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THE NEW REGULATORY NORMAL
Periods of industry-redefining regulatory change are hardly new. What 
is unprecedented is the volume and relentless pace of regulation. 
Organizations have to ensure they can implement the system code 
changes and update operating processes to comply with the welter 
of new legislation, regulatory initiatives and rule amendments. And 
they have less time in which to react to those changes. To further 
complicate matters, the regulations are coming from multiple sources, 
with no consideration of whether the objectives are complementary or 
conflicting, and what the cumulative impact will be. 

In this paper we examine the operational pressures resulting from 
the steady succession of regulations, and discuss strategies firms 
can employ to meet the challenges and help position themselves to 
prosper going forward.

OMNIPRESENT REGULATION
Two primary objectives are driving the extensive regulatory agenda: 
a desire for enhanced market surveillance and more effective market 
reconstruction capabilities, says Manisha Kimmel, Executive Director 
with the Financial Information Forum (FIF). Some of the regulatory 
initiatives target long-standing goals and have been in the works for 
some time. Others are more recent reactions to more current events 
such as the financial crisis, Madoff’s Ponzi scheme and the ‘flash 

crash,’ where the damage inflicted on market and investor confidence 
has put legislators and regulators under pressure to craft new rules.

Going forward, areas of regulatory discussion and emphasis could shift 
from surveillance and regulatory reporting to wider market structure 
issues, such as the role played by self-regulatory organizations, 
suggests Ms. Kimmel. But whatever the specific areas of future focus, 
the volume and scope of regulation affecting industry participants is 
not a cyclical phenomenon set to ease off as the extraordinary events 
of recent years fade into memory, reckons Ms. Kimmel. Instead this is 
the new regulatory norm. 

Many of the regulations are complex and broad, so the first challenge 
is to understand what the rules entail in practice. Once the details 
have been assessed, the next step is to figure out what changes will 
be necessary. In most cases the work effort is huge. The data that 
regulators want may not even exist on any firm’s platform. And if it 
can be housed, there may be no method to pass that data between 
participants on the Street who need it. Therefore, the changes 
required are often not straightforward process amendments, but 
involve a fundamental overhaul in the way broker/dealers operate. 

The introduction of new regulators – such as the Consumer Financial 
Protection Bureau – and greater direct interest in participants’ 
activities by the Federal Reserve add to the data gathering and 

MAJOR REGULATORY CHANGES: A SNAPSHOT

Below are just some of the major regulatory initiatives that impact 
the broker/dealer community:

Cost Basis Reporting – New rules require financial intermediaries 
such as brokers, custodians, issuers and mutual funds to report 
adjusted cost basis information to investors and the Internal 
Revenue Service (IRS). The legislation aims to provide investors with 
information to accurately report gains/losses on their tax filings. It 
has a staggered rollout for stock transactions, mutual funds and other 
instruments (including debt securities and options), and involves 
intermediaries undertaking sustained, multi-year investments in 
systems upgrades to track and capture the information. 

Large Trader Reporting – Designed to help the Securities and 
Exchange Commission (SEC) identify and analyze the trading 
activities of significant market participants to determine their 
impact. The SEC can then reconstruct market events, conduct 
investigations and bring enforcement actions. 

Entities and individuals with substantial trading activity have to 
register with the SEC through Form 13H. Broker/dealers will have 
to maintain transaction records for each large trader and promptly 
report that data to the SEC upon request. The rule leverages a 
modified version of the SEC’s existing Electronic Blue Sheets  
(EBS) system. 

Electronic Blue Sheets – The Intermarket Surveillance Group (ISG) 
is enhancing the blue sheets with new data elements, along with 
additional submission formats, to improve the regulatory agencies’ 
ability to analyze broker/dealer trading activities. Effective date for 
compliance has been pushed back again to May 1, 2014.

Consolidated Audit Trail (CAT) – In response to the ‘flash crash,’ 
the SEC proposed a new rule (Rule 613 under Regulation NMS) that 
requires the self-regulatory organizations (SROs) to establish a CAT 
system, so regulators can track orders received and executed across 
the securities markets. The SROs are in the process of developing 
a plan for the system, including developing requirements for how 
broker/dealers will interact with it. The deadline has already been 
extended twice.

Foreign Account Tax Compliance Act (FATCA) – To combat 
tax evasion by U.S. taxpayers, FATCA imposes reporting and 
withholding obligations on domestic and foreign financial 
institutions that have U.S. clients, hold U.S. assets, or make and/
or receive payments from U.S. sources. Implementation of the first 
phase has been delayed to July 1, 2014.Institutions must be able to 
identify which direct and indirect account holders are U.S. investors 
by improving Know Your Customer (KYC) and client on-boarding 
processes, and adding new classifications to customer records. 
Securities master files must be amended so each security can be 
classified to determine which are of U.S. origin and thus subject 
to the rules, and downstream systems revamped to ensure they 
use the classifications correctly to drive tax calculations and the 
reporting processes.

Regulation SCI – To enhance market resiliency against 
technological vulnerabilities, the SEC has proposed rules that 
would require key market participants – including SROs, and 
various alternative trading systems and clearing agencies – to 
ensure their core systems meet certain standards, as well as 
conduct business continuity testing.
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reporting requirements. Divergent practices and rule conflicts further 
exacerbate the challenges. While the various regulators are doing 
a better job of coordinating their efforts, a lot of the rules are not 
harmonized. This creates a layering of compliance responsibilities, 
with attendant system reengineering needed to meet them. 

For example, the initial data elements demanded by KYC rules have 
been progressively expanded, first under Large Trader and then CAT. 
Recently, the Financial Industry Regulatory Authority (FINRA) added 
a new rule regarding KYC and investor suitability, which may require 
firms to report additional data elements. The Treasury Department is 
now following up with its own KYC rule.

Limited Resources, Unlimited Demand 
While new regulatory developments are a perpetual, and at times 
welcome and/or necessary feature of the business environment, the 
scope and unremitting pace of in recent years are stretching firms’ 
capacity to the limit. 

IT RESOURCES
New and changing regulations are putting enormous strain on 
organizations’ technology resources, a situation made worse by the 
often stringent implementation timetables. Broker/dealers who 
are unable to meet regulatory deadlines will either be unable to do 
business, or risk being fined. To avoid such a drastic outcome, firms 
usually allocate their IT resources six months to a year ahead to 
ensure they devote sufficient time and effort to each project. In the 
current environment, where timelines for rolling out new regulations 
have been shrinking, that resource allocation approach is becoming 
increasingly challenging.

NASDAQ’s symbology project is a case in point. In August NASDAQ 
announced plans to expand the symbology for NASDAQ listed 
companies to allow the use of delimiters and suffixes, an initiative 
set to take effect originally in January 2014. Due in large part to 
technology concerns, NASDAQ extended the date to July 2014. To 
make the code changes to accommodate the expanded symbology 
requires considerable work1. Absent the extension, firms would have 
been forced to redirect resources from other projects. Yet there are 
multiple such competing projects, all demanding the commitment 
of (often substantial) resources, and all with urgent compliance or 
business deadlines. Trade-offs are inevitable, even with extended 
regulatory dates.

The difficult task of forecasting future regulatory projects makes 
it tough to allocate appropriate resources when crafting strategic 
technology plans. Unexpected regulatory-related projects squeeze 
business initiatives and system enhancements designed to improve 
services to clients.

Making so many code changes in such a limited period also increases 
technology risk, by shortening the development cycle available for 
firms to vet and test those alterations. The upshot – as seen with 
various exchanges and market players – can be serious system 
outages and consequent disruption, heightening financial risk. 

SHIFTING GOALPOSTS
In situations where it becomes clear the industry cannot comply by 
the initial rule deadline, regulations have been pushed back, in some 
cases multiple times. This was the case with Large Trader Reporting. 
In August the SEC modified “Phase Two” of the rule’s implementation 
by limiting the number of broker/dealers that will need to comply with 
the recordkeeping and reporting requirements as of November 1, 2013 
and narrowed the scope of reportable activity. The remaining broker/
dealers will now fall under a new “Phase Three,” giving them another 
two years to prepare.

However, delays are often accompanied by additional rule tweaks that 
force firms to make further system amendments, which may escalate 
costs. For example, on November 1, 2013 – the day the rule was due to 
take effect – FINRA and other ISG members once again extended the 
effective date for compliance with the new EBS data element changes 
to May 1, 20142. The original effective date of August 31, 2012 had 
already been extended to May 1, 2013 and then to November, with 
accompanying modifications to the record layout and Transaction 
Type Identifiers.

DATA AVAILABILITY AND CONSISTENCY
Inconsistencies between different rules in the data required and the 
availability of that data are another problem area. 

The difficulties can be seen, for instance, with FINRA’s FinOps, the 
Treasury International Capital (TIC) reporting system and Form 
Custody, a new SEC rule largely due to take effect on June 1, 2014. 
Each requires information reporting broken down by discrete asset 
class. However, the rules want the asset holdings reported at a 
level of detail that most firms do not have in their security master 
files. As a result, firms must undertake internal code changes 
to identify securities types according to the classifications of the 
various reporting regimes and thereby extract the necessary data. 
Inconsistencies between regulators in the way they want information 
also means firms may have to code an asset in different ways to meet 
the various reporting obligations.

COSTS 
Ultimately, the increasingly burdensome regulatory environment is 
making it significantly more expensive to run a broker/dealer platform. 
Indeed, the number of registered broker/dealers has declined more 
than 14 percent since 2006. While the decline is certainly not entirely 
attributable to rising regulatory costs, the fact remains that the costs 
associated with regulatory compliance are increasing. 

If they are to survive and thrive, firms need to reassess their operating 
models to find a more sustainable and cost effective approach. 

1 As an illustration, the code change will take Thomson Reuters at least 200 work days.

2 The extension actually created more work for Thomson Reuters, and doubtless other industry participants, since the code change had been moved into production to meet the effective date. As 
a result, we had to back out of the code change, which we will reintroduce on May 1, 2014.

The difficult task of forecasting future regulatory 
projects makes it tough to allocate appropriate 
resources when crafting strategic technology plans.



 
Collaboration helps foster agility as well. Firms need to keep 
pace with the evolving regulatory landscape and shifting industry 
practices, but this is not easy given the speed of change. The shared 
expertise of a broad-based community can significantly shorten the 
development cycle for crafting necessary code changes. 

•	 Cost Control and Risk Mitigation 
The cost for broker/dealers to develop and maintain a standalone 
internal platform is substantial, and growing. Firms need to 
employ subject matter experts to dissect each regulation to 
understand what responsibilities it imposes. They must then 
devote significant investment to developing the technology 
capabilities to ensure the firm can meet its responsibilities, in a 
world where domestic and international regulation is constantly 
evolving. There will also be substantial ongoing maintenance 
expenditure to keep the platform running and updated with any 
subsequent regulatory amendments or technology innovations. 
Working with a third-party provider who is dedicated to developing 
and maintaining tools and capabilities that enable user firms to 
continue meeting their compliance responsibilities minimizes 
expense and hassle. The broker/dealer is no longer burdened with 
sizable fixed costs from employing in-house IT teams. Instead, 
the greater technology economies of scale that a third-party 
vendor enjoys will result in a more cost efficient solution. Utilizing 
a sophisticated, integrated operational infrastructure from a 
tried and tested provider will also maximize process automation 
for internal users within the broker/dealer as well as the firm’s 
financial advisors, helping improve efficiencies and customer 
service. In addition, a demonstrably robust platform, backed by 
clear Business Continuity Planning (BCP) policies, will address 
investor concerns regarding the need for systems resiliency. 
 
These benefits are especially pronounced with a service bureau 
model. It allows the provider to quickly roll out updates to its 
systems – be they regulatory changes, instrument innovations 
or technology advances. Having a single platform means 
any evolutions can be made at scale, keeping the changes 
economically viable for the provider and thus its clients. And 
because the core system capabilities provided to clients can be 
kept uniform, rather than having to maintain multiple legacy 
product versions, the platform is easier to support down the line.  

•	 Focus on Core Competencies 
Developing technology in-house takes considerable time, expense 
and expertise. Yet the back office is a commoditized area that 
offers no meaningful competitive differentiators – after all, no 
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BENEFITS OF COLLABORATION
As the FIF’s Ms. Kimmel points out, broker/dealers’ ability to 
comply with their regulatory responsibilities is not a competitive 
differentiator. Compliance is based on a common understanding of 
the rules and industry consistent responses, since regulators require 
standardization if they are to manage the data volumes involved. 

Industry participants increasingly recognize there is no value 
in expending their limited resources on developing proprietary 
technology to meet the firm’s compliance obligations. Instead, a more 
cost-efficient answer lies in collaborating with industry groups, peers 
and trusted third-party providers. This approach offers multiple and 
manifest benefits.

•	 Shared Expertise and Common Solutions 
Becoming part of a larger community is a resource-efficient way 
for industry participants to get involved in the rule-making process 
and navigate the operational challenges. Regulations have a 
major impact on firms, but there is an opportunity for broker/
dealers and their providers to affect the outcome by being active 
at an early stage in their formulation. By taking part in industry 
working groups, and engaging with regulators and broader 
industry participants, firms and vendors can play an important 
role in shaping the regulations and how they are implemented.  
 
Interactive vendors will also be better positioned to develop 
effective technology responses. As Ms. Kimmel observes, 
increasingly vendors are seen not just as suppliers, but as partners 
who broker/dealers rely on to provide domain expertise beyond 
pure technology. Growing regulatory and market complexity is 
leading to higher levels of provider/client interdependency. In this 
environment, a collaborative technology approach is imperative. A 
vendor who works with a broad user community, who joins forces 
with customers to exchange ideas and combines the expertise of 
multiple parties, will be equipped to create better solutions.  
 
Wherever possible, this means developing compliance capabilities 
that adopt a standardized approach, to provide regulators with 
the consistency of information and delivery they demand. At the 
same time, the platform must be built with sufficient flexibility 
to enable individual firms to meet their specific regulatory 
responsibilities. The key lies in an open architecture-based 
platform that makes it easy to get data in and out of the system in 
an efficient and scalable manner. Combining it with a flexible data 
services model gives users access to the data they need through a 
variety of interfaces, and lets them dictate how often they receive 
data updates, who has access to the data, where they store data 
and how it is organized.  

COLLABORATION: BENEFITS TO BROKER/DEALERS
•	 Foster common understanding of evolving regulatory requirements among industry groups, broker/dealers and vendors.

•	 Create improved technology solutions and system execution.

•	 Reduce technology implementation and maintenance costs.

•	 Free broker/dealer SMEs to concentrate on risk mitigation, testing and oversight of technology.

•	 Focus internal technology resources on core competencies and priorities in order to strengthen firms’ compliance frameworks and 
maximize competitive advantages.
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client will care how their dividend check is processed, as long as it is carried out in a correct and timely manner. 
Leveraging an existing back-office platform with proven credentials as a reliable and cost efficient solution 
frees broker/dealers to focus their resources and expertise on those front office and risk mitigation functions 
where they can add real value for their clients.  
 
Furthermore, a third-party solution, especially when adopted on a service bureau basis, allows the user to be 
up-and-running and benefiting from the system’s capabilities much quicker, with readily available scalability 
that gives firms the flexibility to capitalize on opportunities when and where they arise. 

CONCLUSION 
The incessant barrage of regulatory initiatives, and their increasingly onerous deadlines, are putting broker/
dealers’ technology capabilities under severe pressure. In this environment, few broker/dealers have the resources 
and expertise to maintain robust proprietary platforms that can keep pace with the changes and ensure the firm 
continues to meet its compliance responsibilities. For the majority, collaborating with a third-party systems partner 
with proven industry expertise and a resilient, scalable and functionally-rich platform makes far greater sense.
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