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Commission Delegated Regulation (EU) 2017/565 of 25 April 2016 supplementing
Directive 2014/65/EU of the European Parliament and of the Council as regards
organisational requirements and operating conditions for investment firms and

defined terms for the purposes of that Directive (Text with EEA relevance)

CHAPTER II

ORGANISATIONAL REQUIREMENTS

SECTION 3

Conflicts of interest

Article 33

Conflicts of interest potentially detrimental to a client F1...

For the purposes of identifying the types of conflict of interest that arise in the
course of providing investment and ancillary services or a combination thereof and
whose existence may damage the interests of a client, investment firms shall take
into account, by way of minimum criteria, whether the investment firm or a relevant
person, or a person directly or indirectly linked by control to the firm, is in any of the
following situations, whether as a result of providing investment or ancillary services
or investment activities or otherwise:

(a) the firm or that person is likely to make a financial gain, or avoid a financial loss, at
the expense of the client;

(b) the firm or that person has an interest in the outcome of a service provided to the client
or of a transaction carried out on behalf of the client, which is distinct from the client's
interest in that outcome;

(c) the firm or that person has a financial or other incentive to favour the interest of another
client or group of clients over the interests of the client;

(d) the firm or that person carries on the same business as the client;

(e) the firm or that person receives or will receive from a person other than the client an
inducement in relation to a service provided to the client, in the form of monetary or
non-monetary benefits or services.

Textual Amendments
F1 Words in Art. 33 heading omitted (31.12.2020) by virtue of The Markets in Financial Instruments

(Amendment) (EU Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 43(1) (with savings in S.I.
2019/680, reg. 11); 2020 c. 1, Sch. 5 para. 1(1)
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Article 34

Conflicts of interest policy F2...

1 Investment firms shall establish, implement and maintain an effective conflicts of
interest policy set out in writing and appropriate to the size and organisation of the firm and the
nature, scale and complexity of its business.

Where the firm is a member of a group, the policy shall also take into account any
circumstances, of which the firm is or should be aware, which may give rise to a conflict
of interest arising as a result of the structure and business activities of other members
of the group.

2 The conflicts of interest policy established in accordance with paragraph 1 shall
include the following content:

a it must identify, with reference to the specific investment services and activities and
ancillary services carried out by or on behalf of the investment firm, the circumstances
which constitute or may give rise to a conflict of interest entailing a risk of damage to
the interests of one or more clients;

b it must specify procedures to be followed and measures to be adopted in order to prevent
or manage such conflicts.

3 The procedures and measures referred to in paragraph 2(b) shall be designed to ensure
that relevant persons engaged in different business activities involving a conflict of interest
of the kind specified in paragraph 2(a) carry on those activities at a level of independence
appropriate to the size and activities of the investment firm and of the group to which it belongs,
and to the risk of damage to the interests of clients.

For the purposes of paragraph 2(b), the procedures to be followed and measures to be
adopted shall include at least those items in the following list that are necessary for the
firm to ensure the requisite degree of independence:

a effective procedures to prevent or control the exchange of information between relevant
persons engaged in activities involving a risk of a conflict of interest where the exchange
of that information may harm the interests of one or more clients;

b the separate supervision of relevant persons whose principal functions involve carrying
out activities on behalf of, or providing services to, clients whose interests may conflict,
or who otherwise represent different interests that may conflict, including those of the
firm;

c the removal of any direct link between the remuneration of relevant persons principally
engaged in one activity and the remuneration of, or revenues generated by, different
relevant persons principally engaged in another activity, where a conflict of interest
may arise in relation to those activities;

d measures to prevent or limit any person from exercising inappropriate influence over the
way in which a relevant person carries out investment or ancillary services or activities;

e measures to prevent or control the simultaneous or sequential involvement of a relevant
person in separate investment or ancillary services or activities where such involvement
may impair the proper management of conflicts of interest.

4 Investment firms shall ensure that disclosure to clients, pursuant to [F3rule 10.1.8(1) of
the Senior Management Arrangements, Systems and Controls sourcebook], is a measure of last
resort that shall be used only where the effective organisational and administrative arrangements
established by the investment firm to prevent or manage its conflicts of interest in accordance
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with [F4rule 10.1.3 of the Senior Management Arrangements, Systems and Control sourcebook]
are not sufficient to ensure, with reasonable confidence, that risks of damage to the interests of
the client will be prevented.

The disclosure shall clearly state that the organisational and administrative arrangements
established by the investment firm to prevent or manage that conflict are not sufficient
to ensure, with reasonable confidence, that the risks of damage to the interests of the
client will be prevented. The disclosure shall include specific description of the conflicts
of interest that arise in the provision of investment and/or ancillary services, taking into
account the nature of the client to whom the disclosure is being made. The description
shall explain the general nature and sources of conflicts of interest, as well as the risks
to the client that arise as a result of the conflicts of interest and the steps undertaken to
mitigate these risks, in sufficient detail to enable that client to take an informed decision
with respect to the investment or ancillary service in the context of which the conflicts
of interest arise.

5 Investment firms shall assess and periodically review, on an at least annual basis, the
conflicts of interest policy established in accordance with paragraphs 1 to 4 and shall take all
appropriate measures to address any deficiencies. Over-reliance on disclosure of conflicts of
interest shall be considered a deficiency in the investment firm's conflicts of interest policy.

Textual Amendments
F2 Words in Art. 34 heading omitted (31.12.2020) by virtue of The Markets in Financial Instruments

(Amendment) (EU Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 43(2)(a) (with savings in S.I.
2019/680, reg. 11); 2020 c. 1, Sch. 5 para. 1(1)

F3 Words in Art. 34(4) substituted (31.12.2020) by The Markets in Financial Instruments (Amendment)
(EU Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 43(2)(b)(i) (with savings in S.I. 2019/680,
reg. 11); 2020 c. 1, Sch. 5 para. 1(1)

F4 Words in Art. 34(4) substituted (31.12.2020) by The Markets in Financial Instruments (Amendment)
(EU Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 43(2)(b)(ii) (with savings in S.I. 2019/680,
reg. 11); 2020 c. 1, Sch. 5 para. 1(1)

Article 35

Record of services or activities giving rise to detrimental conflict of interest F5...

Investment firms shall keep and regularly update a record of the kinds of investment or
ancillary service or investment activity carried out by or on behalf of the firm in which
a conflict of interest entailing a risk of damage to the interests of one or more clients
has arisen or, in the case of an ongoing service or activity, may arise.

Senior management shall receive on a frequent basis, and at least annually, written
reports on situations referred to in this Article.

Textual Amendments
F5 Words in Art. 35 heading omitted (31.12.2020) by virtue of The Markets in Financial Instruments

(Amendment) (EU Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 43(3) (with savings in S.I.
2019/680, reg. 11); 2020 c. 1, Sch. 5 para. 1(1)
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Article 36

Investment research and marketing communications F6...

1 For the purposes of Article 37 investment research shall be research or other
information recommending or suggesting an investment strategy, explicitly or implicitly,
concerning one or several financial instruments or the issuers of financial instruments, including
any opinion as to the present or future value or price of such instruments, intended for
distribution channels or for the public, and in relation to which the following conditions are met:

a the research or information is labelled or described as investment research or in similar
terms, or is otherwise presented as an objective or independent explanation of the
matters contained in the recommendation;

b if the recommendation in question were made by an investment firm to a client, it would
not constitute the provision of investment advice for the purposes of [F7UK law on
markets in financial instruments].

2 A recommendation of the type covered by point (35) of Article 3(1) of Regulation
(EU) No 596/2014 that does not meet the conditions set out in paragraph 1 shall be treated as a
marketing communication for the purposes of [F8UK law on markets in financial instruments]
and investment firms that produce or disseminate that recommendation shall ensure that it is
clearly identified as such.

Additionally, firms shall ensure that any such recommendation contains a clear and
prominent statement that (or, in the case of an oral recommendation, to the effect that)
it has not been prepared in accordance with legal requirements designed to promote the
independence of investment research, and that it is not subject to any prohibition on
dealing ahead of the dissemination of investment research.

Textual Amendments
F6 Words in Art. 36 heading omitted (31.12.2020) by virtue of The Markets in Financial Instruments

(Amendment) (EU Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 44(1)(a) (with savings in S.I.
2019/680, reg. 11); 2020 c. 1, Sch. 5 para. 1(1)

F7 Words in Art. 36(1)(b) substituted (31.12.2020) by The Markets in Financial Instruments
(Amendment) (EU Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 44(1)(b) (with savings in S.I.
2019/680, reg. 11); 2020 c. 1, Sch. 5 para. 1(1)

F8 Words in Art. 36(2) substituted (31.12.2020) by The Markets in Financial Instruments (Amendment)
(EU Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 44(1)(b) (with savings in S.I. 2019/680, reg.
11); 2020 c. 1, Sch. 5 para. 1(1)

Article 37

Additional organisational requirements in relation to
investment research or marketing communications F9...

1 Investment firms which produce, or arrange for the production of, investment research
that is intended or likely to be subsequently disseminated to clients of the firm or to the
public, under their own responsibility or that of a member of their group, shall ensure the
implementation of all the measures set out in Article 34(3) in relation to the financial analysts
involved in the production of the investment research and other relevant persons whose
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responsibilities or business interests may conflict with the interests of the persons to whom the
investment research is disseminated.

The obligations in the first subparagraph shall also apply in relation to recommendations
referred to in Article 36(2).

2 Investment firms referred to in the first subparagraph of paragraph 1 shall have in
place arrangements designed to ensure that the following conditions are satisfied:

a financial analysts and other relevant persons do not undertake personal transactions or
trade, other than as market makers acting in good faith and in the ordinary course of
market making or in the execution of an unsolicited client order, on behalf of any other
person, including the investment firm, in financial instruments to which investment
research relates, or in any related financial instruments, with knowledge of the likely
timing or content of that investment research which is not publicly available or available
to clients and cannot readily be inferred from information that is so available, until the
recipients of the investment research have had a reasonable opportunity to act on it;

b in circumstances not covered by point (a), financial analysts and any other relevant
persons involved in the production of investment research do not undertake personal
transactions in financial instruments to which the investment research relates, or in
any related financial instruments, contrary to current recommendations, except in
exceptional circumstances and with the prior approval of a member of the firm's legal
or compliance function;

c a physical separation exists between the financial analysts involved in the production
of investment research and other relevant persons whose responsibilities or business
interests may conflict with the interests of the persons to whom the investment research
is disseminated or, when considered not appropriate to the size and organisation of the
firm as well as the nature, scale and complexity of its business, the establishment and
implementation of appropriate alternative information barriers;

d the investment firms themselves, financial analysts, and other relevant persons involved
in the production of the investment research do not accept inducements from those with
a material interest in the subject-matter of the investment research;

e the investment firms themselves, financial analysts, and other relevant persons involved
in the production of the investment research do not promise issuers favourable research
coverage;

f before the dissemination of investment research issuers, relevant persons other than
financial analysts, and any other persons are not permitted to review a draft of the
investment research for the purpose of verifying the accuracy of factual statements made
in that research, or for any purpose other than verifying compliance with the firm's legal
obligations, where the draft includes a recommendation or a target price.

For the purposes of this paragraph, ‘related financial instrument’ shall be any financial
instrument the price of which is closely affected by price movements in another financial
instrument which is the subject of investment research, and includes a derivative on that
other financial instrument.

3 Investment firms which disseminate investment research produced by another person
to the public or to clients shall be exempt from complying with paragraph 1 if the following
criteria are met:

a the person that produces the investment research is not a member of the group to which
the investment firm belongs;

b the investment firm does not substantially alter the recommendations within the
investment research;
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c the investment firm does not present the investment research as having been produced
by it;

d the investment firm verifies that the producer of the research is subject to requirements
equivalent to the requirements under this Regulation in relation to the production of that
research, or has established a policy setting such requirements.

Textual Amendments
F9 Words in Art. 37 heading omitted (31.12.2020) by virtue of The Markets in Financial Instruments

(Amendment) (EU Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 44(2) (with savings in S.I.
2019/680, reg. 11); 2020 c. 1, Sch. 5 para. 1(1)

Article 38

Additional general requirements in relation to underwriting or placing F10...

1 Investment firms which provide advice on corporate finance strategy, as set out in
[F11Paragraph 3 of Part 3A of Schedule 2 to the Regulated Activities Order], and provide the
service of underwriting or placing of financial instruments, shall, before accepting a mandate
to manage the offering, have arrangements in place to inform the issuer client of the following:

a the various financing alternatives available with the firm, and an indication of the
amount of transaction fees associated with each alternative;

b the timing and the process with regard to the corporate finance advice on pricing of
the offer;

c the timing and the process with regard to the corporate finance advice on placing of
the offering;

d details of the targeted investors, to whom the firm intends to offer the financial
instruments;

e the job titles and departments of the relevant individuals involved in the provision of
corporate finance advice on the price and allotment of financial instruments; and

f firm's arrangements to prevent or manage conflicts of interest that may arise where the
firm places the relevant financial instruments with its investment clients or with its own
proprietary book.

2 Investment firms shall have in place a centralised process to identify all underwriting
and placing operations of the firm and record such information, including the date on which
the firm was informed of potential underwriting and placing operations. Firms shall identify
all potential conflicts of interest arising from other activities of the investment firm, or group,
and implement appropriate management procedures. In cases where an investment firm cannot
manage a conflict of interest by way of implementing appropriate procedures, the investment
firm shall not engage in the operation.

3 Investment firms providing execution and research services as well as carrying out
underwriting and placing activities shall ensure adequate controls are in place to manage
any potential conflicts of interest between these activities and between their different clients
receiving those services.
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Textual Amendments
F10 Words in Art. 38 heading omitted (31.12.2020) by virtue of The Markets in Financial Instruments

(Amendment) (EU Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 45(1)(a) (with savings in S.I.
2019/680, reg. 11); 2020 c. 1, Sch. 5 para. 1(1)

F11 Words in Art. 38(1) substituted (31.12.2020) by The Markets in Financial Instruments (Amendment)
(EU Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 45(1)(b) (with savings in S.I. 2019/680, reg.
11); 2020 c. 1, Sch. 5 para. 1(1)

Article 39

Additional requirements in relation to pricing of offerings
in relation to issuance of financial instruments F12...

1 Investment firms shall have in place systems, controls and procedures to identify and
prevent or manage conflicts of interest that arise in relation to possible under-pricing or over-
pricing of an issue or involvement of relevant parties in the process. In particular, investment
firms shall as a minimum requirement establish, implement and maintain internal arrangements
to ensure both of the following:

a that the pricing of the offer does not promote the interests of other clients or firm's own
interests, in a way that may conflict with the issuer client's interests; and

b the prevention or management of a situation where persons responsible for providing
services to the firm's investment clients are directly involved in decisions about
corporate finance advice on pricing to the issuer client.

2 Investment firms shall provide clients with information about how the
recommendation as to the price of the offering and the timings involved is determined. In
particular, the firm shall inform and engage with the issuer client about any hedging or
stabilisation strategies it intends to undertake with respect to the offering, including how these
strategies may impact the issuer clients' interests. During the offering process, firms shall also
take all reasonable steps to keep the issuer client informed about developments with respect to
the pricing of the issue.

Textual Amendments
F12 Words in Art. 39 heading omitted (31.12.2020) by virtue of The Markets in Financial Instruments

(Amendment) (EU Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 45(2) (with savings in S.I.
2019/680, reg. 11); 2020 c. 1, Sch. 5 para. 1(1)

Article 40

Additional requirements in relation to placing F13...

1 Investment firms placing financial instruments shall establish, implement and
maintain effective arrangements to prevent recommendations on placing from being
inappropriately influenced by any existing or future relationships.

2 Investment firms shall establish, implement and maintain effective internal
arrangements to prevent or manage conflicts of interests that arise where persons responsible
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for providing services to the firm's investment clients are directly involved in decisions about
recommendations to the issuer client on allocation.

3 Investment firms shall not accept any third-party payments or benefits unless such
payments or benefits comply with [F14rules made by the FCA under FSMA which were relied on
by the United Kingdom immediately before IP completion day to implement] the inducements
requirements laid down in Article 24 of Directive 2014/65/EU. In particular, the following
practices shall be considered not compliant with those requirements and shall therefore be
considered not acceptable:

a an allocation made to incentivise the payment of disproportionately high fees
for unrelated services provided by the investment firm (‘laddering’), such as
disproportionately high fees or commissions paid by an investment client, or
disproportionately high volumes of business at normal levels of commission provided
by the investment client as a compensation for receiving an allocation of the issue;

b an allocation made to a senior executive or a corporate officer of an existing or potential
issuer client, in consideration for the future or past award of corporate finance business
(‘spinning’);

c an allocation that is expressly or implicitly conditional on the receipt of future orders
or the purchase of any other service from the investment firm by an investment client,
or any entity of which the investor is a corporate officer.

4 Investment firms shall establish, implement and maintain an allocation policy that
sets out the process for developing allocation recommendations. The allocation policy shall
be provided to the issuer client before agreeing to undertake any placing services. The policy
shall set out relevant information that is available at that stage, about the proposed allocation
methodology for the issue.

5 Investment firms shall involve the issuer client in discussions about the placing process
in order for the firm to be able to understand and take into account the client's interests
and objectives. The investment firm shall obtain the issuer client's agreement to its proposed
allocation per type of client for the transaction in accordance with the allocation policy.

Textual Amendments
F13 Words in Art. 40 heading omitted (31.12.2020) by virtue of The Markets in Financial Instruments

(Amendment) (EU Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 45(3)(a) (with savings in S.I.
2019/680, reg. 11); 2020 c. 1, Sch. 5 para. 1(1)

F14 Words in Art. 40(3) inserted (31.12.2020) by The Markets in Financial Instruments (Amendment) (EU
Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 45(3)(b) (as amended by S.I. 2020/1301, regs. 1,
3, Sch. para. 12(p)) (with savings in S.I. 2019/680, reg. 11); 2020 c. 1, Sch. 5 para. 1(1)

Article 41

Additional requirements in relation to advice, distribution and self-placement F15...

1 Investment firms shall have in place systems, controls and procedures to identify and
manage the conflicts of interest that arise when providing investment service to an investment
client to participate in a new issue, where the investment firm receives commissions, fees or any
monetary or non-monetary benefits in relation to arranging the issuance. Any commissions, fees
or monetary or non-monetary benefits shall comply with the requirements in [F16rules 2.3A.5
to 2.3A.7, 2.3A.15, 2.3A.16, 2.3A.19 and 6.2B.11 of the Conduct of Business sourcebook] and
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be documented in the investment firm's conflicts of interest policies and reflected in the firm's
inducements arrangements.

2 Investment firms engaging in the placement of financial instruments issued by
themselves or by entities within the same group, to their own clients, including their existing
depositor clients in the case of credit institutions, or investment funds managed by entities
of their group, shall establish, implement and maintain clear and effective arrangements for
the identification, prevention or management of the potential conflicts of interest that arise in
relation to this type of activity. Such arrangements shall include consideration of refraining from
engaging in the activity, where conflicts of interest cannot be appropriately managed so as to
prevent any adverse effects on clients.

3 When disclosure of conflicts of interest is required, investment firms shall comply
with the requirements in Article 34(4), including an explanation of the nature and source of the
conflicts of interest inherent to this type of activity, providing details about the specific risks
related to such practices in order to enable clients to make an informed investment decision.

[F174 Investment firms which offer financial instruments that are issued by themselves
or other group entities to their clients and that are included in the calculation of prudential
requirements specified in Regulation (EU) No 575/2013, CRR rules, Directive 2013/36/EU UK
law, Part 9C rules, or the law of the United Kingdom or any part of the United Kingdom (“the
UK law”) which was relied on by the United Kingdom immediately before IP completion day to
implement Directive 2014/49/EU of the European Parliament and of the Council, must provide
those clients with additional information explaining the differences between the financial
instrument and bank deposits in terms of yield, risk, liquidity and any protection provided in
accordance with the UK law which was relied on by the United Kingdom immediately before
IP completion day to implement Directive 2014/49/EU of the European Parliament and of the
Council.]

Textual Amendments
F15 Words in Art. 41 heading omitted (31.12.2020) by virtue of The Markets in Financial Instruments

(Amendment) (EU Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 45(4)(a) (with savings in S.I.
2019/680, reg. 11); 2020 c. 1, Sch. 5 para. 1(1)

F16 Words in Art. 41(1) substituted (31.12.2020) by The Markets in Financial Instruments (Amendment)
(EU Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 45(4)(b) (with savings in S.I. 2019/680, reg.
11); 2020 c. 1, Sch. 5 para. 1(1)

F17 Art. 41(4) substituted (1.1.2022) by The Financial Services Act 2021 (Prudential Regulation of Credit
Institutions and Investment Firms) (Consequential Amendments and Miscellaneous Provisions)
Regulations 2021 (S.I. 2021/1376), regs. 1(3), 27(3)

Article 42

Additional requirements in relation to lending or provision
of credit in the context of underwriting or placement F18...

1 Where any previous lending or credit to the issuer client by an investment firm, or an
entity within the same group, may be repaid with the proceeds of an issue, the investment firm
shall have arrangements in place to identify and prevent or manage any conflicts of interest that
may arise as a result.

2 Where the arrangements taken to manage conflicts of interest prove insufficient to
ensure that the risk of damage to the issuer client would be prevented, investment firms shall
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disclose to the issuer client the specific conflicts of interest that have arisen in relation to their,
or group entities', activities in a capacity of credit provider, and their activities related to the
securities offering.

3 Investment firms' conflict of interest policy shall require the sharing of information
about the issuer's financial situation with group entities acting as credit providers, provided this
would not breach information barriers set up by the firm to protect the interests of a client.

Textual Amendments
F18 Words in Art. 42 heading omitted (31.12.2020) by virtue of The Markets in Financial Instruments

(Amendment) (EU Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 45(5) (with savings in S.I.
2019/680, reg. 11); 2020 c. 1, Sch. 5 para. 1(1)

Article 43

Record keeping in relation to underwriting or placing F19...

Investment firms shall keep records of the content and timing of instructions received
from clients. A record of the allocation decisions taken for each operation shall be kept to
provide for a complete audit trail between the movements registered in clients' accounts
and the instructions received by the investment firm. In particular, the final allocation
made to each investment client shall be clearly justified and recorded. The complete
audit trail of the material steps in the underwriting and placing process shall be made
available to competent authorities upon request.

Textual Amendments
F19 Words in Art. 43 heading omitted (31.12.2020) by virtue of The Markets in Financial Instruments

(Amendment) (EU Exit) Regulations 2018 (S.I. 2018/1403), regs. 1(3), 45(6) (with savings in S.I.
2019/680, reg. 11); 2020 c. 1, Sch. 5 para. 1(1)
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