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Overview

We examine the management of concentration and large exposure limits in
bank lending, private debt, and securitisation transactions. In commercial
banking, concentration risk management involves setting counterparty, sector,
and geographic limits to ensure portfolio diversification and compliance with
regulatory standards. European banks are increasingly exposed to private
credit markets, requiring additional risk management functions. These
exposures pose unique challenges, such as fragmented frameworks, reliance
on opaque valuations, and data gaps. To address these, banks must adopt
integrated technology platforms that aggregate exposures across business
lines, automate analysis, and enhance scenario planning to meet regulatory
expectations as expressed in a recent ECB publication.
In securitisations, portfolio concentration limits ensure diversified collateral
pools and protect investors. The EU Securitisation Regulation emphasizes
granularity in the simple, transparent and standardised (STS) framework.
Significant Risk Transfer (SRT) transactions help banks manage large
exposures, but they present additional challenges like the cliff effect if credit
protection is exhausted.
We highlight the need for robust frameworks, advanced technology, and
compliance alignment to navigate the complexities of concentration and
exposure risks in modern lending and private debt markets.

1. European Banks’ Growing Exposure to Private Debt Markets

The private equity and private credit markets have seen exponential growth in recent years, driven by
the pursuit of higher yields and the demand for flexible financing solutions from corporates. While these
markets bring new opportunities, they also expose European banks to layered risks that are increasingly
difficult to manage. According to a recent report by the European Central Bank (ECB 2024), many banks
are unprepared to address the complex risk concentrations arising from their involvement in private
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markets. These exposures require sophisticated frameworks and technology solutions to ensure
effective risk oversight and regulatory compliance (Figure 1).

Figure 1: Direct and indirect lending exposures in the private debt markets. Source: ECB (2024).

a. The Growth of Private Markets and Bank Involvement

Private equity and private credit markets have emerged as critical financing channels, supplementing
traditional bank lending. The ECB reports a surge in private market activities, with private debt funds
now providing direct lending to mid-sized firms and even financing leveraged buyouts (LBOs)
traditionally dominated by bank syndicates. This growth is underpinned by structural shifts such as
reduced reliance on initial public offerings for private equity fund exits and increased use of leverage
across fund structures.

Figure 1 shows how banks are directly or indirectly intertwined with private markets in several ways:
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Portfolio Company Lending: Providing loans to companies backed by private equity funds.

Fund-Level Financing: Offering subscription lines of credit or loans secured by a fund’s net asset value.

Securitization and Derivatives: Structuring or investing in collateralized loan obligations (CLOs),
providing warehouse financing during ramp up, or providing hedging solutions.

Despite their diverse involvement, banks often lack the tools to fully capture the extent of their
exposures. For instance, the ECB noted that banks frequently underestimate their aggregate risks,
particularly when they co-lend with private debt funds.

b. Risk Management Challenges for Banks

Fragmented Risk Management Frameworks: Many banks manage risks associated with private equity
and debt exposures in silos—often by product type or client segment. This disjointed approach prevents
banks from identifying cumulative risks, such as when they lend to a private equity fund, its portfolio
companies, and its investors simultaneously.

Overreliance on Fund Valuations: Reliance on valuations provided by private equity or credit funds is
often opaque, with limited independent validation. Potential losses may remain concealed until fund
exits or liquidations.

Data and Transparency Gaps: The IACPM’s (2024) research emphasizes the lack of granular data on
private market exposures. This opacity hampers banks’ ability to stress-test portfolios, track risks
across different instruments, and aggregate exposures effectively. For example, the monitoring financial
covenants of private companies creates operational demands on collecting, digitising, calculating and
monitoring key financial ratios of portfolio companies.

Regulatory Pressures: National regulators and the ECB have called for banks to adopt more robust
frameworks to manage risks in private markets. This includes developing risk appetite frameworks
(RAFs) and concentration limit frameworks that align with supervisory expectations.

c. The Role of Concentration Limit Frameworks

Concentration risk management is a top priority for credit portfolio managers globally within banks and
non-bank loan originators such as private debt managers. These frameworks are critical for directing
credit origination and ensuring that risk levels remain within acceptable bounds. Key practices include:

Granular Limit Setting: Limits tailored by sector, asset class, and geography to address emerging risks,
such as those linked to leveraged lending or climate-related concerns. Figure 2 shows hard and soft
limits as reported in a recent IACPM (2024) survey.
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Figure 2. Treatment of limits as formal credit policies (Hard) or suggested guidelines (Soft). Source: IACPM (2024)

Stress Testing and Scenario Analysis: Using advanced models to simulate the impact of economic
shocks on concentrated exposures.

Early Warning Indicators: Deploying dashboards and watchlists to flag exposures nearing defined
thresholds.

Despite these advancements, banks and other lenders often struggle to integrate their frameworks
across portfolios. For example, many institutions fail to systematically link exposures in private
equity-backed companies with broader risks in private markets.

d. Integrated Technology Solutions: A Path Forward

Managing the complexity of private market exposures requires innovative technology solutions.
Integrated credit risk management platforms provide banks with the tools to:

Aggregate Exposures Across Channels: Consolidate data from direct lending, fund-level financing, and
securitizations to provide a unified view of risks.
Automate Data Preparation and Analysis: AI-driven systems streamline the extraction, classification,
and validation of financial data, improving accuracy and efficiency.
Enhance Scenario Planning: Advanced analytics enable stress testing for private market portfolios,
helping bank and non-bank lenders prepare for potential market downturns.
Support Regulatory Compliance: These platforms facilitate alignment with ECB guidelines, including the
integration of RAFs and concentration limits.
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e. Case Study: Risk Concentrations in Leveraged Lending

Leveraged lending is a prime example of the risks associated with private market exposures. Banks
often provide loans to companies undergoing LBOs and then securitize these loans into CLOs. CLO
managers ramp up collateral pools with senior financing provided by commercial and investment
banks. When the CLO is issued, banks may invest in the senior tranches. While CLOs distribute risk
outside the banking system, they can also concentrate exposures within specific sectors or asset
classes, increasing systemic risk. An integrated platform can help banks monitor these concentrations
and adjust their strategies in real time.

Box: Risk Appetite Framework (RAF)

A RAF is a structured approach that defines the level and type of risks an organisation is willing to take
to achieve its strategic objectives. It ensures alignment between the organisation's risk management
practices and its overall strategy, guiding decision-making, risk-taking, and governance. The
components of a RAF include:
Risk Appetite Statement: A formal document outlining the types and levels of risk the organisation is
willing to accept. It is approved by the board of directors.
Risk Limits: Quantitative thresholds for different risk categories (e.g., credit risk, market risk, operational
risk, liquidity risk, and reputational risks).
Monitoring and Reporting: Processes to track risk levels against the defined appetite and to report
breaches or deviations.
Governance: Roles and responsibilities for managing and monitoring risks within the framework.
Alignment with Strategy: Risk appetite must align with the organisation’s business model, strategy, and
capital position.

Risk Appetite Framework in a Commercial Bank
A commercial bank operates in a competitive market and aims to grow its lending business while
maintaining financial stability and regulatory compliance. The bank develops a Risk Appetite Framework
to balance growth objectives with acceptable levels of risk.

Step 1: Define Strategic Objectives
The bank’s strategic goals include:

● Achieving a 10% annual growth in its loan portfolio.
● Maintaining a minimum CET1 (Common Equity Tier 1) ratio of 15%.
● Minimising non-performing loans below 3% of the total portfolio.

Step 2: Establish Risk Appetite Statement
The bank’s Risk Appetite Statement might include:
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● Credit Risk: "The bank is willing to accept moderate credit risk, targeting an average portfolio
rating equivalent to BBB, while ensuring that high-risk exposures (e.g., loans rated below B)
remain below 5% of the total portfolio."

● Market Risk: "The bank will limit Value-at-Risk (VaR) to 2% of its trading book value under a 99%
confidence interval."

● Operational Risk: "Losses from operational risk incidents should not exceed 1% of annual net
income."

● Liquidity Risk: "Maintain a Liquidity Coverage Ratio (LCR) of at least 120% at all times."
● Reputation Risk: "Avoid involvement in high-profile legal disputes or regulatory breaches."

Figure 3: Responses to IACPM survey on main objectives for risk appetite frameworks. Source IACPM (2020)

Step 3: Set Risk Limits
The bank translates its risk appetite into measurable limits for its business lines. For example:

● Credit Risk Limit: Maximum loan exposure to a single borrower is capped at 5% of Tier 1 Capital.
● Sectoral Limit: Exposure to the real estate sector is capped at 30% of the total loan book. All

other sectors are capped at 20% of total loans.
● Concentration Risk: Top 10 borrower groups must not exceed 15% of the total loan portfolio.

Step 4:Monitoring and Reporting
The bank establishes metrics to track performance:

● Quarterly monitoring of the loan portfolio's NPL ratio.
● Monthly stress testing to assess capital adequacy under adverse scenarios.
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● Risk appetite dashboards to flag limit breaches, e.g., if real estate exposure exceeds 30%.

Step 5: Governance
● The Board of Directors reviews and approves the Risk Appetite Statement annually.
● The Risk Committee monitors adherence to the framework and investigates breaches.
● The Risk Management Department reports key metrics and deviations to senior management.

Suppose the bank identifies that its exposure to the real estate sector has reached 32%, breaching the
30% risk limit. The response might include:

● Stopping or limiting new real estate lending.
● Selling off or securitising parts of the real estate portfolio to reduce exposure.
● Conducting a risk assessment to determine if the breach introduces significant vulnerabilities.

2. Limit Management in Commercial Banking

Managing concentration and large exposure limits is a critical aspect of risk management in
commercial banking. It involves monitoring and controlling the bank’s exposure to individual
counterparties, sectors, regions, and asset classes to ensure portfolio diversification and compliance
with regulatory standards. Key limit management practices include:

a. Counterparty Limits
Banks establish internal limits for individual borrowers or groups of connected borrowers to avoid
excessive exposure to a single entity. These limits are often tied to the borrower’s creditworthiness and
the bank’s capital base.

b. Sector and Industry Limits
Exposure to specific sectors (e.g., real estate, energy) is capped to mitigate the impact of sector-specific
downturns. These limits are set based on historical data, risk models, and stress testing.

c. Geographic Limits
Geographic diversification reduces risk arising from economic, political, or environmental events in a
particular region or country. Banks monitor their regional and country exposures to maintain a balanced
portfolio.

d.Monitoring and Reporting
Advanced systems track exposures in real time, generating alerts when limits are approached or
breached. Regular reporting ensures transparency to senior management and regulators.
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e. Stress Testing and Scenario Analysis
Banks use stress tests to simulate adverse conditions and assess their impact on concentration risks.
This informs adjustments to exposure limits and capital allocation.

f. Bank Example of a Limit System
Let’s reconsider our Bank Example with the following internal limit system:

● Counterparty Limit: Maximum 5% of Tier 1 capital per borrower group.
● Sector Limit: No more than 20% exposure to any single sector, except for commercial real estate

with 30% of total loans.
● Regional Limit: Exposure to any single region outside the home jurisdiction capped at 20% of the

total loan book.
● Concentration Limit: The top 10 borrower groups must not exceed 15% of the total loan portfolio.

These limits are integrated into the bank’s loan origination system. When a relationship manager
proposes a new loan, the system automatically checks the current portfolio exposures to assess
available headroom. For instance, if a new real estate loan is proposed, the system ensures that adding
the loan does not breach the sector limit. If the limit is close to being exceeded, the loan application may
require approval from senior management or additional risk mitigation through e.g., syndication.

3. Portfolio Concentration Limits in Securitisation Transactions

Portfolio concentration limits are common and essential in securitisation transactions to ensure
diversified collateral pools and protect investors in senior tranches from idiosyncratic risks. Portfolio
concentration limits play several key roles:

a. Risk Mitigation: Concentration limits reduce the likelihood that defaults by a few large obligors or
adverse performance in a specific segment will compromise the transaction.

b. Credit Enhancement: Rating agencies often require concentration limits to assign higher ratings to
senior and mezzanine securitisation tranches. A diversified portfolio improves predictability and
reduces volatility in cashflows.

c. Structural Covenants: Transaction documentation may include covenants that enforce concentration
limits by restricting exposure to large obligors, limiting sector, region, or asset class concentrations and
mandating minimum granularity thresholds.

d. Dynamic Portfolios: For revolving securitisations or CLO warehouses during ramp up, concentration
limits ensure that new additions to the collateral pool maintain diversification.
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Figure 4 shows an example set of
portfolio concentration limits for a
private debt corporate loan CLO
securitisation transaction. In
addition to borrower, sector and
country limits, the CLO restricts
concentrations in e.g. fixed rate
assets, covenant lite loans, and
second lien obligations.

Figure 4: Sample limits applicable to a
private debt CLO securitization.
Source: Accuria.

EU Securitisation Rules for Granular and Non-Granular Portfolios

a. Granularity Requirements
The EU Securitisation Regulation emphasizes granularity to reduce systemic risk and improve
transparency. Granularity is measured to ensure that no single obligor or group of connected obligors
dominates the portfolio.

The STS securitisation criteria require granular portfolios to qualify for regulatory benefits such as lower
capital charges for investors. In practice, many STS-compliant securitisations comply with borrower
concentration risks of 1-2% of the total portfolio exposure for retail and SME loans. Non-granular
portfolios may require higher credit enhancement or stricter structural features.
Granularity is assessed using metrics such as the Herfindahl-Hirschman Index (HHI) which measures
concentration by calculating the sum of the squares of individual exposures as a percentage of the total
portfolio. For a portfolio of N exposures the HHI ranges from 1/N (perfect diversification) to 1
(maximum concentration). The Diversity Score DS=1/HHI is also used by rating agencies and
practitioners and quantifies the effective number of equally weighted exposures in a portfolio ranging
from 1 (maximum concentration) to N (equal sized exposures). A higher Diversity Score indicates
greater portfolio diversification.

b. Disclosure Requirements
Under the EU Securitisation Regulation, originators must disclose the composition and granularity of the
underlying portfolio and must take measures to mitigate concentration risks.
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c. Significant Risk Transfer (SRT) Transactions
Some European banks use SRT transactions to manage large exposures and concentration risks. By
purchasing first-loss credit protection on a portfolio of loans, banks transfer significant portions of risk
to third-party investors (Accuria 2024). This practice helps reduce regulatory capital requirements and
achieve compliance with large exposure limits.

However, SRT transactions introduce potential challenges, such as the cliff effect: if cumulative losses
trigger and exhaust the first-loss protection, the remaining non-defaulted exposures in the portfolio
become unprotected. In such scenarios, risk concentration may reappear, requiring banks to reassess
their exposure limits and risk management strategies. For further details on operational challenges of
SRT transactions see Accuria (2024).

4. Technical Requirements for Limit Managing Solutions

Limit management software is crucial for implementing and maintaining concentration and exposure
limits in banks and non-bank lenders like private debt fund managers. The system must fulfill several
core technical requirements:

a. Real-Time Monitoring and Alerts: Systems must be capable of tracking exposures across all
portfolios and counterparties in real-time. They must alert users automatically when exposures
approach or exceed predefined limits.

b. Integration with Loan Booking Systems: Such systems must be seamlessly integrated with loan
origination, credit risk, and core banking systems. Hence, they must aggregate data from multiple
sources, including meta data from the Risk Appetite Framework and detailed exposure data from direct
lending systems, securitization, SRT, and fund monitoring systems, as well as exposure data from
hedges and derivatives trading.

c. Dynamic Reporting Capabilities: Customizable dashboards and reports are essential to present data
by counterparty, sector, region, or product type. Automated data, document processing and reporting
guidelines generate multiple different regulatory reports (e.g., COREP large exposure templates) and
internal management summaries. Proactive alerts notify users when exposures approach or breach
internal or regulatory limits.

d. Advanced Analytics and Stress Testing: In-built stress testing tools should simulate the impact of
economic shocks on exposures. Scenario analysis for various market conditions includes scenarios of
concentrated large exposure defaults or sector downturns.
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Figure 5: Cross over exposures from multiple
private debt funds and direct lending portfolios.
Source Accuria

e. Regulatory Compliance Features: Systems
should be configurable to align with EU
regulations (e.g., CRR and EBA guidelines)
and local supervisory requirements. Systems
should integrate with or directly support the
management of SRT transactions and ensure
compliance with large exposure frameworks.

f. Scalability and Flexibility: Limit systems
must be capable of scaling to handle
portfolios of varying sizes and complexities
and provide flexible limit-setting options.
Limits can be based on single criteria such as

maximum sector limits or multiple criteria like limits on retail commercial real estate in Germany.

g. Data Transparency and Auditability: Modern software applications will provide detailed audit trails to
track changes to limits and actions taken in response to breaches. Systems should support clear
documentation of data sources, calculation methodologies, and risk assessments.

At its core, the system calculates aggregate exposure, applies group-of-connected-counterparties logic,
and integrates into large exposure and regulatory reporting. Advanced technical features enable users
to handle complex scenarios, aggregate diverse exposures, and provide actionable insights for strategic
decisions.

h. Aggregating Exposures Across Diverse Asset Types (Figures 1 and 5)
An advanced system should consolidate exposures to a single borrower or group of connected
borrowers across the bank’s activities, including:

● Direct Lending: Loans, revolving credit facilities, and other standard credit products.
● Guarantees and Letters of Credit: Off-balance sheet exposures.
● Fund Financings: Including commitments and drawn amounts in private debt funds.
● Securitisation Warehouse Lines and Note Investments: Capturing both funded and unfunded

exposures.
● Trading Book Exposures: Counterparty credit risk for trading activities.
● Derivatives: Current and potential future exposures, adjusted for netting and collateral

agreements (e.g., under ISDA/CSA).
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● Other Credit Enhancements: Subordinated loans, co-investments, portfolio guarantees, credit
insurance or similar.

3. Recommendation Engine
A sophisticated limit system could integrate decision-support tools to:

● Sell or Syndicate Exposures: Identify over-concentrated positions or high-risk exposures and
recommend selling or syndicating them based on current market valuations.

● Strategic Risk Transfer (SRT) Inclusion: Propose exposures to include in synthetic securitisations,
optimizing capital relief while retaining desired risk-return profiles.

● Rebalancing Recommendations: Suggest diversification strategies, including industries,
geographies, or counterparty ratings.

4. Integration with Credit Risk Models
● Calculate credit risk metrics like expected and unexpected losses at borrower, sector, and

portfolio levels.
● Incorporate probability of default, loss given default, and exposure at default into exposure

aggregation.
● Include correlation among exposures to assess systemic risks.

5. Regulatory and Internal Compliance
● Ensure compliance with large exposure limits (e.g., 25% Tier 1 capital under CRR), sectoral

concentration limits, and other supervisory requirements.
● Assess impact on CET1 ratio and other capital metrics in various stress and exposure

concentration scenarios.
● Produce granular loan- and portfolio-level reports for regulators and internal stakeholders.

6. Advanced Portfolio Analytics
● Diversification Metrics: Calculate metrics like the Herfindahl-Hirschman Index, Gini coefficient, or

sectoral concentration scores.
● Sensitivity Analysis: Measure the impact of macroeconomic factors or industry-specific shocks

on exposures.
● Risk-Adjusted Performance Metrics: Track exposures' contribution to risk-adjusted return on

capital (RAROC).

7.Machine Learning and AI-Driven Features
● Predict potential defaults or credit deteriorations based on historical and real-time data.
● Use AI to analyze counterparty behavior, credit history, and external signals to enhance

decision-making. Extract, calculate and monitor financial covenants (Figure 6).
● Recommend dynamic adjustments to limits based on evolving risk profiles and strategic

priorities.
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8. Collateral Management Integration
● Continuously track and update the value of collateral tied to exposures.
● Include regulatory haircuts and stress scenarios in collateral coverage calculations.
● Optimize collateral usage across loans, derivatives, and trading activities.

Figure 6: Data and Document Pipeline for private debt financial covenants. Source: Accuria.

9. Scenario and Portfolio Optimization Tools
● What-If Analysis: Allow users to model the impact of adding new exposures or restructuring

existing ones.
● Portfolio Rebalancing: Suggest actions to optimize portfolio composition against risk appetite or

economic capital constraints.
● Liquidity Simulations: Model funding requirements and liquidity impacts under different exposure

profiles.

ESG and Climate Risk Analysis
● ESG Scoring: Integrate environmental, social, and governance (ESG) ratings into exposure

assessments.
● Climate Risk Stress Testing: Include transition and physical climate risk scenarios in

counterparty and portfolio-level analyses.
● Green Exposure Tracking: Monitor and report on green or sustainable finance exposures.

11. Advanced Visualization and Reporting
● Dashboard Integration: Interactive dashboards showing concentration metrics, limit utilizations,

and risk profiles (Figure 7).
● Drill-Down Capability: From portfolio-level views to individual borrower or exposure details.
● Custom Reporting: Automated generation of tailored reports for different stakeholders, including

management, risk committees, and regulators.
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Additional Features to Consider:
1. Risk-Based Pricing Integration: Incorporate pricing models to assess whether exposures are

compensating for their associated risks.
2. Behavioral Modeling: Predict borrower behavior, such as early repayment or drawdown patterns,

to refine exposure tracking.
3. Credit Line Utilization Analytics: Analyze undrawn commitments and potential future exposures

to improve forward-looking risk management.

Figure 7: Private debt fund dashboard with concentration limits. Source: Accuria.

Conclusion

The growth of private equity and private credit markets presents both opportunities and challenges for
European banks. As the ECB and other regulators intensify their focus on these exposures, banks must
adopt advanced risk management practices to navigate this complex landscape. Integrated solutions
that track direct and indirect risks, automate workflows, and support stress testing are essential for
ensuring resilience and compliance.

A modern credit management limit system with these advanced technical features can move beyond
compliance and operational tracking to become a strategic tool for managing risk, optimizing capital,
and enhancing portfolio performance. By aggregating exposures, integrating advanced analytics, and
providing actionable recommendations, such a system ensures alignment with the bank’s risk appetite
framework, regulatory requirements, and business strategy.
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About Accuria (formerly NPL Markets)

Accuria is an advanced credit management platform that integrates data, AI-driven models, and workflows
to empower informed decisions in origination, financing, and sales. Supporting the full spectrum of credit,
Accuria provides cutting-edge solutions to monitor, value, report, and transact across diverse asset
classes, from portfolios, NPLs and securitizations to debt funds, covered bonds, and asset-backed
commercial paper conduits. Its centralized platform streamlines data management, automates reporting,
and enhances valuation and transaction processes, enabling organizations to optimize performance and
manage risks effectively.

The platform’s comprehensive suite of tools includes real-time monitoring, multidimensional cash flow
forecasting, regulatory and investor reporting, and a digital marketplace for illiquid credit assets. Users
benefit from AI-powered insights for valuations, early risk detection, and performance benchmarking. With
flexible solutions tailored to portfolios, debt funds, traditional and SRT securitizations, Accuria enables
unparalleled visibility and control over credit assets at both granular and strategic levels. Additionally, its
data integration and quality management capabilities ensure reliable insights and streamlined workflows.

Backed by expert support and scalable infrastructure, Accuria fosters success for clients and advisors
alike. Its services extend to data warehousing, sales execution, and valuation support, creating a unified
ecosystem for credit management. With over 1,300 portfolios processed in 28 countries and a robust
track record in managing complex loan data, Accuria not only simplifies credit operations but also
empowers organizations to unlock value, broaden investor engagement, and navigate the evolving credit
landscape with confidence.
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Disclaimer

This paper contains confidential information about Accuria, current at the date hereof. This presentation is not intended to
provide the sole basis for evaluating Accuria and should not be considered as a recommendation with respect to it or any
other matter.
This document and the information contained herein are not an offer of securities for sale in the United States and are not for
publication or distribution to persons in the United States (within the meaning of Regulation S under the United States
Securities Act of 1933, as amended).
This presentation and the information contained herein does not constitute or form part of any (i) offer or invitation or
inducement to sell or issue, or any solicitation of any offer to purchase or subscribe for, any securities or (ii) invitation or
inducement to engage in investment activity within the meaning of Section 21 of the United Kingdom Financial Services and
Markets Act 2000, as amended, nor shall any part of this presentation nor the fact of its distribution form part of or be relied
on in connection with any contract or investment decision relating thereto.
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