPRESENTATIONS OR WARRANTIES, EXPRESSED OR IMPLIED, WITH RESPECT TO
THIS DOCUMENT, INCLUDING AS TO THE VALIDITY, ACCURACY, REASONABLENESS OR COMPLETENESS OF THE
INFORMATION, STATEMENTS, ASSESSMENTS, ESTIMATES AND PROJECTIONS, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE ARISING OUT OF THE USE OF ALL OR ANY OF
THIS DOCUMENT. COALITION GREENWICH ACCEPTS NO LIABILITY WHATSOEVER FOR ANY DIRECT, INDIRECT
OR CONSEQUENTIAL LOSS OR DAMAGE OF ANY KIND ARISING OUT OF THE USE OF ALL OR ANY OF THIS
DOCUMENT.
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