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Overview 

CELF Advisors LLP (“Firm”) is an investment 
manager which is authorized and regulated by 
the Financial Conduct Authority (“FCA”). The 
Firm is an IFPRU €50k Limited Licence Firm; its 
primary business activity is acting as a collateral 
manager to collateralized loan obligations 
(“CLOs”) and it does not hold client money. 

The Firm’s pillar III disclosure (“Pillar III”) is set 
out below, based on the FCA’s Prudential 
Sourcebook for Investment Firms (“IFPRU”), 
specifically IFPRU 2.2, and has been prepared in 
accordance with the relevant articles of the 
Capital Requirements Regulation which came 
into force on 01 January 2014. This Pillar III 
details CELF’s disclosures as of 31 December 
2016. 

The Firm is not part of a consolidated group 
and, therefore, the disclosures made in this 
Pillar III relate solely to the Firm. They do not 
extend to any of the CLOs which the Firm 
manages, which may be exposed to different 
risks. 

The Capital Requirements Directives (2006/48 
and 2006/49) (“CRD”) implemented the Basel 
capital adequacy framework across Europe and 
governed the amount and nature of capital 
credit institutions and investment firms must 
maintain. CRD was amended and restated by 
the following: 

- The CRD IV package composed of the 
Regulation (EU) No. 575/2013 and the 
Directive 2013/36/EU ("CRR") ; 

- IFPRU; and 
- Additional standards released by the 

European Banking Authority. 

The legislative framework does, however, 
continue to consist of three main pillars: 

- Pillar I: Minimum capital requirements 
firms are required to meet for credit, 
market and operational risk; 

- Pillar II: Risk based capital 
requirements, including the Internal 
Capital Adequacy Assessment Process 
(“ICAAP”); and 

- Pillar III: Disclosure requirements, which 
are contained in Articles 431 – 455 of 
the CRR. 

Material, Proprietary and Confidential 
Information 

The CRR provides that a firm may exclude 
certain disclosure from its Pillar III on the basis 
that the information is determined to be 
immaterial, proprietary, or confidential. 
Guidance on materiality, proportionality and 
confidentiality and on reporting disclosure was 
published by the European Banking Authority 
on 23 December 2014 (“Guidance”). The Firm 
has taken this Guidance into consideration 
when preparing its Pillar III. In particular, the 
criterion for materiality used in this disclosure is 
that the Firm will regard as material any 
information where omission or misstatement 
could change or influence the assessment or 
decision of a reader relying on that information 
for the purpose of making economic decisions.  

The Firm has not omitted any disclosures on the 
basis that they are proprietary and confidential; 
save for those noted in respect of 
remuneration.  

Frequency of Disclosure 

Following publication of this disclosure the Firm 
will publish its Pillar III at least once a year. 
Given its scale and complexity, and other than a 
material change thereto, the Firm assesses that 
an annual publication will meet its disclosure 
requirements. 
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Means of Disclosure 

The Pillar III will be published on the Firm’s 
website. 

General 

The Pillar III has been prepared solely for 
meeting the Firm’s CRR requirements. The Pillar 
III has not been audited by the Firm’s 
independent auditors, it does not constitute 
any form of financial statement, and it must not 
be relied upon in making any judgment on the 
Firm. 

Disclosure of the Pillar III has been approved by 
the Firm’s board of directors (“Board”). 

THE BOARD, AND RISK MANAGEMENT 
OBJECTIVES AND POLICIES 

The Board is responsible for setting the overall 
strategic direction and risk appetite of the Firm. 
In consultation with the Compliance Officer, the 
Board has designed and implemented a risk 
management framework and associated 
governance structure that are designed to 
ensure that an effective process and clear 
organizational structure with well-defined 
responsibilities exists to identify, assess, 
manage, and monitor risk. Controls operate at 
a number of levels throughout the Firm. 

Due to the size, scale, and complexity of the 
Firm the Board has not considered it necessary 
to establish a risk committee and deals with 
these matters directly. The Firm’s general risk 
management objective is to develop systems 
and controls to mitigate risk to a level that 
minimize the allocation of Pillar II capital.  

The Firm adopts a prudent approach to risk 
which is informed by the specific strategies and 
objectives of the funds to which it provides 
investment management services; and in all 
cases balances the strategic objectives of return 
on capital with overall risk.   

Board Composition and Diversity 

The Board is responsible for prudent 
management and ensures that the Firm has 
effective governance arrangements. In order to 
achieve this, the Board supports the principle of 
boardroom diversity, of which gender is one 
important aspect, but targets on diversity have 
not been mandated. The Board’s aim is to have 
a broad range of approaches, backgrounds, 
skills, and experience represented on the Board 
and is cognisant of the business benefits of 
diversity to maintain a balanced board capable 
of discharging its responsibilities effectively.  

Board 

As of 31 December 2016, the Board was 
comprised of three members. The aggregate 
number of directorships held by members of 
the board is ten. 

Risk Management Framework 

The Firm has adopted a ‘three lines of defence’ 
model which can be summarized as follows: 

First line of defence 

The first line of defence is comprised of the 
senior managers of the Firm’s business units 
who are primarily responsible for identifying, 
monitoring, mitigating and managing risks in 
their area. Where a risk is not able to be 
mitigated or managed, it will be escalated. 

Second line of defence 

The Firm’s legal and compliance department 
provides oversight of the first line and advises 
on areas of regulatory principles, rules, and 
guidance, as well as legislative changes which 
may impact the Firm. 

The second line of defence is independent of 
the business. 
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Third line of defence 

Internal Audit Function that provides an 
independent view of the Firm's internal policies 
and procedures and risk management and 
escalates matters to senior management and 
the Board where appropriate. 

The Firm engages a firm of external compliance 
consultants who periodically assess the 
operation of the Firm’s compliance program. 

Categories of Risks 

The key categories of risks to which the Firm is 
exposed are: 

- Operational risks; 
- Market risks; and 
- Credit risks. 

Operational Risks 

Operational risk is the risk of loss resulting from 
inadequate or failed internal processes, people 
and systems or from external events, including 
legal risk.  
 
The Firm has implemented policies and 
processes which address exposure to 
operational risk and has contingency and 
business continuity plans in place aimed at 
ensuring that, in the case of a severe business 
disruption, the firm is able to operate on an 
ongoing basis and that any losses are limited. 
 
Notwithstanding the robust nature of the firm’s 
infrastructure, the Firm necessarily places some 
reliance on the capabilities of certain individuals 
to complete processes and reviews and oversee 
controls which may constitute a potential 
source of operational risk. In addition, 
operational support provided by external 
service providers is dependent on the 
capabilities of those service providers. The Firm 
monitors very closely the quality of services 
provided and the operational risk that it 
presents.   

 
Market Risk 
 
Market risk relates to risks that arise from 
fluctuations in values of, or income from, assets 
or in interest or exchange rates. These risks are 
generally more significant in relation to 
transactions involving proprietary holdings. The 
primary market risk for the Firm relates to 
foreign exchange and interest rates. 
 

- Foreign Exchange Risk: 
 
The Firm is primarily exposed to foreign 
exchange risk in relation to the Euro 
denominated CLO retention positions, non-
sterling revenue streams and cash holdings on 
the balance sheet in Euros and US Dollars. The 
Firm does not actively hedge its exposure to 
foreign exchange movements. 
 

- Interest Rate Risk: 
 
The Firm does not have a trading book and so 
the only interest rate risk to the Firm comes 
from the interest-rate risk in the non-trading 
book. This means: 

(a) risks related to the mismatch of re-
pricing of assets and liabilities and off 
balance sheet short- and long-term 
positions ("re-pricing risk"); 

(b) risks arising from hedging exposure to 
one interest rate with exposure to a 
rate which re-prices under slightly 
different conditions ("basis risk"); 

(c) risk related to the uncertainties of 
occurrence of transactions, for 
example, when expected future 
transactions do not equal the actual 
transactions ("pipeline risk"); and 

(d) risks arising from consumers 
redeeming fixed rate products when 
market rates change ("optionality risk"). 
 

The primary interest-rate risk for the Firm is the 
re-pricing risk relating to the CLO positions that 
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it is required to hold on the balance sheet under 
A.404 – 410 of the CRR. 
 
For the subordinated/equity tranches, there are 
multiple impacts from an increase in interest 
rates. On its own, an increase in rates would 
lead to greater excess cashflow through the 
CLO waterfall, leading to higher equity 
payments and therefore a more highly valued 
equity tranche. However, the discount rate 
would also have to increase which would offset 
most of this benefit. Furthermore, it could be 
expected that as a second-order effect, higher 
interest rates would mean more financially 
distressed corporates and so higher default 
rates amongst the underlying collateral. 
Although it is impossible to quantify, the Firm's 
view is that it would expect the net measurable 
impact on equity tranches from a 200 basis 
point rise (or fall) in interest rates to be 
extremely limited. 
 
Therefore, in assessing the Firm’s exposure to 
interest-rate risk, a stress test has been applied 
to determine the impact of a 200 basis point 
shock to interest rates expected to impact the 
fixed rate tranches held. The result was a 
£233,000 negative impact determined from the 
effect of an interest rate rise on the value of the 
fixed rate tranches. 
 
Credit Risks 
 
The Firm does not deal as principal but is 
required to make investments in CLOs for risk 
retention purposes. These investments may not 
be sold and are therefore held on the non-
trading book. The Firm may make additional 
investments in its managed CLOs and these are 
also held in the non-trading book. Credit risk for 
the Firm is therefore considered to include 
these CLO positions and is calculated using the 
standardised approach. 

The Firm is also exposed to credit risk from the 
risk of non-collection of management and 
advisory fees.  

Further, the Firm holds cash balances with 
banks assigned high credit ratings or highly 
liquid money market funds, which are 
periodically reviewed, and so the risk of past 
due or impaired exposures in this regard is 
minimal.  

Liquidity Risk 

Liquidity risk is the risk that irrespective of 
balance sheet solvency and profitability, CELF 
may not have sufficient available cash (or near 
cash assets or funding facilities) to enable CELF 
to meet its day to day liabilities as they fall due. 
However, the Firm is not exposed to any 
significant liquidity risk because of the nature of 
its business (i.e. investment management). In 
particular, it has no trading book positions and 
does not engage in transactions having the 
economic effect of "maturity transformation". 
On this basis, the Firm considers that liquidity 
risk is not material. 

Business Risk 

Business risk includes, amongst other things, 
the risk of loss of key individuals. The Firm has 
considered the temporary impact that the loss 
of key individuals could have on the Firm and 
the expenditure of time and resources that may 
be incurred to replace those individuals. The 
Firm has determined that it is appropriate to 
hold additional capital of £2,221,000 to cover 
business risk. 

Other Risks 

Residual risk, concentration risk, compliance 
risk, securitization risk, insurance risk, risk of 
excessive leverage, and pension obligation risk 
have also been considered. These risks are 
considered to be either not currently material 
or not applicable to the Firm. 
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Encumbered Assets 

None of the Firm’s assets are encumbered from 
any activity related to derivatives, securities 
lending, rehypothecation, covered bond 
issuances, or securitisations. Some of the Firm’s 
assets are encumbered as a result of a financing 
arrangement between the Firm and its parent. 

External Credit Assessment Institutions 
(ECAIs) 

The Firm utilises the standardized approach to 
calculating risk weighted exposures and, as 
such, is required to nominate one or more 
recognized ECAIs in order to be able to apply a 
risk weight to exposures it faces. The Firm 
currently uses Fitch Ratings, Moody’s 
Corporation, and Standard and Poor’s. These 
ECAIs are used to assign risk weightings to the 
following exposure classes: institutions; and 
corporates. The Firm has documented policies 
and procedures regarding how the risk 
weighting methodology should be applied to 
the above classes. 

Capital Requirements 

The Firm calculates its capital resources 
requirements in accordance with CRD IV and 
the FCA Handbook. The Firm undertakes its 
ICAAP at least once annually (or as material 
changes in conditions warrant) in fulfilment of 
its Pillar II requirements. The Firms most recent 
ICAAP was approved by the Board on 24 
February 2017. 

CET1 Items 
Amounts in 
GBP 000s 

Minimum 
Capital 
Pillar I 

ICAAP 
Pillar II 

Own Funds 172,814 172,814 
Total Capital Ratio 11.09% 11.09% 
Capital Requirement 124,644 127,098 
Surplus 48,170 45,716 

 

 

 

Capital Adequacy 

Amounts in GBP 000s December 
2016 

Credit Risk 108,368 
Market Risk 16,276 
Total Credit and Market Risk 124,644 
Fixed Overhead Requirement 4,220 
Pillar I Capital Requirement 
(higher of credit risk plus  market 
risk and fixed overhead 
requirement) 

 
124,644 

Additional Pillar II Capital 2,454 
Pillar II Capital Requirement 127,098 
Excess Capital Resources 45,716 

 

Risk Weighted Exposure Amounts 

Risk Weighted Exposure 
Amounts for Credit and 
Counterparty Credit  

CRR Risk Weighted 
Exposure Amount 
(GBP 000s) 

Institutions 471 
Corporates 1,862 
Securitisation Positions 106,035 
Foreign Exchange 16,276 
Other - 
Total 124,644 

 

The Firm has effective internal processes to 
assess and maintain on an ongoing basis the 
amount and type of capital that is considered 
adequate to cover the nature and level of the 
risks to which the Firm is exposed.  

Exposure to securitisation positions 
 
The Firm is required, under the CRR, to retain 
on an ongoing basis a material net economic 
interest of not less than 5% in securitisations to 
which it acts as sponsor/originator (in relation 
to CLOs). The Firm does this through holding 
either a 5 per cent "vertical" or "horizontal strip" 
in each CLO, in order to align its interests as 
investment manager with investing entities.   
 
By way of example, the table below shows the 
risk weightings assigned to different CLO 
tranches and illustrates the exposure and 
capital requirements as against a vertical strip:  
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Class 
A 

218.3 AAA 1 20% 10.91 0.175 

Class 
B 

40.0 AA 1 20% 2.00 0.032 

Class 
C 

19.4 A 2 50% 0.97 0.039 

Class 
D 

17.0 BBB 3 100% 0.85 0.068 

Class E 31.6 BB 4 350% 1.58 0.442 

Class F 10.9 B 5 1250% 0.55 0.545 

Sub 
Notes 

37.9 N/A N/A 1250% 1.90 1.895 

Total 375.0       18.75 3.196 

 
Where the Firm holds the retention as a 
horizontal strip it will retain the first loss tranche 
and the exposure to the Firm will be 
approximately equal to the value of the 
retention itself (because the holding of notes is 
risk-weighted at 1250% and then multiplied by 
8%). 
 

Remuneration Policy 

The Firm aligns pay in accordance with 
performance, risk management and applicable 
regulations.  

In terms of applicable regulations, the Firm falls 
within the FCA’s proportionality level three. As 
a result, the Firm is able to disapply certain of 
the FCA’s rules under the principle of 
proportionality, which permits the Firm to take 
into account its size, nature and complexity 
when applying such rules where appropriate. In 
this respect, the Firm's remuneration policy 
reflects the proportionality principle and 
rewards individual and team performance in 
order to align employees' interest with those of 
the Firm and the relevant investment strategy.  

Specifically, the Firm ensures that appropriate 
fixed compensation (such as salary and benefits 
in kind) and variable compensation (such as 
cash bonus) are awarded in a manner consistent 

with the nature of the business, applicable law 
and market practice.  

The Firm has included all Significant Influence 
Function holders who are natural persons as 
‘Code Staff’ with respect to the FCA’s 
Remuneration Code. For the financial year 
ending 31 December 2016, ten members of 
staff were identified as ‘Code Staff’, the 
aggregate remuneration awarded to such 
individuals for the 2016 performance year was 
£4,896,000. 

The aggregate remuneration expenditure for 
material risk takers (all Code Staff) by 
remuneration type was: 

Remuneration 
Amounts in 
GBP 000s 

Material Risk Takers 
including senior 

management 
Number of 
beneficiaries   

10 

Fixed Remuneration 1,267 
Variable 
Remuneration 

3,629 

 

Senior management is comprised of material 
risk takers identified under Article 3(3) of the 
EBA RTS for identifying MRTs.  Due to data 
confidentiality reasons, the remuneration 
information is disclosed on an aggregate basis. 


