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1 Management of changes to the IRB approach Classification 44 Clarification

Paragraph 109 requests that the assessment and classification of a model change or extension is confirmed by a unit independent of the one responsible for the assessment and classification of 
the change or extension. As a footnote, it is further advised that institutions may also consider the elements of Article 11(2)d of the Final Draft on assessment methodology for IRB with regard to 
the classification process.

To classify model changes, Delegated Regulation (EU) No 529/2014 provides a large number of detailed qualitative provisions and specific guidance to perform a quantitative impact analysis to be 
used as an additional classification measure and backstop limit. Furthermore, changes must not be split to reach a lower classification category. As a result, these rules provide a tight 
classification frame and do not leave room for varying interpretations according to our view. Therefore, and unlike the separation need of certain market and risk management tasks of an institution, 
neither the CRR nor the Delegated Regulation (EU) No 529/2014 contains a similar separation requirement regarding the classification of IRB model changes.

We took note that EBA sees potential conflicts of interest in the process of model development and validation. According to EBA’s view tight time schedules might give incentives to developing 
units to hide or play down errors and an independent validation function could prevent banks from implementing models that are not thoroughly tested or finished (see EBA analysis in final draft 
RTS on assessment methodology, pages 138 and 143f).

While we can understand such view of conflicting interests in the development and validation process, we consider the process of assigning categories to model changes apart from being 
influenced by different or even conflicting interests given above mentioned tight classification rules. 

According to our understanding, the assumption of conflicts of interest with regard to the classification of model changes according to Delegated Regulation (EU) No 529/2014 would suspect the 
classifying unit of intentionally assigning a change to a wrong – in particular lower – category to accelerate the implementation. Given the fact that all changes are to be brought to the knowledge of 
the Joint Supervisory Team (either prior to or after implementation) it would make no sense trying to assign a change to a lower category or even to split it into several changes of lower categories 
at the risk of getting a supervisory finding.

Therefore, the purpose of letting confirm a model change by an independent unit should not be driven by avoiding potential conflicting interests but by ensuring a thorough category assignment, i.e. 
the correct application of Delegated Regulation (EU) No 529/2014, and avoiding mistakenly incorrect assignments. In this sense, for the aim of confirming the materiality category of a model 
change we have to deal with a different form of independence as the one required in the process of development and validation of the change itself.

Hence, footnote 87 to paragraph 109, suggesting that institutions may assign the confirmation role to the validation unit, seems to be too strict of being an feasible approach – in particular in light of 
the fact that model changes according to Delegated Regulation (EU) No 529/2014 are not only changes in the pure methods’ area but also in the rating process or in the use of rating grades for 
internal risk management purposes with both fields not being part of a validation unit’s range of responsibility and skills.

With the background of the above mentioned, we would like to suggest a clarification that the fulfilment of ECB’s announced independence requirement is not necessarily dependent on aspects of 
the functional allocation of the units involved but rather on the goal of ensuring the correct application of Delegated Regulation (EU) No 529/2014 and to avoid mistakenly incorrect assignments. To 
achieve this goal it should be sufficient if the confirming unit is organisationally – and not functionally – different from the one triggering the change (or not involved to trigger changes in general), 
i.e. irrespective of whether both units belong to the Credit Risk Control Unit function (CRCU) according to Article 190 CRR. 

Ensuring proper category assignment
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