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MiFID implemented in Luxembourg 
 
On 11th July 2007 the bill on the law on markets in financial instruments 
(n° 5627) (hereafter the “MiFID Law”) was adopted by the Luxembourg 
Chamber of Deputies and will come into effect 1st November 2007. 
 
The main aims of the MiFID Law are: 
 

• Implementing the European Directive 2004/39/EC on Markets in 
Financial Instruments into Luxembourg law (hereafter the “MiFID”) 
(part I); 

• Reviewing the status of several existing Professionals of the Financial 
Sector (hereafter “PFS”) and creating five new categories of PFS (part 
II). 

 
 
I. Overview of MiFID 
 
MiFID introduces a harmonized market and regulatory regime for investment 
services within the European Economic Area (EU plus Norway, Lichtenstein 
and Iceland) and is therefore the most significant piece of legislation of the 
European’s Financial Services Action Plan, based on a four level approach 
recommended by the Committee of Wise Men chaired by Baron Alexandre 
Lamfalussy. 
 
MiFID itself sets out a detailed framework for the legislation (“Level 1”) and 
refers in several articles to ‘technical implementing measures’ laid down in 
directive 2006/73/EC (“Level 2”). Level 2 of MiFID is transposed by a grand-
ducal regulation dated 13 July 2007. MiFID “Level 3” measures are intended 
to ensure common and uniform implementation by the use (amongst others) of 
common interpretative guidance and standards agreed amongst regulators in 
the Committee of European Securities Regulators (CESR). MiFID “Level 4” 
measures relate to monitoring and enforcement of the legislation. 
 
In connection with MiFID, the CSSF has recently published four Circulars 
(07/302, 07/305, 07/306 and 07/307) presenting and specifying the MiFID 
Law. 
 
 
MIFID applies to investment and security firms and regulated markets, as well 
as to banks (credit institutions), to the extent that these provide investment 
services or are active in investments. According to Annex I of the MIFID 
(Annex II of the MiFID Law) investment services and activities are defined as: 
 

• Reception and transmission of orders in relation to one or more 
financial instruments; 

• Execution of orders on behalf of clients; 
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• Dealing on own account; 
• Portfolio management; 
• Investment advice; 
• Underwriting of financial instruments and/or placing of financial 

instruments on a firm commitment basis; 
• Placing of financial instruments without a firm commitment basis; 
• Operation in multilateral trading facilities (hereafter “MTF”); 

 
Under MiFID, a new authorisation is not required, however the investment 
firms and banks must comply with certain provisions such as: 
 

• The harmonisation of conduct of business rules for securities trading, 
including strict “best execution” rules on trades, client categorisation, 
and client reporting; 

 
• Rules on internal governance of investments firms, requiring them to 

tackle conflicts of interest, maintain good governance and ensure 
continuity of their services;  

 
• Rules on inducements, setting out requirements in relation to the 

receipt or payment by an investment firm of a fee, commission or non-
monetary benefit that could place the firm in a situation where it would 
not be acting in compliance with the principle that the firm acts 
honestly, fairly and professionally in accordance with the best interest 
of its clients. 

 
• The broadening of possibilities for investment firms for internalised 

trades as “systematic internalisers” for retail-market sized trades, 
subject to strict pre- and post-trade transparency requirements; 

 
• The introduction of an “European Passport” for MTF’s, which can be 

created by investment firms and exchanges;  
 

• The abolition of the concentration rules of the Investment Services 
Directive (ISD), by which Member States could require trades to be 
executed on the main exchange or the regulated market; 

 
The MiFID marks a significant change from the principle-based ISD towards a 
rule-based regulation with detailed rules on conduct of business and therefore 
resembles a maximum harmonisation directive. 
 
 
II. Impact of the MiFID Law on PFS  
 
The MiFID Law also reviews the status and changes certain existing 
categories of PFS. 
 
The changed categories concern financial advisors, brokers in financial 
instruments and market makers who will change from “PFS other than 
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investment firms” to “investment firms”. As a consequence, 
they will benefit from the European Passport. 
 
In contrast, registrar agents and professional custodians of financial 
instruments will not be treated as “investment firms”, but as “PFS other than 
investment firms”. 
 
Furthermore, the MiFID Law introduces five new PSF categories:  
 

• Financial intermediation companies (future article 24-8 of the law dated 
5 April 1993 on the financial sector, as amended (the “Financial Sector 
Law”), which are professionals whose activity consists of offering 
personalised investment advice as well as receipt and transmission of 
clients’ orders relating to financial instruments and insurance products. 
The supervision of financial intermediation companies will be carried 
out by the CSSF and the Commissariat aux Assurances; 

 
• Investment firms operating an MTF in Luxembourg (future article 24-9 

of the Financial Sector Law); 
 

• Operators of a regulated market authorised in Luxembourg (future 
article 27 of the Financial Sector Law) who are professionals managing 
or operating the activity of a regulated market authorised in 
Luxembourg other than an MTF; 

 
• IT system operators of the financial sector whose current status will be 

split into two new categories:  
 

a) Primary operators of the financial sector (future article 29-3 of the 
Financial Sector Law) and  

b) Secondary IT systems and communication networks operators of 
the financial sector (future article 29-4 of the Financial Sector law). 

 
Primary IT system operators are professionals in charge of the 
operation of information processing systems allowing the 
establishment of financial statements of credit institutions, PFS, UCIs, 
pension funds, insurance and reinsurance companies of Luxembourg 
or foreign law. They are also entitled to perform the installation and the 
maintenance of the information processing systems as well as to 
perform the activity of secondary IT systems and communication 
networks operators. 
 
Secondary IT systems and communication networks operators are in 
charge of the operation of information processing systems other than 
those allowing the establishment of financial statements of credit 
institutions, PFS, UCIs, pension funds, insurance and reinsurance 
companies of Luxembourg or foreign law. The activity of these 
professionals includes the data processing treatment or the transfer of 
the data stored in the data-processing device. 
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III. Conclusion 
 
All Luxembourg banks and PSF must comply with the MiFID Law as of 1 
November 2007. It will have profound implications on the day-to-day business, 
organisations and business strategies. With regard to the organisation, the 
required “best execution” mainly calls for upgrading the IT infrastructure – 
electronic trading, pre- and post-transaction transparency, MTF’s and 
algorithms sets high demands to both IT software and hardware structures as 
well as to their consistent monitoring and data warehousing. 
 
As far as the day-to-day business is concerned, customer classification, 
identification and counselling have to be brought to the standards imposed by 
the MiFID Law. 
 
The least discussed consequences of the MiFID Law are probably the long-
term effects on the market landscape and the resulting adaptation of the 
business strategy. With increased use of MTF’s and internalised trading 
instead of trading at well-established exchanges, not only cost savings can be 
achieved, but also new markets for market data as well as for internalised 
trading will emerge. 


