CONSEQUENCES OF CATEGORISATION AS A
PROFESSIONAL CLIENT OR AS AN ELIGIBLE
COUNTERPARTY
(Summary of Lost Protections)

Original Issue Date:

June 2019

Approver(s):

Board of Directors

Owner(s):

Leverate Financial Services Ltd

Contact Person:

Chief Executive Officer

Operational Applicability:
Geographic applicability:
Last Revision Date:

Consequences of categorisation as a
professional client or as an eligible
counterparty – Summary of Lost Protections
All personnel - brokerage
EEA
November 2020

Last Reviewed Date:
Other Languages:

November 2020
N/A

Classification:

CONSEQUENCES OF CATEGORISATION AS A PROFESSIONAL
CLIENT OR AN ELIGIBLE COUNTERPARTY
INTRODUCTION
Leverate financial Services Ltd (hereinafter “LFS” or “we” or “us”) provides services directly to clients that
qualify automatically as ‘retail clients’, as ‘professional clients’ or as ‘eligible counterparties’, or otherwise
those that have the necessary expertise, experience and knowledge to be categorized as ‘elective
professional clients’.
We provide this document to you as a clear written warning of the protections and investor compensation
rights you may lose by being categorized as an ‘eligible counterparty’, as opposed to a ‘professional client’,
or as a ‘professional client’, as opposed to a ‘retail client’.
This document is not intended to be comprehensive and it summarizes certain provisions. While accurate at
the time of publication, applicable regulations are subject to change. We will seek to keep this document up
to date and will publish the most recent version on our website(s), but we are not required to notify you of
any such changes.
Section 1 of this document sets out the differences in regulatory protection that apply to a ‘professional
client’ as compared with a ‘retail client’ in relation to MiFID or equivalent third country business in respect
of services provided from Cyprus.
Section 2 sets out the differences in regulatory protection that apply to an ‘eligible counterparty’ as
compared to a ‘professional client’, again in relation to MiFID or equivalent third country business in respect
of services provided from Cyprus.
Terms used in this document have the same meanings as in our ‘Client Agreement - Terms and Conditions
of Business’ (which is/are published on our website(s), unless the contrary intention appears. References in
this document to professional clients shall include both per se and elective ‘professional’ clients.
References in this document to ‘professional clients’ shall include elective ‘professional clients’ and
references to ‘eligible counterparties’ shall include elective ‘eligible counterparties’.
It is important that you read and understand this document before you consent to being treated as a
‘professional client’ or ‘eligible counterparty’, as the case may be. Should you have any questions, please do
not hesitate to contact us.

CONSEQUENCES OF CATEGORIZATION AS A ‘PROFESSIONAL CLIENT'
1.

INFORMATION

A.

Communication with clients:

1.1.

A firm must ensure that its communications with all clients are fair, clear and not misleading.

1.2.

However, the way in which a firm may communicate with professional clients (about itself, its services
and products, and its remuneration) may be different from the way in which the firm communicates
with retail clients.

Leverate Financial Services Limited is a Cypriot Investment Firm regulated by the Cyprus Securities and Exchange
Commission (CySEC) (License No.160/11)
Page 2 of 10

1.3.

A firm’s obligations in respect of the level of detail, medium and timing of the provision of information
are different depending on whether the client is a retail or professional client.

B.

Information about costs and associated charges:

1.4.

A firm must provide clients with information on costs and associated charges. The information provided
may not be as comprehensive for professional clients as it must be for retail clients.

C.

Description of the nature and risks of packaged investments:

1.5.

A firm that offers an investment service with another service or product or as part of a package or as a
condition of the same agreement or package with a retail client must:
(i) inform retail clients if the risks resulting from the agreement or package are likely to be different
from the risks associated with the components when taken separately; and
(ii) provide retail clients with an adequate description of the different components of the agreement
or package and the way in which its interaction modifies the risks.

1.6.

The above requirements do not apply in respect of professional clients.

D.

Information about a financial instrument in respect of which a prospectus is available:

1.7.

Where a firm provides retail clients with information about a financial instrument that is the subject of
a current offer to the public and a prospectus has been published in connection with that offer, it must:
(i) inform such retail clients where that prospectus is made available to the public; and
(ii) do so in good time before the provision of investment services or ancillary services.
(iii) The above requirements do not apply in respect of professional clients.

E.

Information about currency fluctuations:

1.8.

Where a firm provides a retail client with information which contains an indication of the past
performance of a financial instrument, a financial index or an investment service, and the indication
relies on figures denominated in a currency other than that of the Member State in which that
retail client is resident, the firm must state the relevant currency and provide enhanced warnings
that returns may increase or decrease as a result of currency fluctuations.

1.9.

This requirement does not apply in respect of professional clients.

2.

ORDER EXECUTION POLICY

2.1.

A firm must provide a retail client with a summary of its Order Execution Policy (focused on the total
cost the client incurs). This summary must provide a link to the most recent execution quality data
for each execution venue listed in the Order Execution Policy.

2.2.

Firms are not obliged to provide a summary that complies with these specific requirements to
professional clients.

2.3.

Information on a firm’s Order Execution Policy is, however, required to be provided to professional
clients; our Order Execution Policy is available on our website(s).
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3.

BEST EXECUTION

3.1.

In relation to its MiFID business, a firm must take all sufficient steps to obtain the best possible
results for its clients when executing orders. The application of and the relative importance of the
relevant execution factors will vary depending on whether the client is a retail client or a professional
client.

A.

Retail clients:

3.2.

Where orders are executed on behalf of a retail client, total consideration must be the overriding
factor in determining best execution:
(i) A firm must determine the best possible result in terms of the total consideration, representing
the price of the financial instrument and the costs related to execution, which must include all
expenses incurred by the retail client which are directly related to the execution of the order,
including execution venue fees, clearing and settlement fees and any other fees paid to third
parties involved in the execution of the order.
(ii) A firm should take into consideration all factors that will allow it to deliver the best possible result
in terms of the total consideration, representing the price of the financial instrument and the
costs related to execution.
(iii) Speed, likelihood of execution and settlement, the size and nature of the order, market impact
and any other implicit transaction costs may be given precedence over the immediate price
and cost consideration only insofar as they are instrumental in delivering the best possible result
in terms of the total consideration to the retail client.

B.

Professional clients:

3.3.

Where orders are executed on behalf of a professional client a range of factors may be considered in
determining best execution:
(i) A firm should determine the relative importance of each of the execution factors or establish a
process by which the firm will determine the relative importance of the execution factors.
(ii) The relative importance that the firm gives to those execution factors must be designed to obtain
the best possible result for the execution of its professional clients’ orders. The characteristics of
the client (including the categorization of the client as retail or professional) will have a bearing
on the firm’s determination of the various factors’ relative importance.
(iii) Ordinarily, the regulation would expect that price would merit a relative importance in obtaining
the best possible result for professional clients. However, in some circumstances for some
professional clients, orders, financial instruments or markets, the policy may appropriately
determine that other execution factors are more important than price in obtaining the best
possible result.

3.4.

You can obtain more information in our Order Execution Policy for Institutional Clients, which is
published on our website(s).
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4.

DIFFICULTY IN CARRYING OUT ORDERS

4.1.

In relation to order execution, firms must inform retail clients about any material difficulty relevant to
the proper carrying out of orders promptly on becoming aware of the difficulty.

4.2.

This is not required in respect of professional clients.

5.

CUSTODY

A.

Registration and recording of legal title:

5.1.

In order to effect the registration or recording of legal title to a safe custody investment in a
firm’s own name as permitted in certain circumstances by the MiFID regime as applicable, a firm is
only required to notify a professional client that the firm may do this whereas the consent of a retail
client is required.

B.

Use of safe custody assets:

5.2.

Under MiFID, firms that use retail clients’ assets can do so only to do so for the purposes of entering
into securities financing transactions.

5.3.

Firms may use the assets of professional clients on terms agreed between such clients and the firm in
accordance with the MiFID regime as applicable.

5.4.

Where a firm enters into arrangements for securities financing transactions in respect of safe custody
assets held by it on behalf of any retail client or otherwise uses such safe custody assets for its own
account or the account of another client of the firm the regulation requires that:
(i) the firm ensures that relevant collateral is provided by the borrower in favor of the retail client;
(ii) the current realizable value of the safe custody asset and of the relevant collateral is monitored
daily; and
(iii) the firm provides relevant collateral to make up the difference where the current realizable value
of the collateral falls below that of the safe custody asset, unless otherwise agreed in writing by
the retail client.

C.

Title transfer collateral arrangements:

5.5.

Firms may not enter into title transfer collateral arrangements in respect of assets belonging to retail
clients.

5.6.

This ban does not apply to assets belonging to a professional client.

6.

CLIENT MONEY

A.

Retail clients:

6.1.

Under MiFID, the requirements under the client money rules are more prescriptive and provide
more protection in respect of retail clients than in respect of professional clients. In particular:
(i) Interest: a firm must pay a retail client any interest earned on client money held for that client
unless it has otherwise notified the retail client in writing; and
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(ii) Title transfer collateral arrangements: a firm must not enter into title transfer collateral
arrangements in respect of money belonging to a retail client.
B.

Professional clients:

6.2.

The above requirements ((6.1)(i) and (ii)) do not apply to professional clients.

7.

DEPRECIATIONS IN VALUE REPORTING

7.1.

A firm that holds a retail client account that includes positions in leveraged financial instruments
or contingent liability transactions must inform the retail client, where the initial value of each
instrument depreciates by 10 per cent, and thereafter at multiples of 10 per cent, no later than the
end of the business day in which the threshold is exceeded or, in a case where the threshold is
exceeded on a non-business day, the close of the next business day.

7.2.

These requirements do not apply in respect of professional client accounts.

8.

SUITABILITY AND APPROPRIATENESS

A.

Suitability:

8.1.

If a firm makes a personal recommendation or manages investments for a client in the course of
MiFID business, it is required to obtain and consider the following information in relation to the client:
(i) the client's knowledge and experience in the investment field relevant to the specific type
of investment or service;
(ii) the financial situation of the client; and
(iii) the client's investment objectives.

8.2.

However, when making a personal recommendation or managing investments to or on behalf of a
professional client, a firm is entitled to assume that, in relation to the products, transactions and
services for which the professional client is so classified, the client has the necessary level of
experience and knowledge in order to understand the risks involved in the transaction or in the
management of his portfolio.

8.3.

This assumption cannot be made for a retail client and firms must assess this information separately.

8.4.

A firm, when making a personal recommendation to a per se professional client, may also assume
that the client is able financially to bear any related investment risks consistent with his investment
objectives. However, as this assumption is limited to per se professional clients, a firm cannot make this
assumption for either retail or elective professional clients and firms must assess this information
separately.

8.5.

Where a firm makes personal recommendations to a retail client the firm is required to provide retail
clients with a suitability report, but it is not required to provide such a report to professional clients.

B.

Appropriateness:

8.6.

When assessing appropriateness for non-advised services (i.e. where we do not make personal
recommendations or carry on portfolio management), a firm may be required to determine whether
the client has the necessary experience and knowledge in order to understand the risks involved in
relation to the product or service offered or demanded.
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8.7.

Where such an appropriateness assessment requirement applies in respect of a client, the firm
may assume that a professional client has the necessary experience and knowledge in order to
understand the risks involved in relation to those particular investment services or transactions, or
types of transaction or product, for which the client is classified as a professional client.

8.8.

A firm may not make such an assumption for a retail client and must determine that a retail client does
have the necessary level of experience and knowledge.

9.

REMUNERATION AND INCENTIVISATION OF STAFF

9.1.

In relation to retail clients, firms are specifically required not to make any arrangement by way of
remuneration, sales targets or otherwise that could provide an incentive to staff to recommend a
particular financial instrument to a retail client when it could offer a different financial instrument
which would better meet that client’s needs.

9.2.

For all clients, firms are nonetheless required to ensure that they do not remunerate or assess the
performance of staff in a way that would conflict with their duty to act in the best interests of their
clients.

10. SHARE TRADING OBLIGATION
10.1. There is a requirement in certain circumstances for shares to be traded on certain venues. This
obligation can be ignored where trades in such shares are carried out for professional clients in certain
circumstances (but not for retail clients).

11. EXCLUSION OF LIABILITY
11.1. A Firms’ ability to exclude or restrict any duty or liability owed to clients is narrower under the
applicable rules in the case of retail clients than in respect of professional clients.

12. THE FINANCIAL SERVICES OMBUDSMAN
12.1. The services of the Financial Ombudsman Service may not be available to professional clients, unless
they are, for example, consumers, small businesses or individuals acting outside of their trade, business,
craft or profession.

13. INVESTOR COMPENSATION FUND
13.1. We are a member of the Cyprus Financial Services Compensation Fund. Retail clients may be entitled
to claim compensation from that fund if we cannot meet our obligations to them. This will depend on
the type of business, the circumstances and the amount of the claim.
13.2. Professional clients are not entitled to claim compensation from the Cyprus Financial Services
Compensation Fund if we cannot meet our obligations to them.
_____________________
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CONSEQUENCES OF CATEGORISATION AS AN ELIGIBLE COUNTERPARTY
1.

CLIENT AGREEMENT

1.1.

MiFID requires that a firm when dealing with a professional or retail client:
(i) enters into a written basic agreement, on paper or other durable medium, with the client which
sets out the essential rights and obligations of the firm and the client;
(ii) in good time and before a client is bound by the terms and before the provision of services
commences, provides the client with:
•

the terms of any such agreement; and

•

the information about the firm and its services relating to that agreement, including
information on communications, conflicts of interest and authorized status.

1.2.

These requirements do not apply when a firm is dealing with an ‘eligible counterparty. Nevertheless all
our clients are provided with our ‘Client Agreement – Terms and Conditions of Business for
Professional Clients and Eligible Counterparties’; a copy of the current version of our ‘Client
Agreement – Terms and Conditions of Business for Professional Clients and Eligible Counterparties’
can also be found on our website(s).

2.

APPROPRIATENESS

2.1.

By categorizing you as an eligible counterparty, a firm is not required to assess the appropriateness of
investment services or products that may be provided or made available to you as an eligible
counterparty.

3.

BEST EXECUTION

3.1.

Where a firm executes an order for a professional client, the firm is subject to an obligation to take all
sufficient steps to obtain the best possible execution result for the professional client’s order. In
discharging this obligation, the firm must consider a number of execution factors, to allow it to deliver
the best possible result for the professional client, in accordance with the firms’ Order Execution Policy.
These execution factors include price, cost, speed, likelihood of execution and settlement, size, nature
or any other consideration relevant to the execution of the order.

3.2.

Where you are treated as an eligible counterparty, we will not be under an obligation to take all
sufficient steps to obtain the best possible execution result for you.

4.

ORDER HANDLING

4.1.

Where a professional client places an order, a firm is under an obligation to execute orders in
accordance with certain procedures and arrangements, which provide for the prompt, fair and
expeditious execution of the order, relative to other client orders or the firms’ trading interests, in
accordance with the firms’ Order execution Policy.

4.2.

Where you are treated as an eligible counterparty, our Order Execution Policy and related order
handling protections may not apply.
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5.

TARGET MARKET IDENTIFICATION AND COMPATIBILITY

5.1.

Where a firm manufactures financial instruments for sale to clients, the firm must ensure that those
financial instruments are designed to meet the needs of an identified target market of end clients,
ensure that the distribution strategy for the financial instruments is compatible with the identified
target market, and take reasonable steps to ensure that the financial instruments are distributed to the
identified target market.

5.2.

The firm is also obliged to understand the products offered or sold to professional clients. The firm
must assess the compatibility of the products offered or sold to professional clients as compared with
their needs and ensure that the products are only offered or sold to professional clients where this is
in the clients’ interests.

5.3.

Where you are treated as an eligible counterparty, these protections will no longer apply to you.

6.

DISCLOSURES ON FINANCIAL INSTRUMENTS, COSTS
REMUNERATION AND COMMISSIONS

6.1.

Firms must provide professional clients with certain disclosures, relating to the nature and risks of
financial instruments traded for or with them, and information on all costs and charges (including
fees, commissions, charges and expenses) in relation to the provision of investment services, ancillary
services and, where applicable, financial instruments traded with or for them, in accordance with
laws and regulations.

6.2.

Where you are treated as an eligible counterparty, the information which we may provide to you (in
some cases, with your agreement) may not be as comprehensive or detailed as it would be for a
professional client.

6.3.

When providing services to a professional client, firms are under an obligation to disclose to the
client if they pay or receive a fee or commission or provide or are provided with a non-monetary
benefit in connection with the services we provide to the client, to or by a third party. In addition, firms
may only pay or receive such fee, commission or non- monetary benefit if the payment or benefit
is designed to enhance the quality of the service provided to the professional client and does not
impair their duty to act honestly, fairly and professionally in accordance with the best interests of the
professional client.

6.4.

Where you are treated as an eligible counterparty, we shall not be restricted in this manner, when
paying or receiving such fee, commission or non-monetary benefit in connection with the services
we provide to you. In addition, we shall not be required to make disclosure as to the payment or
receipt of such fee, commission or non-monetary benefit to you.

7.

PACKAGED PRODUCTS

7.1.

Where a firm offers an investment service together with another service or product as part of a package
or as a condition for the same agreement or package, the firm must inform a professional client
whether it is possible to buy the different components separately and provide the client with the costs
and charges of buying each component separately.

7.2.

Where you are treated as an eligible counterparty, we will not be under an obligation to make such
disclosures to you.

AND CHARGES,
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DISCLAIMER
These materials have not been prepared with regard to the specific investment objectives, financial situation or
particular needs of any specific client. They are published solely for information purposes and should not to be
construed as an invitation or offer to buy or sell any securities or related financial instruments or to participate in any
particular trading strategy. No recipient should construe the contents of these materials as legal, tax, accounting,
regulatory, or other specialist or technical advice or services or investment advice or a personal recommendation. No
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability
of the information contained herein, nor is it intended to be a complete statement or summary of the procedures or
processes that LFS may undertake or a guarantee that the services described herein comply with all applicable laws,
rules and regulations.
These materials should not be regarded by recipients as a substitute for the exercise of their own judgment.
We are under no obligation to update or keep current the information contained herein, and past performance is not
necessarily indicative of future results. Neither LFS nor any of its directors, officers, employees or agents accepts any
liability for any loss or damage arising out of the use of all or any part of these materials or reliance upon the
information contained herein. Additional information may be made available upon request. Clients wishing to effect
transactions should contact their local sales representative.
LFS specifically prohibits the redistribution or reproduction of these materials in whole or in part without our prior
written permission and accepts no liability whatsoever for the actions of third parties in this respect.
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