Market Participant
Classifications: Regulatory Tiers
in Global Financial Markets

Understanding the regulatory classification of market participants is essential for
financial institutions and investors alike. This presentation explores the hierarchical
structure of market access, from retail traders to prime brokerage clients, examining how
regulations define trading privileges, protections, and opportunities across global
markets.
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Why Classification Matters

Market participant classification serves as the fundamental framework

determining:

Products and markets accessible to different traders
Mandatory regulatory protections

Capital and margin requirements

Disclosure obligations from counterparties
Execution options and trading venues

Fee structures and trading costs

[ Regulatory Objectives
Classifications balance two competing priorities:

1. Protecting less sophisticated investors from inappropriate
risk

2. Enabling efficient capital markets through appropriate
access for qualified participants

Classification determines WHO can trade WHAT and HOW



The Classification Spectrum
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As participants ascend this regulatory ladder, they gain access to more sophisticated products and trading privileges while receiving fewer mandatory
protections. The movement up this hierarchy typically requires increases in capital, expertise, trading activity, and/or institutional status.



Retail Trader / Client

Definition

Individual or small entity trading with personal capital, without meeting criteria for
professional classification

Key Characteristics

e Highest level of regulatory protection

e Restricted product access

e Stringent leverage limits (e.g., 30:1 for major FX pairs in EU)
e Mandatory appropriateness/suitability assessments

* Best execution obligations from brokers

e Protected by investor compensation schemes

Example: Private investor using an online brokerage

platform to trade listed equities, ETFs, and limited
derivatives with personal funds.



Professional Client / Trader

Equivalent Terms by Region

EU (MiFID II) us Key Thresholds

Professional Client Accredited Investor €500K portfolio value (EU)
$1M net worth excluding primary residence (US)

Per se Professional Qualified Client Institutional status
$2.1M net worth or $1M AUM with adviser

Elective Professional — >10 significant trades per quarter
>1 year financial sector experience

Key Access Privileges

Professionals gain access to a broader range of products including complex derivatives, higher leverage ratios, and reduced mandatory disclosures. They
explicitly waive certain retail protections in exchange for these privileges.

® Reclassification from retail to professional status results in the loss of significant protections, including compensation scheme coverage and
suitability requirements.



Sophisticated Investor

Regulatory Definition Access Privileges

A legal classification enabling participation in unlisted or higher-risk Uiising] alieres el seanmiies

securities without a full prospectus, based on:

e Certification by a regulated adviser Private placements

e Meeting specific income/wealth thresholds

e Demonstrable investment experience
Select hedge fund products

Primarily used in UK (FCA), Australia (ASIC), and select other jurisdictions.

Complex structured products

Instruments exempt from prospectus requirements

Example: An entrepreneur with proven investment experience and substantial assets, certified by a qualified accountant as understanding the risks of
non-mainstream investments.



Qualified Investor / Qualified Purchaser

Stringent Asset Requirements

S5M+ $25M+

US Qualified Purchaser (Individual) US Qualified Purchaser (Entity) EU Qualified Investor

Minimum investments owned by an individual to Minimum investments owned by an institutional Typical minimum investment threshold for

qualify under the 1940 Investment Company Act entity to qualify under the 1940 Investment participation in qualified investor funds under EU
Company Act Prospectus Regulation

Strategic Significance

This classification unlocks access to sophisticated private market opportunities including venture capital funds, private equity partnerships, and certain
hedge fund strategies that are entirely inaccessible to lower-tier investors.



Institutional Investor

Definition

Entities trading and investing on behalf of
others, with significant assets under
management and professional
investment teams.

Examples: Pension funds, sovereign
wealth funds, insurance companies,
endowments, mutual fund managers, and
central banks.

Unique Access

e Direct interbank FX markets
e Primary market bond issuance

e OTC derivatives with customised
terms

* Block trading facilities

e Dark pools and alternative trading
systems

e Securities lending and borrowing



Market Maker / Liquidity Provider

Definition

Firms or trading desks contractually obliged to quote two-sided markets (both buy and
sell prices) for specific instruments to ensure continuous liquidity.

Special Privileges

e Exchange fee rebates and incentive structures
» Direct market access (DMA) capabilities

e Reduced or waived exchange fees

e Special order types and execution priorities

e Co-location services with exchanges

Market makers perform a critical function by ensuring investors can always transact, even in volatile conditions. In return, they receive structural
advantages that help offset their risk.



Proprietary Trading Firm ("Prop Desk")

Definition Key Advantages Regulatory Status

Firms that trade exclusively with their own Prop firms typically invest heavily in Proprietary trading firms may operate under
capital for direct profit, not on behalf of technology infrastructure to gain various regulatory frameworks, from lightly
clients. They typically employ quantitative microsecond advantages in execution regulated entities to fully regulated broker-
strategies, statistical arbitrage, and high- speed. Many utilise co-location services, dealers or investment firms, depending on
frequency trading techniques. placing their servers in the same data their activities and jurisdictions.

centres as exchange matching engines.

Example: A Chicago-based high-frequency trading firm employing statistical models to identify price discrepancies across multiple venues, executing
thousands of trades per second with an average holding period of seconds or minutes.



Prime Brokerage Client

Definition
Hedge funds or large trading entities accessing markets through specialised prime broker “SELL 1000 SHARES”

relationships, typically with major investment banks.

i
i

Distinctive Services

e Consolidated clearing and settlement
e Cross-margining across asset classes
e Financing for leveraged positions

e Securities lending for short selling

e Synthetic exposure creation

e Capital introduction services

e Risk analytics and reporting

Typical Clients: Hedge funds, asset managers with
alternative strategies, family offices with sophisticated
trading operations, and proprietary trading groups.



Cross-Jurisdictional Comparison
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Despite conceptual similarities, regulatory classifications differ significantly across jurisdictions. These differences create operational challenges for

global financial institutions that must map clients correctly within each regulatory framework, particularly when serving multinational clients.



Product Access by Classification
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This chart illustrates the relative access to different product categories across classification tiers, with values representing approximate percentage
access to the full range of instruments within each category. Note the significant restrictions on retail access to sophisticated products.



Leverage Allowances by Classification

Maximum Leverage Ratios Under EU MiFID II Framework

30:1 20:1 10:1 5:1

Retail - Major FX Retail - Minor FX Retail - Commodities Retail - Equities
Maximum leverage for major Maximum leverage for minor Maximum leverage for non-gold Maximum leverage for individual
currency pairs (e.g., EUR/USD) currency pairs and gold commodities equities
Retail - Crypto Professional
Maximum leverage for Typical leverage available to
cryptocurrency CFDs professional clients (broker-
dependent)

Professional and institutional traders can access substantially higher leverage than retail clients under the same broker. This disparity reflects the
regulatory premise that sophisticated participants can better manage the amplified risks of leveraged trading.



Regulatory Protections by Classification

Retail Protections Professional Protections Institutional Protections

* Negative balance protection * Negative-balanceprotection (optional) * Negative-batanceprotection

e Mandatory risk warnings * Mandatoryrisk-warnings (limited) * Mandatoryrisk-warnings

e Leverage restrictions e teveragerestrictions (minimal) » teveragerestrictions

e Suitability requirements * Suitabitity requirements (limited) * Suitabitity reqtirernents

* Best execution guarantees » Best execution (modified standards) » Best execution (negotiated standards)
e Investor compensation schemes * investorcompensation-schemes (limited) * Investorcompensation-schemes

e Standardised risk disclosures e Simplified risk disclosures e Customised risk disclosures

e Segregated client funds e Segregated client funds Negotiated fund protections

The regulatory framework assumes that as sophistication increases, participants require fewer mandated protections and can negotiate appropriate
safeguards based on their specific needs and risk tolerances.



Reclassification Pathways

Retail Investor

Professional Status

Qualified/Sophisticated

Opting Up Considerations Opting Down Considerations
* Loss of regulatory protections * Increased regulatory safeguards

e Access to more complex products e More stringent broker obligations
e Potentially lower trading costs e Reduced product access

e Higher leverage availability e Potential for higher fees



IFB Bank

Financial

I[FB Bank Classification Framework

IFB Bank employs a comprehensive classification matrix that maps clients to appropriate regulatory categories across multiple jurisdictions. This
framework ensures:

Regulatory Compliance Product Suitability

Proper client categorisation in accordance with local regulations in Access to appropriate products and services based on client
each operating jurisdiction classification and needs

Client Mobility Targeted Services

Clear pathways for clients to change classification as their Tailored offering that acknowledges the specific needs and

circumstances evolve capabilities of each client segment



Strategic Implications for Financial Institutions

Operational Considerations Business Opportunities
e Client onboarding workflows must accurately capture classification Strategic classification management enables:
criteria

e Structured "graduation’ of retail clients to professional status
e Systems need to enforce product access controls by classification

* Development of specialised offerings for each client tier
e Staff training on classification requirements is essential

» Creation of educational pathways helping clients qualify for higher
e Regular reviews of client classifications should be scheduled tiers

e Cross-border clients may have different classifications in different . Balancing regulatory compliance with commercial objectives

jurisdictions _ . _ o
e Establishment of clear competitive advantages in specific client

segments

Financial institutions that develop sophisticated approaches to client classification gain both compliance advantages and strategic differentiation in
increasingly competitive markets.



Key Takeaways

Classification Hierarchy Access & Protections

Market participant classifications form a sophisticated regulatory As participants move up the classification ladder, they gain access to
framework that balances market access with investor protection across more sophisticated products and higher leverage while regulatory

a spectrum from retail to institutional. protections progressively diminish.

Jurisdictional Variation Strategic Importance

Despite conceptual similarities, significant differences exist in how For financial institutions, sophisticated management of client

major jurisdictions define and implement these classifications, creating classifications represents both a compliance requirement and a
challenges for global operations. strategic opportunity for competitive differentiation.

For further information on specific classification criteria or to discuss your particular circumstances, please contact the IFB
Bank Regulatory Advisory Team.



