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Concentration risk requirements

Application and Purpose

Application
R This chapter applies to a BIPRU firm. It applies irrespective of whether the

Purpose
G &
G &
G &

firm adopts the standardised approach or the IRB approach. If it adopts the
IRB approach, it applies irrespective of whether the firm adopts the
foundation IRB approach or the advanced IRB approach.

BIPRU-10This chapter sets out rules and guidance for large exposures
and implementsthe concentration risk capital component (the
CNCOM), implementing the large exposures requirements of articles
66(3) (in part) and 106 to 18117 and paragraph 7 of Annex V of the
Banking Consolidation Directive and articles 28 to 32 and Annex VI
of the Capital Adequacy Directive.

A large exposure may be in the form of a loan to a single borrower, or
it may arise across many transactions involving different types of
financial instruments with several counterparties within the same
group of companies. Where a firm's exposure to its counterparty is
large, it risks a large loss should the counterparty default. Such a loss
may be sufficient on its own to threaten the solvency of the firm.

The purpose of BHPRU-10this chapter is to ensure that a firm manages
its exposure to counterparties within appropriate limits set in relation
to its capital resources.

Restricted application for UCITS
investment firms

This chapter only applies to a UCITS investment firm with respect to
its designated investment business. For this purpose scheme
management activity is excluded from designated investment business.






10.2 Identification of exposures

10.2 R {£Unless BIPRU 10.2.2R applies, an Unless BIPRU 10.2.2R applies, an

A1 exposure is any of the items included in exposure is any of the items included
BIPRU 3.2.9R (Exposure classes for the in BIPRU 3.2 XR [xx: standardised
purposes of the standardised approach) or ereditrisk}-orthe-table-in-BIPRY
the table in BIPRU 3.7.2R (Classification = 3-72R;-whetherheld-in-the-trading
of off-balance-sheet items for the book or the non-trading book, without
purposes of the standardised approach),  appheation-ofthe-risk-weight-or
whether held in the trading book or the S nl el e oo e Lo
non-trading book, without application of
the risk weight or degrees of risk there
provided for.

&

10.2.2 R Anexposure does not include:

(1)  anexposure which is entirely deducted from a firm's capital
resources;

(2) inthe case of foreign currency transactions, exposures incurred in
the ordinary course of settlement during the 48 hours following
payment; or

(3) inthe case of transactions for the purchase or sale of securities,
exposures incurred in the ordinary course of settlement during the
five working days following payment or delivery of the securities,
whichever is earlier.

10.2.3 G  Anexposure does not include:

(1) atransaction entered into by a firm as trustee or agent without
personal liability on the part of the firm;

(2)  indemnities for lost share certificates; or

(3)  (where the firm acts as lessor, mortgagee or owner of goods under a
hire-purchase arrangement) contingent liabilities for injuries,
damage or loss on the part of the counterparty to that arrangement in
respect of the goods that are the subject of that arrangement.

10.2.4 G  If afirm takes a credit risk charge against an exposure equal to the value of

that exposure, this can count as a capital deduction for the purposes of
BIPRU 10.2.2R(1).






10.3 Identification of counterparties
10.3.1 R Anindividual counterparty may be a natural or legal person.
10.3.2 G  Examples of a counterparty include:

(1)  the customer or borrower; this includes governments, local
authorities, public sector entities, individual trusts, corporations,
unincorporated businesses (whether as sole traders or partnerships)
and non-profit making bodies;

(2)  where the firm is providing a guarantee, the person guaranteed;

(3)  for aderivatives contract, the person with whom the contract was
made;

(4)  for exchange traded contracts novated through a central clearing
mechanism, that central clearing mechanism;

(5)  where a bill held by a firm has been accepted by a credit institution,
the acceptor; and

(6)  where afirm is funding the activities of a company that trades on an
exchange (whether as principal or on behalf of clients), that
company.

Identification of counterparties for guaranteed exposures

103.3 R () bi ; —_ litions in relati it risl
managementinBHPRU-5XXR-whereWhere an exposure to a

counterparty is guaranteed by a third party, a firm may treat the
exposure as an exposure to the third party and not to the
counterparty.

(2)  Indeciding whether or not to treat the exposure as an exposure to the
third party a firm must ensure that the identification of
counterparties for concentration risk purposes is applied in a
consistent manner.

(3)  Where the guarantee is denominated in a currency different from that
in which the exposure is denominated, the amount of the exposure
deemed to be covered must be calculated in accordance with the
provisions on the treatment of currency mismatch for unfunded
credit protection in BIPRU 5 (Credit risk mitigation) and, if
applicable, BIPRU 4-16-4.10 (The IRB approach: Credit risk

mitigation).

(4) A mismatch between the maturity of the exposure and the maturity
of the protection must be treated in accordance with the provisions
on the treatment for maturity mismatch in BIPRU 5 and, if
applicable, BIPRU 4.10.




(5)  Partial coverage must be treated in accordance with BIPRU 5 and, if
applicable, BIPRU 4.10.

(6) A guarantee may only be treated in accordance with (1) if the firm
complies with the eligibility requirements and other minimum
requirements set out in BIPRU 5 and, if applicable, BIPRU 4.10 for
the purposes of calculating risk-weighted exposure amounts-tnder

thoshmeaad oo onranely

@) For the purpose of this rule, guarantee includes a credit derivative
recognised under BIPRU 5 and, if applicable, BIPRU 4.10, other
than a credit linked note.

An example of the eligibility requirements and other minimum
requirements set out in BIPRU 5 as referred to in BIPRU 10.3.3R(6) is the
requirement for a legal review in BIPRU 5.2.3R.

CZLEEEEBLEQ

Groups of connected clients

:

3.410

The Glossary defines a group of connected clients.

w
o1

s

3510 G  {HRelationships between individual counterparties which might be
considered to constitute a single risk for the purposes of the definition of
group of connected clients include:

E:

(  {2)undertakings in the same group; e e T

1

)

( {bcompanies whose ultimate owner companieswhose ultimate owner

2 (whether wholly or significantly) is the  {whetherwhelhy-ersignificanthy-is

)  same individual or individuals, and the same-individual or- tndividuals;
which do not have a formal group and-which-do-not-have-aformal
structure; group structure;

( {e)companies having common directors —eempanies-having-commen

3 or management; and directors-or- management;-and

)

(  {hcounterparties linked by cross counterparties-linked-by cross

4  guarantees guarantees

)



=
(@)
w
-

3
2

10.3.101
0.3.12

10.3.111
0.3.13

(@)

2)The FSA would not regard the normal business relationships between
companies which are competitors, and to which none of the relationships
listed in {5BIPRU 10.3.6G apply, as falling within the definition of group
of connected clients.

Connected counterparties

R

For the purposes of BIPRU 10, and in relation to a firm, a connected
counterparty means another person ('P") to whom the firm has an exposure
and who fulfils at least one of the following conditions:

(1) Pisclosely related to the firm; or
(2)  Pisan associate of the firm; or

(3) the same persons significantly influence the governing body of P and
of the firm; or

(4)  the firm has an exposure to P that was not incurred for the clear
commercial advantage of the firm or the firm's group and which is
not on an arm's length basis.

Exposures to counterparties, groups of connected clients and connected
counterparties

R

A firm's total exposure to a counterparty must be calculated by summing its
exposures to that counterparty, including both trading book exposures and
non-trading book exposures.

A firm's total exposure to a group of connected clients must be calculated
by summing its exposures to the individual persons within that group of
connected clients, including both trading book exposures and non-trading
book exposures.

A firm's total exposure to connected counterparties must be calculated by
summing its exposures to all the firm's connected counterparties, including
both trading book exposures and non-trading book exposures.

Exposures to trustees

R

If a firm has an exposure to a person (‘A") when A is acting on his own
behalf, and also an exposure to A when A acts in his capacity as trustee,
custodian or general partner of an investment trust-ef, unit trust-e, venture
capital or other investment fund-e¥, pension fund_or a similar fund (a "fund),

the firm may treat the latter exposure as if it was an-expesure-to-a-different

persento the fund, unless such a treatment would be misleading.

When considering whether the treatment described in BIPRU
10-3:-1010.3.12R is misleading, factors a firm should consider include:

(1)  the degree of independence of control of the fund, including the



relation of the fund's board and senior management to the firm or to
other funds or to both;

(2)  the terms on which the counterparty, when acting as trustee, is able
to satisfy its obligation to the firm out of the fund of which it is

trustee;

(23)  whether the beneficial owners of the fund are connected to the firm,
or related to other funds managed within the firm's group, or both;
and

(34) for aconnected counterparty, whether the lean-is+nadeexposure
arises from a transaction entered into on an arm's length basis.

0.3.14

In deciding whether a transaction is at arm's length for the purposes of

BIPRU 10-3.:6R-10.3.8R(4) and BIPRU 16:3-316{310.3.13G(4), the

following factors should be taken into account:

(1)  the extent to which the person to whom the firm has an exposure
('A") can influence athe firm's operations, through e.g. the exercise of
voting rights;

(2)  the management role of A where A is also a director of the firm; and

(3)  whether the leanexposure would be subject to the firm's usual
monitoring and recovery procedures if repayment difficulties
emerged.






10.4

104.1

Measurement of exposures to counterparties and issuers
General

R Unless specifically mentioned, BIPRU 10.4 applies both to non-trading
book and trading book exposures.

(3)  the exposures due to the transactions, agreements and contracts
orrad 1o ol . on

R {&For the purpose of calculating the value of an exposure, exposures are
divided into counterparty exposures and issuer exposures.

[=s]

~anWhen calculating a firm's total
exposure to a counterparty it must sum the counterparty exposures and the
issuer exposure-means:exposures to that counterparty.

I

The same asset may give rise to a counterparty exposure and an issuer
exposure. For example a purchased option creates an exposure to the other



party to the option and the issuer of the underlying security.
Definition of issuer exposures

10.4.5 R The issuer exposure to an individual counterparty must be calculated by
summing the following items:

(1)  the excess — where positive — of the firm's long positions over its
short positions in all the CRD financial instruments issued by the
counterparty in guestion, in accordance with BIPRU 10.4.28R
(Further details about the calculation of issuer exposures:
Establishing the net position in the non-trading book) and BIPRU
10.4.30R (Further details about the calculation of issuer exposures:
Establishing the net position in the trading book); and

(2)  the firm's net underwriting exposure to that counterparty.
Definition of issuer exposures: Position risk

10.4.6 R An issuer exposure to a person in the non-trading book does not include an
exposure that gives rise to a counterparty exposure to that person.

10.4 G {a)In general an issuer exposure in the non- — any-expesure-in-the-trading-boek

i trading book means any exposure that, if it — that-ghvesrise-to-aposition-thatis
were in the trading book and subject to the — subjectto-the-market-risk-capital
standard market risk PRR rules: B e

(1 (binthe case of a derivative in relation — any-exposureth-the-neh-trading
) toaCRD financial instrument) would  beekthatHi-were-inthe-trading

give rise to a notional position in the booleendonine Lo dnoslopao e
CRD financial instrument underlying marketrisk-PRRrules:

that derivative; or

(2)  would give rise to a similar notional position in a CRD financial
instrument other than the one that the firm actually holds.
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A credit linked note may be an example of an instrument falling within
BIPRU 10.4.7G(2).

A firm's long physical position in a security held in the non-trading book is
generally included as a counterparty exposure rather than an issuer
exposure.

BIPRU 10.4.5R(1) includes any exposure in the trading book or non-

trading book that would give rise to a notional position under the standard
market risk PRR rules.

The netting of long and short positions under BIPRU 10.4.5R(1) includes

the notional positions in the underlying which arise from derivative
transactions.

For the purposes of BIPRU 10.4.5R(1), a firm may, when calculating its net

position in CRD financial instruments in the non-trading book, include
counterparty exposures excluded from the issuer exposure calculation
under BIPRU 10.4.6R. However any counterparty exposure used in this
way is still subject to the provisions of this chapter about counterparty
€Xposures.

This paragraph illustrates how BIPRU 10.4.12R works. Say that a firm has
a holding of shares in its non-trading book. Say that the firm has bought a
put option over those shares, which it also holds in its non-trading book.
The holding of shares gives rise to a counterparty exposure to the issuer of
those shares and the option gives rise to a counterparty exposure to the
person who wrote the option. The option also gives rise to an issuer
exposure to the issuer of the shares. The firm may use BIPRU 10.4.12R to
eliminate that issuer exposure by netting its position to zero by taking into
account its long non-trading book position in those shares. If it does so, the
firm will still have counterparty exposures to the issuer of the shares and
the counterparty under the option.

Another example of how BIPRU 10.4.12R works is this. Say that a firm has
a long non-trading book position in a debt security together with an
offsetting credit derivative. If the conditions in BIPRU 10.3.3R
(Identification of counterparties for guaranteed exposures) are met the firm
may, for the purposes of the calculation of the counterparty exposure, treat
itself as having an exposure to the provider of the credit derivative rather
than to the issuer of the debt security. This means that the counterparty
exposure to the issuer of the debt security is zero. In calculating the issuer
exposure the firm may net the long position in the debt security against the
short notional position arising out of the credit derivative. The effect is that
the issuer exposure to the issuer of the debt security is also zero. Hence the
firm has no exposure to the issuer of the debt security.

To the extent that BIPRU 10.4 does not otherwise explain what positions
are included in BIPRU 10.4.5R(1) or how to calculate a net position for the
purpose of BIPRU 10.4.5R(1), a firm must apply the provisions of the
applicable standard market risk PRR rules or the ones that would apply if
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the position were in the trading book.

A firm must not offset exposures in the non-trading book and trading book
against each other for the purpose of calculating an issuer exposure except
to the extent allowed by the standard market risk PRR rules.

{3)For the purposes of B{PRU-10the-counterparty-erissuerthis chapter, the
counterparties with respect to an exposure falling into (2}-isBIPRU

10.4.5R(1) are the persenpersons who isare or would be treated as thean
obligor under the standard market risk PRR rules in question.

AyForthe-purpesesDefinition of BIPRU-10a-counrterparty-exposure-meansany
expesure-netwithin{2)-issuer exposures: Underwriting

CEZRTEIED

In accordance with BIPRU 7.8 (Securities underwriting), a firm should

include net underwriting exposures to an issuer in the calculation of its total
exposure to that issuer.

Definition of counterparty exposures

R

(s}

I®

A counterparty exposure means, with respect to the non-trading book, any
exposure as defined in BIPRU 10.2 (Identification of exposures) held in the
non-trading book.

A counterparty exposure means, with respect to the trading book, any
exposure as defined in BIPRU 10.2 (Identification of exposures) due to the
transactions, agreements and contracts referred to in BIPRU 14.2.2R (List
of trading book exposures that give rise to a counterparty risk credit charge)
and held in the trading book, including credit derivatives.

For example BIPRU 10.4.19R to BIPRU 10.4.20R mean that a share only

gives rise to a counterparty exposure when it is held in the non-trading
book.

Calculation of counterparty exposures

R

[=s]

{HSubject to 2)anrd-(3)BIPRU 10.4.23R to BIPRU 10.4.24R, the value of a
firm's counterparty exposures, whether in its non-trading book or its
trading book, is the amount at risk calculated in line with GENPRU 4.3:1.3

(Valuation).

A firm which-has-a-trading-beok-must calculate the value of its
counterparty exposures in its trading book due-te-the-transactions;

agreements and contracts referred to in BIPRU 14.X.XR [xx: Annex ] in

the manner laid down in BIPRU 14 (Capital requirements for settlement and
counterparty risk) for the calculation of exposure values. For these



10424 R
10.4.25  Iss
uer
Ex
poes
b¥re
sR
10426 R

purposes the reference in BIPRU 14.2.11R (How to calculate exposure
values and risk-weighted exposure amounts for the purpose of calculating
the counterparty risk capital component) to the provisions of the IRB

approach must-be-excludedfrom-the reference - BHPRU-14.Xdoes not

apply XR-{para-5-AnnextH

3)ExpesuresCounterparty exposures arising from-the-items—referred-to-in
the-definition-of financial derivative instruments must be calculated in

accordance with one of the methods set out in BIPRU 43-13 (Financial

derivatives, SFTs and long settlement transactions). For the purposes of
BIRPRU-10JARRexH-Part2-paragraph-2]this chapter, BIPRU 13.6.6R
(Scope of CCR internal model method) also applies.

A firm must not offset exposures in the non-trading book and trading book
for the purpose of calculating counterparty exposures except to the extent
permitted under the standardised approach or, if applicable, the IRB
approach.

For the purposes of this chapter, the counterparty with respect to a
counterparty exposure is the person who would be treated as the person to
which the firm has the exposure under the standardised approach or, if
applicable, the IRB approach.

Further details about the calculation of issuer exposures: General

BIPRU 16-4-1010.4.28R to BIPRU 16-4.2610.4.42R apply to issuer
exposures arising under BIPRU 10.4.5R(1).

Further details about the calculation of issuer exposures: Establishing the net
position in the non-trading book

104910 R
4.27
104101 R
0.4.28
104111 R
0.4.29

A firm must calculate the value of an exposure to the issuer of a
seeurityCRD financial instrument which is held in the firm's non-trading
book as the sum of the excess, where positive, of the book value of all long
positions over all short positions (the net long position), for each identical
CRD financial instrument issued by that issuer.

For the purposes of BIPRU 16-4-1610.4.28R, short positions in one
seeurityCRD financial instrument may be used to offset long positions in a
non-identical seeurityCRD financial instrument issued by the same issuer if
both the seeuritiesCRD financial instrument are denominated in the same
currency, and:

(1)  where both the seeuritiesCRD financial instrument are fixed rate,
they are within the same residual maturity time band, one year or
less, or over one year; or

(2)  where both the seeuritiesCRD financial instrument are index linked,
they are within the same residual maturity time band referred to in
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(1); or
(3)  Dboth the seeuritiesCRD financial instrument are floating rate.

Further details about the calculation of issuer exposures: Establishing the net
position in the trading book

R Afirm must calculate the value of an exposure to the issuer of a
seeurityCRD financial instrument which is held in the firm's trading book
by calculating the excess of the current market value of all long positions
over all short positions in all the seeuritiesCRD financial instruments issued
by that issuer.

Further details about the calculation of issuer exposures: Netting

R For the purposes of BIPRU 106-4-1110.4.28R and BIPRU 16-4-1410.4.30R,
the short positions must be netted against the long positions in
seeuritiesCRD financial instruments with the highest specific risk PRAs.

Further details about the calculation of issuer exposures: Netting between
different issuers

R A firm must not offset an exposure to one issuer against an exposure to

another issuer (whether in the trading book or the non-trading book) even

where:
(1)  theissuers are a group of connected clients; and

(2)  the exposures are non-identical exposures which meet the conditions
in BIPRU [10.4.29R.

Further details about the calculation of issuer exposures: Forward agreements



104171 R Afirm must include as a long position a commitment by it to buy:
0.4.33

(1)  adebtsecurity or an equity at a future date; and

(2)  under a note issuance facility, at the request of the issuer, a security
which is unsold on the issue date.

104181 R Afirm must include as a short position a commitment by it to sell a debt
0.4.34 security or an equity at a future date.

Further details about the calculation of issuer exposures: Interest rate, foreign
currency and equity swaps

104191 G  Aninterest rate leg of an equity swap, or an interest rate or currency swap,
0.4.35 does not generate an issuer exposure.

104201 R Where the equity leg of an equity swap is based on the change in value of
0.4.36 an individual equity, it must be treated as giving rise to an exposure to the
issuer of the equity.

Further details about the calculation of issuer exposures: Option positions

104211 R When determining its exposure to an issuer arising from an option, a firm

0.4.37 must value the-netionalprincipal-ef-an option as the amount of principal
underlying the option.

104221 R Afirm must treat:

(1)  awritten put option as a long position in the underlying security
valued at the strike price or the market price of the underlying
security, whichever is lower;

(2)  apurchased put option as a short position in the underlying security
valued at the strike price or the market price of the underlying
security, whichever is lower; and

(3)  apurchased call option as a long position in the underlying security
equal to the book value of the option provided that the contract has
been given a book value in the firm's accounts.

104231 G A written call option does not generate exposure-to-an issuer exposure.
0.4.39

104241 R (1)  Thisrule applies in relation to an option if a firm:
0.4.40

(@ hasa CAD 1 permission;

(b) the scope of the CAD 1 waiver covers that option; and



(c) the CAD 1 permission is for a CAD 1 model for option risk
aggregation as described in BIPRU 7.9.7G _(Types of CAD 1

model).

(2)  This rule also applies in relation to an option if a firm:
(@) has aVaR model permission; and

(b) the scope of the VaR model permission covers that option.

(3)  Fhefirm-may-use-the-modelA firm may take as the exposure value
of an option the delta weighted value of the notional underlying the
option calculated using the models described in (1) and (2)-fer-the
purpose of calculating the market value of that option, to the extent

that those values are relevant for the calculations in BIPRU
be10.4.37R.

Further details about the calculation of issuer exposures: Indices and baskets of
equities or securities

R Subject to BIPRU 146:4.-2610.4.42R, a firm must treat an index or basket of
debt securities or equities as giving rise to a series of exposures to the
issuers of the underlying securities or equities in accordance with the

provisions of BIPRU 7.2 (Interest rate PRR) or BIPRU #3:7.3 (Equity PRR
and basic interest rate PRR for equity derivatives).

R A qualifying equity index does not generate an exposure of the type
described in BIPRU 16-4.2510.4.41R.

Securities financing transactions

R Afirm with securities financing transactions in its trading book or its non-
trading book must calculate its exposure to:

(1)  theissuer of the security it has sold in a repurchase agreement; and

(2)  the counterparty to the securities financing transaction (subject to
BIPRU 10.3.3R (Identification of counterparties for guaranteed
exposures) and BIPRU 10.6_(Exemptions)).

UnderwritingTreatment of accrued interest and dividends due

GR
to-that-issuwerSubject to BIPRU 10.4.45R, when calculating an exposure, a
firm must include accrued interest and dividends due.

R A firm may use the following method of calculating the total amount of a

firm's exposures in the non-trading book to a counterparty, connected
counterparties or a group of connected clients as an alternative to that in
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10.4.291

0.4.47

BIPRU 10.4.44R:

)

2

I

if the total amount of the exposures is less than 20% of the firm's
capital resources (ignoring accrued interest), the accrued interest

element need not be included in the calculation of the amount of the
exposures in the non-trading book; and

if the total amount of the exposures (ignoring accrued interest) is
more than 20% (but less than 25%) of the firm's capital resources,
the firm must be able to demonstrate that the total amount of the
exposures, including the accrued interest element, meet the limits in
BIPRU 10.5 (Limits on exposures and large exposures) and that it
meets any related CNCOM.

The reason for BIPRU 10.4.45R is the systems difficulties of including

accrued interest in the total amount of exposures in the non-trading book.

Exposures to undisclosed counterparties

R A firm must not incur an exposure to an undisclosed counterparty unless:

1)

)

it has satisfied itself that it will continue to meet the limits in BIPRU

10.5 (Limits on exposures and large exposures) for non-trading book
exposures and trading book exposures and will continue to meet any

CNCOM; and

it has made and retained a record of the steps it has taken to comply
with (1).
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Limits on exposures and large exposures
Definition of large exposure

R Alarge exposure of a firm means its total exposure to a counterparty,
connected counterparties; or a group of connected clients, whether in the
firm's non-trading book or trading book or both, which in aggregate equals
or exceeds 10% of the firm's capital resources.

CapialDefinition of capital resources

(s}

A firm must calculate its capital resources for the purposes of this chapter

in accordance with GENPRU 2.2 (Capital resources) and BIPRU 10.5.3R to
BIPRU 10.5.5R

R Fe%Sub|ect to BIPRU 10. 5 4R! for the purposes of theJarg&e*pesu%eﬁmrts
: 3 his chapter, a
f|rm S capltal resources mean tetalc agltal resources calculated at stage (N)
of the calculation in the capital resources table (Total tier one capital

reseurees-plus tier two capital resourees-after deductions-(stage{(P}-of-the
capital resources table),

R For the purposes of monitoring against the trading book limits and charge
regime, as set out in BIPRU 10:5:910.5.11R -to BIPRU 10:5:1210.5.22R,
and calculating a firm's CNCOM-in-accordance-with-BIPRU-10.5-14R a
firm's capital resources may include tier three capital resources, in which
case a firm's capital resources mean capital resources calculated at stage

(MT) of the capital resources table (Total capital after deductions).
Ne A firm must not take into account the following items:

PEFLECLE P

(1)  surplus provisions (see GENPRU 2.2.190R to GENPRU 2.2.193R);

or

(2)  expected loss amounts and other negative amounts (see GENPRU
2.2.236R); or

(3)  securitisation positions (see GENPRU 2.2.237R).
Non-trading book limits

R A firm must ensure that the total amount of its exposures to the following



B

does not exceed 25% of its capital resources (as determined under BIPRU
10.5.2R, BIPRU 10.5.3R and BIPRU 10.5.5R):

(1)  acounterparty; or
(2)  agroup of connected clients; or

(3) its connected counterparties.

inale limi ” :
%ﬂ%&@%@@%@{%}%@%ﬂ@g@lf a connected

counterparty is also a member of a group of connected clients the limit in
BIPRU 108-5:410.5.6R covers the aggregate of the total amount of the firm's
exposures to its connected counterparties and of the total amount of its
exposures to that group of connected clients.

8
2
)
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A firm must not incur large exposures which in total exceed 800% of its

capital resources (as determined under BIPRU 10.5.2R, BIPRU 10.5.3R
and BIPRU 10.5.5R).

If a firm exceeds (or is aware that it will exceed) the limits in BIPRU
10:5:410.5.6R or BIPRU 106:5:610.5.8R it must notify the FSA without
delay.

: kp e

IS
®

A report under BIPRU 16:5:710.5.9R should be made in exceptional
circumstances only. A firm which makes such a report should also provide
the FSA with an explanation as to how the limits came to be exceeded, and
a plan of action for bringing its exposures within the limits. The FSA may,
where the circumstances warrant it, allow a firm a limited period of time in
which to comply with the limits.

=
o

Trading book limits

g

R Exposures in afirm's trading book are exempt from the 25% and 800%
11 limits in BIPRU 16-5:410.5.6R and BIPRU 16-5:610.5.8R if:

(1) the total amount of the exposures on the firm's non-trading book to
the same counterparty or group of connected clients or to its
connected counterparties does not exceed the limits laid down in
those rules, calculated with reference to the definition of capital
resources set out in BIPRU 16:5:210.5.2R, BIPRU 10.5.3R and
BIPRU 10.5.5R, so that the excess arises entirely on the trading
book; and

(2)  the firm meets the additional capital requirements relating to the
concentration risk capital component (CNCOM) in relation to the
relevant trading book exposures.
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R If a trading book concentration risk excess with respect to a counterparty or
te-a group of connected clients or to its connected counterparties has
existed for 10 business days or less, the firm must ensure that the total
amount of its trading book exposures to that counterparty or group of
connected clients or to its connected counterparties does not exceed 500%
of the firm's capital resources.

R A firm must ensure that the total amount of its trading book concentration
risk excesses that have persisted for more than 10 business days does not
exceed 600% of its capital resources.

R Within }—}30 business days of the end of each third mentkMonth, a firm
must notify the FSA of all cases in-the-three-menth-period-ending-at-the-end
of-thatthird-menth-ef-eachof trading book concentration risk excess-that
existedexcesses in that three Month period, giving the amount of the excess
and the name of the counterparty.

I

A trading book concentration risk excess is defined in BIPRU 10.5.20R.

How to calculate the concentration risk capital component

R Afirm's CNCOM mustshould be calculated as part of its credit risk capital

G  requirement (CRCR) in accordance with GENPRU 2:1:2.1 (Calculation of
capital resources requirements).

R Afirm's CNCOM is the sum of its individual counterparty CNCOMs.

R Anindividual counterparty CNCOM is the amount a firm must calculate in
accordance with BIPRU 10-5:1810.5.20R with respect to its exposures to a
particular counterparty or a group of connected clients or to its connected

counterpatrties.

G A CNCOM calculation on a trading book exposure is in addition to, and not
instead of, any capital requirement arising under the market risk capital
requirement or counterparty risk capital component.

R A firm must calculate its individual counterparty CNCOM for its exposures

to a counterparty or group of connected clients that-ghve-rise-to-a-trading
boek-ceneentrationrisk-exeessor to its connected counterparties as follows:

1) break down its total exposure into its eempenentpartstrading book
and non trading book components;

(2) calculate 25% of the firm's capital resources and deduct those parts
of the total exposure which are in the non-trading book;

(3) if the non-trading book exposures deducted in (2) equal 25% of the
firm's capital resources, steps (4)-ane-(5)-do-notapphy, (5) and (6)



(4)

(56)

(67)

(+8)

(89)

do not apply and if so the trading book concentration risk excess
means, with respect to a counterparty, a group of connected clients
or its connected counterparties, all trading book exposures to that
counterparty or group of connected clients or to its connected
counterparties;

if the total amount of the non-trading book exposures deducted in
(2) is less than 25% of the firm's capital resources, take-out-from-the
ealeuJaHena firm must aIIocate (in the order set out in (5))Jehe

] . @
trading book exposures to the unutilised portion of the 25% limit to
that counterparty or counterparties or to its connected
counterparties;

no further trading book exposures can be allocated once the 25%
limit has been reached; the remaining trading book exposures
constitute the trading book concentration risk excess with respect to
that counterparty or group of connected clients or to its connected
counterpatrties;

for the purposes of (4), take-eut-Firstthose-componentparts-of-the
firm's-totala firm must allocate first the individual trading book

expesureexposures with the lowest capital requirements for specific
risk under the market risk capital requirement and/or the lowest
capital requirements under the counterparty risk capital component
and allocate those trading book exposures with the highest capital
requirements last;

the individual counterparty CNCOM is the sum of the capital
requirements for each individual exposure included in the firm's

rematning-tetal-trading book expesureconcentration risk excess in

accordance with (#8) and (89) (each such capital requirement being
an individual CNCOM);

if the trading book concentration risk excess has persisted for 10
business days or less (irrespective of the age of each component
part), the individual CNCOMs must be calculated in accordance with
this formula:

each individual CNCOM = capital requirement referred to in (56)
X 200%;

if the trading book concentration risk excess has persisted for more
than 10 business days (irrespective of the age of each component
part), the individual CNCOMs must be calculated in accordance with
this formula:

each individual CNCOM = capital requirement referred to in (56) x
appropriate percentage in BIPRU 16-5:2010.5.21R.
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The appropriate percentage referred to in BIPRU 16-5-18R{810.5.20R(9)
must be established in accordance with the following:

1)

@)

3)

(4)

()

the commoonenope o e e ol el benl oo 0
remainingafterthe procedure i BHPRU-106-5-18Rindividual
exposures included in the trading book concentration risk excess
must be assigned to the bands in the first column of the table in
BIPRU 16-5:2010.5.22R;

the maximum amount that may be put in any band other than the last
equals the percentage of the firm's capital resources in column 1 of
that table;

no amount may be allocated to the second or any later band unless
the one before has been filled,

exposures must be assigned to the bands in the order established by
BIPRU 10-5:1810.5.20R(56); and

for the purposes of (4), those exposures with the lowest capital

requirements (as referred to in BIPRU 16.5:18R{510.5.20R(6)) must
be assigned first and those with the highest last.

Percentages applicable under BIPRU 16:5:1910.5.21R

This table belongs to BIPRU 10.5.21R

Excess exposure (as a percentage of the Percentage
firm's capital resources)

0% up to 40% 200%
Portion from 40% - 60% 300%
Portion from 60% - 80% 400%
Portion from 80% - 100% 500%
Portion from 100% - 250% 600%
Portion over 250% 900%

The table in BIPRU 10.5.24G sets out an example of a CNCOM calculation.

Example of a CNCOM calculation (all numbers £000s)



This table belongs to BIPRU 10.5.23G

Capital resources position

@) An institutionfirm's capital resources comprises:
£
Tier one and tier two capital resources | 1000
Eligible tier three capital resources 100
Amended capital resources 1100
(2) The components of the large exposure comprise:
£

(@) CounterpartyNon-trading book 200
exposure
(b) Mark to market value of trading book
securities:

%

specific

risk

weight
Short: qualifying bond 1.00 (20)
Long: qualifying commercial 0.25 100
paper
Long: equity 4.00 150
Long: qualifying convertible 1.60 30
Total net long securities position: 260
Total net large exposures position [(a) + (b)] | 460

Calculating the exposure for which incremental capital is needed

(3)

The short position in the qualifying bond is offset against the




highest specific risk weight items — in this case equities:

£

Net long equity position (£150- £20) 130

4) The remaining items are ranked according to specific risk weight.
% Security £
specific
risk
weight
0.25 Qualifying commercial paper 100
1.60 Qualifying convertible 30
4.00 Equity (net) 130

(5) The 'headroom' between the non-securities exposure and 25% of
the amended capital resources is calculated.

£

25% of amended capital base (1100) 275
Non securities exposure 200
Headroom 75

(6) Applying the securities positions in ascending order of specific
risk weight, £75 of the £100 qualifying commercial paper may be
counted before 25% of the amended capital base is reached.
The remaining £25 of qualifying commercial paper, along with
£30 qualifying convertible and £130 equity (net) are traded
securities exposures in excess of the limit and should therefore be
covered by incremental capital. The amount of incremental
capital should be included in the calculation for determining how
much trading book capital an-iastitutiona firm should have.

(7) If the excess exposure has been outstanding for 10 days or less,

the specific risk weights for the elements over 25% of amended
capital resources should be doubled.

The 25% limit (E275) is taken up by £200 counterparty exposure
and £75 securities exposure within the limit. These two items,
when added to the items in bold below, total £460. £460 is the
total net large exposures position as set out in (2) above.




Qualifying commercial £25 x 0.25% x 200% = | 0.125
paper

Qualifying convertible £30 x 1.60% x 200% = | 0.960
Equity £130 x 4% x 200% + 10.400
Additional capital requirement 11.485

(8)

If the excess exposure has been outstanding for more than 10
days, the 25% limit (£275) is taken up by £200 counterparty
exposure and £75 securities exposure within the limit. These two
items, when added to the items in bold below, total £460. £460 is
the total net large exposures position as set out in (2) above.

£

(@)

Over 25% and up to 40% of amended capital
base at 200% (40% of £1100 = £440)

Amount of trading book concentration risk
excess = £185

Proportion of Capital Base= 16.8%
Appropriate % Multiplier Band = 200%

£25 x 0.25% x 200% =

£30 x 1.60% x 200% =

£110130 x 4.00% x 200% =

(b)

Excess exposure 40% - 60% of amended
capital base at 300%

£20 x 4.00% x 300% =

Additional capital requirement [(a)+(b)]
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10.6.1

10.6.2

Exemptions

General exemptions

R

R

The exposures listed in BIPRU 10.6.3R, whether trading book exposures or
non-trading book exposures, are exempt from the limits described in

BIPRU 16.5;10.5 (Limits on exposures and large exposures), provided that

the exposures are to counterparties which are not connected counterparties.

n In BIPRU 10.6.3R and BIPRU 10.6.4R, references to guarantees
BHR  include credit derivatives recognised under BIPRU 5 (Credit risk
RU mitigation) and, if applicable, BIPRU 4.10 (The IRB approach:

10:6. Credit risk mitigation), other than credit linked notes.



(2) BIPRU 10.3.3R(6) (Compliance with minimum credit risk

mitigation requirements) applies for the purpose of BIPRU 10.6.3R
and BIPRU 10.6.4R.

10.6.3 R The exposures referred to in BIPRU 10.6.1R are as follows:

1) asset items constituting claims on central governments or central
banks which claims would unsecured receive a 0% risk weight
under the standardised approach;

(2) asset items constituting claims on international organisations or
multilateral development banks which claims would unsecured
receive a 0% risk weight under the standardised approach;

(3) asset items constituting claims carrying the explicit guarantees of
central governments, central banks, international organisations or
multilateral development banks, where unsecured claims on the
entity providing the guarantee would achievereceive a 0% risk
weight under the standardised approach;

4) other exposures attributable to, or guaranteed by, central
governments, central banks, international organisations; or
multilateral development banks where unsecured claims on the
entity to which the exposure is attributable or by which it is
guaranteed would receive a 0% risk weight under the standardised
approach;

(5) asset items constituting claims on and other exposures to central
governments or central banks not within (1), which are
denominated and, where applicable, funded in the national
currencies of the borrowers;

(6) asset items constituting claims on and other exposures to
institutions, with a maturity of one year or less, but not constituting



10.6.4

10.6.5

R

(7)

(8)

(9)

(10)

(11)

(12)

(13)

such institutions' capital resources-orwhich-would-notcenstitute
irctitutions capital £ iy

asset items constituting claims on EEA States' regional governments
and local authorities which claims would receive a 0% risk weight
under the standardised approach;

other exposures to or guaranteed by EEA States' regional
governments and local authorities claims on which would receive a
0% risk weight under the standardised approach;

asset items constituting claims and other exposures on recognised
third-country investment firms, recognised clearing houses,
designated clearing houses, recognised investment exchanges; and
designated investment exchanges_in CRD financial instruments,
with a maturity of one year or less, but not constituting such
institutions' capital resources;

covered bonds within the meaning of the second paragraph of that
definition;

loans secured by mortgages on residential property and leasing
transactions under which the lessor retains full ownership of the
residential property leased for as long as the lessee has not exercised
his option to purchase, in all cases up to 50% of the value of the
residential property concerned;

the following, where they would receive a 50% risk weight under
the standardised approach, and only up to 50% of the value of the
property concerned:

@) exposures secured by mortgages on offices or other
commercial premises; and

(b) exposures related to property leasing transactions concerning
offices or other commercial premises; erand

bill endorsements on bills with a maturity of 1 year or less already
endorsed by another firm.

For the purposes of BIPRU 10.6.3R (11), the value of the property must be
calculated on the basis of strict valuation standards laid down by law,
regulation or administrative provisions. Valuation must be carried out at
least once a year. For these purposes, residential property means a
residence to be occupied or let by the borrower.

Parental guarantees

R

A firm may treat as exempt from the limits in BIPRU 10.5 (Limits on

exposures and large exposures) an exposure to a counterparty or to a group

of connected clients if the following conditions are met:
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1)
@)

(3)

“4)
(54)

(€5)

the parent undertaking of the firm guarantees that exposure;

the total exposure to that counterparty or group of connected clients
does not exceed 100% of the firm's capital resources;

the total amount of the firm's exposures to connected counterparties
does not exceed 200% of the firm's capital resources_(any exposure
treated as exempt under this rule or under BIPRU 10.6.7R must be
treated as being to the parent undertaking for the purpose of this
paragraph (3) and included in the calculation of the limit in this
paragraph (3));

the firm is-subjeetto-BHPRU-8-3XRcomplies with whichever of
SYSC 3.1.1R (Systems and controls) and SYSC 4.1.1R (General

organisational requirements) applies to it; and

both the firm and the parent undertaking of the firm satisfy BIPRU

3.2.28R3.2.27R (Consolidation condition relating to zero risk
weights for intra-group exposures).

For the purposes of BIPRU 10.6.5R, BIPRU 10.3.3R (3) to (6) (Provisions
relating to the treatment of guaranteed exposures) apply.

Capital maintenance arrangements

A firm may treat as exempt from the limits in BIPRU 10.5 (Limits on

exposures and large exposures) an exposure to a counterparty which is not
a connected counterparty if the following conditions are met:

1)

(2)

3)

the exposure is subject to a legally binding agreement by the parent
undertaking of the firm that it will promptly on demand by the firm
increase the firm’s capital resources by:

€)) an amount that is sufficient to reverse completely the effect
of any loss the firm may sustain in connection with that
exposure; or

(b) the amount required to ensure that the firm complies with
GENPRU 2-1,2.1 (Calculation of capital resources
requirements), BIPRU 10 and any other requirements
relating to capital resources or concentration risk imposed
on the firm by or under the regulatory system;

the firm notifies the FSA in writing enre-menth-in-advanee-of its
intention to enter into the agreement and of its terms at least one
Month before the firm enters into it; and

the conditions in BIPRU 10.3.3R(6) (Compliance with minimum
credit risk mitigation requirements) and BIPRU 10.6.5R (2)- to (65)




10.6.8

10.6.9

10.6.10

are met.

Collateral exemptions: Top slicing

G (1 Fhe FSA-deesnotcondene-the-practice-of-top' Top slicing';-by
which-a-firm involves systematically eoHateralises
partcollateralising only part of an exposure to bring it within the

limits in BIPRU 10.5 (Limits on exposures and large exposures).

(2 Hafirm-top-shices-its-exposures; The practice of top-slicing can
give rise to concerns and will be subject to review by the FSA takes
sueh-activity-inte-aceount-when carrying out the SREP.

Exemptions for firms using the financial collateral simple method under the
standardised approach

R Afirm which uses the financial collateral simple method under the
standardised approach may treat the following exposures secured-by
eellateral-as exempt from the limits described in BIPRU 16-5;10.5 (Limits
on exposures and large exposures), provided that the exposures are to

counterparties which are not connected counterparties:

1) asset items and other exposures secured by collateral in the form of
debt securities issued by central governments-e+, central banks,
international organisations, multilateral development banks; or
EEA States' regional governments; or local authorities, which
securities constitute claims on their issuer which would receive a
0% risk weight under the standardised approach;

(2) asset items and other exposures secured by collateral in the form of
cash deposits placed with the lending firm or with a credit
institution which is the parent undertaking or a subsidiary
undertaking of the lending firm;

(3) asset items and other exposures secured by collateral in the form of
certificates of deposit issued by the lending firm or by a credit
institution which is the parent undertaking or a subsidiary
undertaking of the lending firm and lodged with either of them; and

4) exposures secured by collateral in the form of securities other than
those referred to in (1).

R Cash received under a credit linked note issued by the firm and loans and
deposits of a counterparty to or with the firm which are subject to an on-
balance sheet netting agreement recognised under BIPRU 5 (Credit risk
mitigation) must be treated as falling under BIPRU 10.6.9R(2).

10.6 R For the purposes of BIPRU 10.6.9R(4), Sos it suponcnc o D Dol L0 e DD

A1

the securities used as collateral must be (4);securities-used-as-collateral- must
valued at market price, have a value that  be-valued-at-marketprice,havea
exceeds the exposures guaranteed, and be  value-thatexeceedsthe-exposures
either traded or effectively negotiable and guaranteed,and-be-eithertraded-or



regularly quoted on a recognised L i

investment exchange or a designated quoted on a recognised investment
investment exchange. The excess value bt ados oo el Lo o]
required must be 100%. It must, exchange.. The excess value required

however, be 150% in the case of shares must-be 100%.H-must-however;-be
and 50% in the case of debt securities 150%-in-the-case-of shares-and-50%
issued by institutions, EEA States' inthe-case of debt securitiesissued
regional governments or local authorities — by-tastitutions-EEA-States"regional
other than those referred to in BIPRU cosenppnone o doce o b os clboy

10.6.9R(1), and in the case of debt than those referred to in BIPRU
securities issued by multilateral 10.6.9R(1), and in the case of debt
development banks other than those securities issued by multilateral
receiving a 0% risk weight under the B e s e L

standardised approach. Where there isa  receiving-a-0% risk-weight underthe
mismatch between the maturity of the Shombeeiint e soeen U e s
exposure and the maturity of the credit s a mismatch between the maturity of
protection, the collateral must not be B e
recognised. Where the issuer of securities ereditprotectionthe-coHateral-must
used as collateral is an institution, such N

collateral may not constitute the of securities used as collateral is an
institution's capital resources. Siebeno e enl oo el
; e inctitition: il
e
. .
would ||au_eﬁ elens_tltu_teel_eapltal
BIPRU firm.
10.6 R {2Afirm may only recognise collateral for A-firm-may-netrecognise-colateral
12 the purpose of BIPRU 10.6.9R if the for the purpose-of (1) it s not

collateral complies with the eligibility eligible under the financial collateral
requirements and other minimum i .

requirements set out in BIPRU 5 (Credit

risk mitigation) for the purposes of

calculating risk-weighted exposure

amounts under the standardised approach

using the financial collateral simple

method or, if applicable, the method in
BIPRU 5.5 (Other funded credit risk

mitigation). In particular a firm may not

recognise collateral for that purpose if it is
not eligible under the financial collateral

simple method or other applicable
method.

106221 G  Asindicated in BIPRU pe<}5 (Credit risk mitigation), the financial

0.6.13 collateral simple method will be available only to firms using the
standardised approach and only in relation to exposures for which they
adopt the standardised approach.

Exemptions for firms using the financial collateral comprehensive method



166 R {2A firm which uses the financial S e e
431 collateral comprehensive method under collateral comprehensive method
0.6. the standardised approach or the IRB under the standardised approach or
14 approach (but not the advanced IRB the 1RB approach (but not the
approach) may calculate the value of its  advaneedtRB-approach)-must
exposures to a counterparty or to a group  ealeulate-the-fully-adjusted-value-of
of connected clients (but not connected B
counterparties) as being the fully-adjusted greup-ofconnected-chients-in
value of the exposures to the counterparty accordance-with-BIPRU-5-and
or group of connected clients calculated in  relevantBHPRU-4.10 taking-inte
accordance with the financial collateral e b crnn ol e Lo
comprehensive method under BIPRU 5 volatility adjustments and any
(Credit risk mitigation) and, if relevant, maturity mismatch (E*) in
BIPRU 4.10 (The IRB approach: Credit e
risk mitigation), taking into account the e e
credit risk mitigation, volatility against the limits set out in BIPRU
adjustments and any maturity mismatch 10.5, instead of the nominal value of
(E*) in accordance with those rules. that exposure.
10.6 R (2)Where BIPRU 10.6.14R applies, Where(1)-apphies; BIPRU-16:6:9R
.15 BIPRU 10.6.9R does not apply. does not apply.

10.6.16 R  Afirm may only recognise collateral for the purpose of BIPRU 10.6.14R if
the collateral complies with the eligibility requirements and other minimum
requirements set out in BIPRU 5 (Credit risk mitigation) and, if relevant,
BIPRU 4.10 (The IRB approach: Credit risk mitigation) for the purposes of
calculating risk-weighted exposure amounts under the standardised
approach or, if applicable, the IRB approach using the financial collateral
comprehensive method. In particular a firm may not recognise collateral for

that purpose if it is not eligible under the financial collateral comprehensive
method.

Exemptions for firms using own estimates of LGDs and conversion factors
under the IRB approach

—
o
>
—
\l
7o

A firm that uses own estimates of LGDs and conversion factors under the

IRB approach for an IRB exposure class may recognise the effects
described in (1) in calculating the value of its exposures to a counterparty
or to a group of connected clients (but, subject to the firm's IRB permission,
not connected counterparties) for the purposes of BIPRU 10.5 (Limits on

exposures and large exposures) if:

106144 R A the firm is able to satisfy the FSA that it can estimate the effects of

firm  financial collateral on its exposures separately from other LGD-

that  relevant aspects;
yses

ewn
esti
mate
s-of









106145 R A the firm is able to demonstrate the suitability of the estimates
firm  produced; and

(33) informthe FSA-oftsintentionto-de-se;andfirm's IRB permission
specifically allows it.

10.6 G {2BIPRU 10.6.17R(3) means that a firm demonstrate the suitability of the
.18 with an IRB permission may not use the e
approach in BIPRU 10.6.17R unless its

IRB permission expressly says that it may
do so.

—

106161 R If afirm that uses own estimates of LGDs and conversion factors under the

0.6.19 IRB approach uses its own estimates of the effects of financial collateral on
its exposures for large exposures purposes, it must do so on a consistent
basis and on a basis consistent with the approach adopted in the calculation
of capital requirements. In particular, this approach must be adopted for all
exposures the nominal value of which would be a large exposure. A firm

may only use one of BIPRU 10.6.14R and BIPRU 10.6.17R. A firm must
be able to satisfy the FSA that it is complying with this rule.

106271 R Afirm to which BIPRU 10-6-1610.6.17R applies must still report to the
0.6.20 FSA the gross value of its exposures.

106481 R  Ifafirm relies on BIPRU 10:6:14R-BIPRU-10.6-16R10.6.17 the

0.6.21 recognition of credit protection is subject to the relevant requirements of the

IRB approach.
Stress testing of credit risk concentrations

106 R (DA firm which calculates the value of its =~ A-firm-which-caleulatesthe-valueof

exposures in accordance with BIPRU i i i
10.6.17R must conduct periodic stress BIPRU-10.6-13R to BIPRU-10.6-16R

tests of its credit risk concentrations mustconduct periodic stress tests of
including in relation to the realisable its credit risk concentrations

value of any collateral taken. mctuding-relation to the realisable
value of any collateral taken.

& b
o
©

N



10.6

2

=
o
(o)

N
D~

=
o
(op}

N
(G}

R

7o

(s}

R

2 The stress tests required by BIPRU
10.6.22R must address:

(1 {a)risks arising from potential changes

)  inmarket conditions that could

Fhe stress-tests mustaddress:

£ all Y I'el.'.“ petelnual elllalnges

adversely impact the firm's adequacy of aeversely-tmpactthefirm's

capital resources; and

(2 {Byrisks arising from the realisation of

) collateral in stressed situations.

{3)A firm must be able to satisfy the FSA

that the stress tests that the firm carries

out in accordance with BIPRU 10.6.22R

are adequate and appropriate for the
assessment of such risks.

4In the event that a stress test carried out

in accordance with BIPRU 10.6.22R
indicates a lower realisable value of

collateral taken than would be permitted

to be taken into account under BIPRU
10.6.17R to BIPRU 10.6.21R as

appropriate, the value of collateral

permitted to be recognised in calculating
the value of exposures for the purposes of

BIPRU 10.5 (Limits on exposures and

large exposures)_is the lower value.

{5)A firm to which BIPRU 10.6.22R

applies must include in its strategy to
address concentration risk:

(1 {=a)policies and procedures to address
) risks arising from maturity mismatches

between exposures and any credit
protection on those exposures;

(2 (b)policies and procedures in the event
)

that a stress test indicates a lower

realisable value of collateral than taken
into account under BIPRU 10.6.17R to

BIPRU 10.6.21R; and

(3 {epolicies and procedures relating to
)

concentration risk arising from the

application of credit risk mitigation

techniques, and in particular large

indirect credit exposures (for example

adequacy-of capital-resourees:and

"SIIIES ausnll_lg izl Ehel |_eal|s_at|e.n =
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to a single issuer of securities taken as  sirgle-issuer-ofsecuritiestakenas
collateral). collateral).

A firm should determine the frequency needed for the stress testing of its
credit risk concentrations with emphasis on having sufficient frequency to
maintain the currency of its capital calculations. In any case such testing
should be carried out at least once a year.
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Treasury concession and intra-group securities financing transactions
Treasury concession

R Subject to BIPRU 10.11.1R (Notification procedures for BIPRU 10.7 to
BIPRU 10.10), a firm may treat as exempt from the limits in BIPRU 10.5

(Limits on exposures and large exposures) an exposure to a concentration

risk group counterparty provided that one or more of the following
conditions is satisfied:

1) the exposure has an original maturity of one year or less and it is
incurred in the course of the firm carrying on a treasury role for
other members of its group;

(2) the following conditions are satisfied:

[€))] the exposure is a cash loan to a parent undertaking of the
firm or to another member of the firm's immediate group;

(b) (if the loan is to a member of the firm's immediate group
other than a parent undertaking of the firm) that member
carries on a treasury role for the firm's group;

() the cash lent is surplus to the needs of the firm; and
(d)  the amount of the surplus fluctuates regularly; or

(3) the exposure arises from the firm or the counterparty operating a
central risk management function for members of the firm's group
for exposures arising from derivatives.

70

The total amount of the exposures that a firm may treat as exempt under
BIPRU 10.7.1R must not exceed 50% of the firm's capital resources as set
out in stage (N) of the capital resources table (Total tier one capital plus tier
two capital after deductions).

Any exposures that would, but for BIPRU 10.7.2R, fall to be treated in
accordance with BIPRU 10.7.1R remain subject to the limits in BIPRU 10.5
(Limits on exposures and large exposures).

Intra-group securities financing transactions

R Subject to BIPRU 10.11.1R (Notification procedures for BIPRU 10.7 to
BIPRU 10.10), a firm may treat as exempt from the limits in BIPRU 10.5

(Limits on exposures and large exposures) an exposure in the form of a
securities financing transaction provided that:

(@)

1) the counterparty is a concentration risk group counterparty;
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(2) the firm does not apply the CCR internal model method with respect
to any securities financing transactions under this chapter;

(3) the exposure in question is collateralised by collateral whose value
equals or exceeds 90% of the amount of the exposure; and

(4) (whether or not the firm uses the financial collateral comprehensive
approach) the collateral is eligible under the financial collateral
comprehensive approach and the firm meets the other minimum
requirements under BIPRU 5 (Credit risk mitigation) in relation to

that collateral.

The level of collateralisation referred to in BIPRU 10.7.4R(3) must be
measured by reference to the gross amount of the exposure without taking
into account the effects of netting and without applying volatility
adjustments or adjustments for maturity mismatches under the financial
collateral comprehensive approach.

A firm using the exemption in BIPRU 10.7.4R must be able to demonstrate
to the FSA:

1) (if the firm has an CCR internal model method permission) any roll-
out programme as referred to in BIPRU 13.6.13R (Sequential
implementation of the CCR internal model method) or any

combination of the CCR internal model method with either or both
of the CCR mark to market method or the CCR standardised
method;

(2) the selection of counterparties for securities financing transactions;
nd

(3) the booking of its securities financing transactions and the way that
it carries on its business with respect to them;

are not designed or chosen wholly or mainly with a view to coming within
the limits in BIPRU 10.5 (Limits on exposures and large exposures) or
reducing capital requirements applicable to the firm under the regulatory
system through the use of that exemption.



10.8 UK integrated-Groupsintegrated groups

Application
10.8 R {HThis section applies to a firm if: SRR e e e e
1
(1 {itis ay member of a UK integrated e T e
) group; and group; and
(2 {bit gives notice in accordance with I e el
) BIPRU 10.11.1R (Notification e
procedures for BIPRU 10.7 to BIPRU 2pRliig e
10.10) that it will apply BIPRU 10.8.
10.8 R {2If this section applies to a firm, it must  H-BIPRU-10.8-apphesto-afim it
2 apply this section to all exposures to all its ~ mustapplyBIPRU-10.8-te-all
concentration risk group counterparties e T
and not just some of them. BIPRU 10.8 and not just some of
e
10.8.2

#emJehe%mrt&m%JPRU—l@%Gmdance about UK mtegrated groug

=
o
oo
w

G  Guidance on the treatment of intra-group exposures under this chapter if
this section applies can be found in BIPRU 10 Annex 1G (Treatment of

exposures under the integrated groups regime for concentration risk).
Definition of UK integrated group

10:8:310 R  Anundertaking is a member of a firm's UK integrated group if, in relation to
.84 the firm, that undertaking satisfies the following conditions:

1) it is a concentration risk group counterparty;

2 it is an institution-e+-a, financial holding company, financial
institution, asset management company or ancillary services
undertaking;

3) it is subject to the same risk evaluation, measurement and control
procedures as the firm;

4) it is ircorperatedestablished in the United Kingdom and either it is
incorporated in the United Kingdom or (if that counterparty is of a
type that falls within the scope of that Regulation) the centre of its
main interests is situated within the United Kingdom within the
meaning of the Council Regulation of 29 May 2000 on insolvency
proceedings (+248Regulation 1346/2000/EC); and

(5) there is no current or foreseen material practical or legal impediment



to the prompt transfer of ewn-fundscapital resources or repayment
of liabilities from the counterparty to the firm.

160-8 R {&Firms are referred to the guidance in e e s e o e
410 G BIPRU 3.2.30G and BIPRU 3.2.31G purposes of BIPRU 10.8.3R(5).
.8.5 (Guidance relating to 0% risk weights for

intra-group exposures under the

standardised approach) on the prompt

transfer of capital resources and

repayment of liabilities.

2Revised concentration risk limits for a UK  ta-the-case-efaBIPRU-firm-own
integrated group oo e e rpe oo rcne

10.8 R {3)A firm must ensure that the rules listed — Ia-the-case-ofany-etherundertaking
.6 in BIPRU 10.8.7R are complied withona = ewn-funds-means-any-Hem-that-would
consolidated basis in accordance with the — be-capital-reseureesifthe
following: e o DD D

1) the rules apply in relation to the firm's UK integrated group rather
than in relation to the firm;

2 the rules apply in relation to exposures of members of the UK
integrated group to members of the residual block; and

3 the UK integrated group and the residual block must each be treated
as a single undertaking.

10.8.7 R The rules referred to in BIPRU 10.8.6R are:

1) BIPRU 16-5:4R10.5.6R (25% non-trading book limit);

2 BIPRU 16-5:910.5.11R (trading book limits) other than BIPRU
10-5:910.5.11R(2) (CNCOM);

3) BIPRU 16-5:11R{10.5.12R (500% limit for trading book excess

exposures) with the deletion of the time limit set out in BIPRU
10.5:41R)10.5.12R; and

4) BIPRU 10-#10.7 (Treasury concession and intra-group securities

financing transactions).

Exposures between members of the UK integrated group are exempt if this
section applies.

H
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G  The 800% limit in BIPRU 10.5.8R and the 600% limit in BIPRU 10.5.13R

do not apply to exposures to concentration risk group counterparties if this
section applies.

Adjustments to the Treasury concession exemption

R  Afirm may only treat an exposure as exempt under BIPRU 10.7.1R
(Treasury Concession) as applied under this section if the exposure is or (if
that rule applied to the member of the UK integrated group in guestion
would be exempt under BIPRU 10.7.1R on a solo basis. The following

(6] the exposure must be to a concentration risk group counterparty;
and

R A the limit in BIPRU 10.7.2R (Exemption limited to 50% of a firm's
firm  capital resources) is calculated on a consolidated basis with respect
must  to the UK integrated group.
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A firm may only treat an exposure as exempt under BIPRU 10.7.4R (Intra-
group securities financing transactions) as applied under this section if the

exposure is or (if that rule applied to the undertaking in question) would be

exempt under BIPRU 10.7.4R on a solo basis. BIPRU 10.7.6R (Abuse of
the exemption) continues to apply. The exemption is not available if the
firm uses the CCR internal models method for securities financing
transactions for the purpose of this chapter.

Definition of residual block

R For the purposes of this section, a member of the residual block means, in
relation to a firm and its UK integrated group, a concentration risk group

counterparty of the firm which is not a member of the firm's UK integrated
roup.

Calculation of capital resources for a UK integrated group

R  For the purposes of this section, a firm must calculate the capital resources
of the UK integrated group in accordance with GENPRU 3 Annex 1R Part 2
(Method 2 of Annex | of the Financial Groups Directive (Deduction and
aggregation Method)) and apply the limits set out in this section to those
capital resources rather than the capital resources of the firm. For these
purposes the definition of solo capital resources is adjusted so that the rules
on which the calculation for each member of the UK integrated group is
based are the ones that would apply under the procedure in BIPRU 8.6.6R to
BIPRU 8.6.9R (Consolidated capital resources).

I® 1

2}The calculatlon of cagltal resources under GENPRU 3 Annex 1R Part 2
(Method 2 of Annex | of the Financial Groups Directive (Deduction and
aggregation Method)) and-apphy-the-limits-set-out-in-BHPRU-10.8-to-those
capital-resources ratherthan-the-capitalresoureesis based on the solo
capital resources of members of a financial conglomerate. The definition of
solo capital resources depends on what type of undertakings the financial
conglomerate contains. For instance, if a financial conglomerate contains a
bank the solo capital resources calculation for every group member in the
banking sector and the investment services sector is based on the capital

resources calculation for banks. The purpose of BIPRU 10.8.13R is to apply
the corresponding procedure that applies under BIPRU 8.6 (Calculation of

thefirm-capital resources on a consolidated basis for BIPRU firms).
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Exemption for intra-group exp
group-are-exempt-on a solo basis

If this section applies to a firm, then subject to BIPRU 10.10 (Treatment of

the trading book concentration risk excess under the integrated groups
regime), it may, on a solo basis, treat an exposure to a concentration risk
group counterparty as exempt from the limits in BIPRU 10.5 (Limits on
exposures and large exposures).

The purpose of BIPRU 10.8.15R is to reflect the fact that the limits in
BIPRU 10.5 (Limits on exposures and large exposures) so far as they appl
to concentration risk group counterparties are calculated on a consolidated
basis with respect to a firm's UK integrated group. It is therefore necessary
to switch them off on a purely solo basis.

osures
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10.9 Wider Integrated Group

Application
10.9.1 R BHPRU-10:9This section applies to a BIPRU firm if:

(1) it has a wider integrated group waiver; and

(2) itisamember of a UK integrated group_and of a wider integrated

roup.
10.9 R {&If this section applies, BIPRU 10.8 (UK  H-BIPRU-10-.9-apphes, BIPRU-10-8
2 Integrated Groups) does not apply. does not apply.
10.9 R {2)If this section applies to a firm, it must ~ H-BIPRU-10-9-appliestoafirm i
3 apply it to all exposures to all its must apply BIPRU 10.9 to al
concentration risk group counterparties catposiens conppen el g e conpo o
and not just some of them. BIPRU 10.9 and not just some of
B
Guidance about wider integrated groups
109310 R : ' : :
9.4 G seleJeasm—treaPane*peseweteeGmdance on the treatment of mtra-groug
exposures under BIPRU 10 if this section applies can be found in BIPRU 10
Annex 1G (Treatment of exposures under the integrated groups regime for
concentration risk-group-counterparty-as-exemptfrom-the- hmits-in-BIPRUY
10:5:).
A RForthepurpesesDefinition of BIRPRU-10-9:wider integrated group
10.9 R {&The wider integrated group of a firm the wider integrated group of a firm
5 consists of each concentration risk group — censists-of each-concentrationrisk
counterparty of the firm that is not a group counterparty that satisfies all
member of the firm's UK integrated group the-conditionsformembership-ofthe
but satisfies all the conditions for firm's UK integrated group except for
membership of the firm's UK integrated BIPRU 10.8.3R(4);
group except for BIPRU 10.8.4R(4)
(Establishment in the United Kingdom).
Definition of diverse block
10.9 R {2)For the purposes of this section, and in  a-diverse-block-meansat-undertakings
.6 relation to a firm and its wider integrated  ia-the-widerintegrated-group
group, a diverse block means all designated as a single diverse block by
undertakings in the wider integrated awider-integrated group perntssion;

group designated as a single diverse block and
by the applicable wider integrated group
permission.

Definition of residual block



10.9 R {3)For the purposes of this section, and in  ia-relationto-afirmamemberofthe

N relation to a firm and its wider integrated — residual-block-means-a-concentration
group, a member of the residual block B e
means a concentration risk group member of the firm's UK integrated

counterparty of the firm which is not a group or wider integrated group.
member of the firm's UK integrated group
or wider integrated group.

Revised concentration risk limits for a wider integrated group

%

R Afirm to which BHRRU-10:Sthis section applies must ensure that the rules
9.8 listed in BIPRU 16:9.610.9.9R are complied with on a consolidated basis on
the following basis:

(1) the rules apply in relation to the firm's UK integrated group rather
than in relation to the firm;

(2) the rules apply in relation to exposures of the members of the UK
integrated group to members of each of the following:

@) each diverse block; and
(b) the residual block; and

(3) the UK integrated group, each diverse block; and the residual block
must each be treated as separate single undertakings.

The rules referred to in BIPRU 40-9-510.9.8R are:

3
2
Py

(1) BIPRU 168:5:4R10.5.6R (25% non-trading book limit);

(2) BIPRU 168:5:910.5.11R (trading book limits) other than BIPRU
10-5:910.5.11R(2) (CNCOM);

(3) BIPRU 18:5:21R10.5.12R (500% limit for trading book excess
exposures) with the deletion of the time limit set out in BIPRU

106.5-41R}10.5.12R; and
(4) BIPRU 26-#10.7 (Treasury concession and intra-group securities

financing transactions).

nExposures between members of the same-way-thatthey-apply-te-BIPRY
106-8-UK integrated group are exempt if this section applies.
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600% I|m|t in BIPRU 10 5. 13R do not agglg to exgosures to concentratlo
risk group counterparties if this section applies.

Adjustments to the Treasury concession and securities financing exemptions

R BIPRU 10.8.10R (Adjustments to the Treasury concession exemption) and

B BIPRU 10.8.11R (Adjustments to the exemption for securities financing

transactions) apply for the purposes of this section in the same way that the

apply for the purposes of BIPRU 10.8 (UK Integrated Groups).

Calculation of capital resources for a UK integrated group

R  BIPRU 10.8.13R (Calculation of capital resources for a UK integrated
roup) applies for the purposes of this section in the same way that it applies

for the purposes of BIPRU 10.8 (UK Integrated Groups).

How diverse blocks are chosen

G  As part of the process of applying for a wider integrated group waiver, a
firm should agree with the FSA the number, nature and size of the diverse
blocks. The basis of the diverse blocks will depend on the nature, scale and
diversity of the business of the firm, its UK integrated group and its wider
integrated group. The different diverse blocks are taken to reflect different
groupings of risk, reflecting appropriately low levels of correlation. In
general, the FSA will expect to permit a firm to establish no more than four
diverse blocks. However, there may be circumstances in which the nature
and scale of a firm, its UK integrated group and its wider integrated group
would warrant the creation of additional diverse blocks. Each member of a
firm's wider integrated group will be allocated to a diverse block. Blocks
may be diverse according to geography, business or a combination of both.

Exemption for intra-group exposures on a solo basis

R If this section applies to a firm, then subject to BIPRU 10.10 (Treatment of

the trading book concentration risk excess under the integrated groups
regime), it may, on a solo basis, treat an exposure to a concentration risk
group counterparty as exempt from the limits in BIPRU 10.5 (Limits on
exposures and large exposures).

The purpose of BIPRU 10.9.15R is to reflect the fact that the limits in
BIPRU 10.5 (Limits on exposures and large exposures) so far as they appl
to concentration risk group counterparties are calculated on a consolidated
basis with respect to a firm's UK integrated group. It is therefore necessary
to switch them off on a purely solo basis.

(@)









10.10

10.10.1

10.10.2

10.10.3

10.10.4

Frading-Book-ExeessTreatment of the trading book concentration risk excess
under the integrated groups regime

R

BIPRU 10.10 applies to a firm applying the treatments set out in BIPRU
10.8 (UK Integrated Groups) or BIPRU 46-9:10.9 (Wider Integrated Group).

A firm must calculate the CNCOM that would have applied if thehstem

%G—SJJR—lo 5 11R(2) (Addltlonal cagltal reguwements relating to th
concentration risk capital component) applied in relation to the UK
integrated group_in question.

A firm must then calculate the percentage of the amount calculated under
BIPRU 10.10.2R which is attributable to exposures of the firm.

A firm must add the result of the calculation in BIPRU 10.10.3R to the
CNCOM applied to the firm on a solo basis in accordance with BIPRU
10.5-2410.5.16R to BIPRU 106.:5:20R10.5.22R (How to calculate the

concentration risk capital component).







10.11

10.11.1

10.11.2

Notification Preeceduresprocedures for BIPRU 10.7 to BIPRU 10.10

R

R

1)

(2)

©)

(4)

()

A firm may not apply BIPRU 10.7 (Treasury concession and intra-

group securities financing transactions) or BIPRU 10.8 (UK
integrated groups) unless it has given one menrthMonth's prior notice

to the FSA that it intends do so.

The written notice referred to in (1) must explain how the firm meets
the relevant-conditions for the application of the treatment in
guestion and how it will ensure that it will still meet the
requirements of BIPRU 10 on a continuing basis when using the
relevant treatment.

A firm may stop applying BIPRU 10.7 or BIPRU 10.8 if it has given
one menthMonth's prior notice to the FSA that it intends do so.

If a firm stops applying BIPRU 10.7 or BIPRU 10.8 it may start to
apply it again if it notifies the FSA under (1) that it intends do so.

A firm need only give the FSA the notice required in (1) once and
notrather than with respect to each exposure.

A firm must notify the FSA if it becomes aware that any exposure that it has

treated as exempt under BIPRU 10.7 (Treasury concession and intra-group

securities financing transactions) or any counterparty that it has been
treating as a member of its UK integrated group or, if BIPRU 10.9 (Wider

Integrated Group) applies, its wider integrated group has ceased to meet the
condltlons for appllcatlon of the relevant treatment Arﬁtmma%gwethat







10.12 Systems and controls and general

Systems and controls

—
—

R A firm must have sound administrative
and accounting procedures and adeguate
internal control mechanisms for the

urposes of identifying and recording all

large exposures and subsequent changes
to them, and for that of monitoring those
large exposures in the light of the firm's
own exposure policies.

N
—

—
—
7o

A firm must take reasonable care to

establish and maintain adequate systems
and controls to identify, monitor, and
control exposures to a parent undertaking
of the firm, a subsidiary undertaking of
the firm, or a subsidiary undertaking of
the firm's parent undertaking.

N
N

Concentration risk policies

—
o
—

R A firm must be able to demonstrate to the
FSA that:

N
w

it has written policies and procedures
to address and control the

concentration risk arising from:

— =~

exposures to counterparties and
groups of connected clients;

counterparties in the same

economic sector or geographic
region;

k’

the same activity or commodity;
and

rs-/na\ M~ o Mna}

10121 R (d) A firm must be able to demonstrate to the FSA that it has
wtien pel_leles_ and P |_eeeelu|es to-address-and-control L e |
cencetration-Hakarising-Hrom e;_spe,sul es-10-counterparties
groups of een'neeteel ee, uRteFparties a'.'d eel’"ﬁ'te' pall lies-ih-the

Fvi ity-the application of credit risk
mitigation techniques, including in particular risks associated
with large indirect credit exposures (for example to a single

collateral issuer); and-that-its-pelicies-and-procedures-are
implemented.



101 RArtificial transactions
23






















{2temporarily transfer the exposures  treat an exposure as having been
in guestion to another person closed out by a transaction or
(whether in the same group or not); or arrangement if that transaction or

undertake
artificial transactions to close out the exposure during the ten




business day period and create a breach-of the-Hmitsr-BIRRY
10-new exposure.

10.12.6 R A firm must notify the FSA if it enters into a transfer, transaction or
arrangement of the type mentioned in BIPRU 10.12.5R.



Annex 1 G Treatment of exposures under the integrated groups reqgime for concentration risk

No UK Integrat r nd no Wi

r Integrat r

Situation

Exposure from / to

Summary of the available modifications

1

Intra group exposures
but no UKIG or WIG

in place

The firm is not subject to an integrated groups treatment
of large exposures. The normal large exposure limits
(BIPRU 10.5) apply to connected exposures of the firm
at the solo level. (This assumes that no other large
exposure exemptions are utilised.)

Although a firm's exposures to connected counterparties
may not qualify for an integrated groups treatment, they
may still qualify for a treasury and intra-grou

securities financing transaction concession (BIPRU
10.7).

UK Integrated Group established but no Wider Integrated Group in place

Situation

Exposure from / to

Summary of the available modifications

undertaking within its
residual block

(no WIG in place]

2 UKIG firm to another Exposures between members of a firm's UKIG are
UKIG firm (they are exempt from the large exposure limits. This means that
members of the same the 25%, 800%, 500% and 600% limits are disapplied
UKIG) and that the exposures are not included in the notional

CNCOM. (BIPRU 10.8.8 G)
(No WIG in place)
3 UKIG firm to an In situation 3, there is a UKIG and a residual block.

But no WIG has been established.

The UKIG's exposures to undertakings within its
residual block are exempt from the normal large
exposures limits at the solo level. Instead, the total of
the UKIG's exposures to its residual block is subject to
the following limits (BIPRU 10.8.6 -7 R):

BIPRU 10.5.6R (25% non-trading book limit);

BIPRU 10.5.11 R(trading book limits) other
than BIPRU 10.5.11 R(2) (CNCOM);

BIPRU 10.5.12 R (500% limit for trading book

excess exposures) with the deletion of the time
limit set out in BIPRU 10.5.12R; and

BIPRU 10.7 (Treasury concession and intra —
group securities financing transactions).

The capital resources to which the limits apply are those

lo

(@]

(@)

(@]




of the UKIG, rather than those of the solo firm (BIPRU
10.8.6 (3) R and BIPRU 10.8.13R).

BIPRU 10.7 (Treasury concession and intra-group

securities financing transactions) may be applied to
exposures of the UKIG to its residual block if the
requisite conditions are satisfied.

In respect of the treasury concession (BIPRU 10.7.1 —
3), the UKIG's exposures to undertakings within its
residual block may be exempt from the 25 % limit,
subject to a maximum of 50% of the capital resources
of the UKIG. These exempt exposures would also be
exempt for the purposes of calculating the notional
CNCOM. Any exposure that meets the treasury
concession conditions but is above the 50% limit would
not be exempt from the large exposure limits. They
would not be exempt from the notional CNCOM. The
UKIG exposures that were eligible for a treasury
concession, but which, together with other such
exposures, exceeded the 50% limit are not exempt and
are treated as other exposures of the UKIG and remain
subject to the 25% limit.

[~

A firm in the residual
block to another

undertaking in the
residual block

lon

A firm in the residual
block to an undertaking
which is a member of
the UKIG

Not within the scope of the preferential large exposure
treatments.

K Integrat r in pl

Wider Integrat r

waiver grant

Situation

Exposure from / to

Summary of the available modifications

6 UKIG firm to another Exposures between members of a firm's UKIG are
UKIG member (within | exempt from the large exposure limits (BIPRU
the same UKIG 10.9.8R). (The modifications available are the same as
those noted for Situation 2.)
(WIG in place)
7 UKIG firm to an In situation 7 there is a UKIG, WIG (comprising

undertaking in its WIG
(WIG in place)

diverse blocks agreed under the WIG waiver) and a

residual block.

The aggregate exposure of the UKIG to each individual

diverse block within the WIG is subject to the following
limits (BIPRU 10.9.8 — 9R):




BIPRU 10.5.6 R (25% non- trading book limit;);

BIPRU 10.5.11 R (trading book limits) other
that BIPRU 10.5.11 R(2) (CNCOM);

BIPRU 10.5.12 R (500% limit for trading book

excess exposures) with the deletion of the time
limit set out in BIPRU 10.5.12R; and

[[o]

(@]

(@]

o BIPRU 10.7 (Treasury concession and intra-

group securities financing transactions).

The capital resources to which these limits apply are
those of the UKIG, rather than those of the solo firm

(BIRPU 10.9.8(3) and BIPRU 10.9.13 R).

BIPRU 10.7 (Treasury concession and intra-group
securities financing transactions) may also be applied to
the exposures of the UKIG to each of its diverse blocks
within the WIG if the requisite conditions are satisfied.

In respect of the treasury concession (BIPRU 10.7.1 —
6), where there is a WIG, the UKIG's exposures to each
individual diverse block may be exempt from the 25%
limit up to a maximum amount of 50% of the capital
resources of the UKIG. Exempt exposures are also
exempt for the purpose of calculating the notional
CNCOM for each diverse block. The UKIG exposures
to the individual diverse blocks that were eligible for the
treasury concession, but which together with other such
exposures exceed the 50% limit, are not exempt and are
treated as otheor exposures of the UKIG and remain
subject to the 25% limit.

loo

UKIG firm to a

undertaking within its
residual block

(WIG in place)

In situation 8, there is a UKIG, WIG (comprising

diverse blocks agreed under the WIG waiver) and
residual block.

The UKIG's exposures to members of its residual block
are exempt from the normal large exposures limits at
the solo level. Instead, the total of the UKIG's exposures
to the residual block is subject to the following limits
(BIPRU 10.9.8 —10.9.11 G)

BIPRU 10.5.6R (25 % non-trading book limit);

BIPRU 10.5.11 R(trading book limits) other
than BIPRU 10.5.11 R(2) (CNCOM);

BIPRU 10.5.12 R (500% limit for trading book
excess exposures) with the deletion of the time

o

lo

lo




limit set out in BIPRU 10.5.12R; and

o BIPRU 10.7 (Treasury concession and intra —
group securities financing transactions).

The capital resources to which these limits apply are
those of the UKIG, rather than those of the solo firm

(BIPRU 10.9.8R and BIPRU 10.9.13R).

BIPRU 10.7 (Treasury concession and intra-group

securities financing transactions may also be applied to
exposures of the UKIG to its residual block if the
requisite conditions are satisfied.

In respect of the treasury concession (BIPRU 10.7.1 —
6), where, subject to meeting the treasury concession
conditions, the UKIG's exposures to undertakings
within its residual block may be exempt from the 25 %
limit, subject to a maximum of 50% of the capital
resources of the UKIG. These exempt exposures would
also be exempt for the purposes of calculating the
notional CNCOM. Any exposure that meets the treasury
concession conditions but is above the 50% limit would
not be exempt from the large exposure limits. They
would not be exempt from the notional CNCOM.
UKIG exposures that were eligible for a treasury
concession, but which, together with other such
exposures, exceeded the 50% limit are not exempt and
are treated as other exposures of the UKIG and remain
subject to the 25% limit.

o

WIG firm to an

undertaking in the
UKIG

S

WIG firm to another

undertaking in the
same WIG

(either within the same

diverse block or
between diverse
blocks

=
—

WIG firm to an

undertaking within the
residual block

s

A firm within the
residual block to an

undertaking within the

Not within the scope of the preferential large exposure
treatments.




cC

Kl

(@)

&

A firm within the
residual block to an

undertaking within the
WIG

=

A firm within the
residual block to an

undertaking in the
residual block

This table assumes that BIPRU Transitional TP17 and BIPRU Transitional TP18 have not been
applied.
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