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- each comment deals with a single issue only;
- you indicate the relevant chapter/section/paragraph, where appropriate

- you indicate whether your comment is a proposed amendment, clarification or deletion.
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ID Chapter Section Paragraph Page Type of comment Detailed comment Concise statement as to why your comment should be incorporated
1 General topics ::I'i?naGtZTrzlaaltsgr;ﬂgleS on 25 12 Clarification Not clear how to incorporate climate-related environmental risk drivers in market risk models Not clear how to incorporate climate-related environmental risk drivers in market risk models
. : (VAR, SVaR, IRC). Some clarification or examples are needed. (VAR, SVaR, IRC).
environmental risks
1.8 General principles on Although the Guide claims to clarify how banks should go about including material climate- . : . . L .
2 General topics climate-related and 25 12 Clarification related and environmental risks in their models, it does not provide sufficient information about -Ergiacs?: s:sl?;':‘d r;ote(:rlalg:Ttgz: th:::teeg 3:?':3::? where there is not. Industry practice involving.
environmental risks how material climate or environmental risks should be taken into account. \scussion paper p: i 'S year.
Definition of relevant and material C&E risk drivers
- ECB Guide to internal models (2023), General topics/par. 25: “Institutions should assess the When referring to the context of Guide on climate-related and environmental risks, does ECB
materiality of all risks in the life cycle of their internal models as set out in paragraph 2 of this mean specifically Expectation 7.2 of that Guide?
1.8 General principles on chapter, including climate-related and environmental risks [Footnote 24]. Where climate- Given that ECB expects banks “by the end of 2024 at the latest, to be fully aligned with all
3 General topics climate-related and 25 12 Clarification related and environmental risks drivers are found to be relevant and material, institutions supervisory expectations, including having in place a sound integration of C&E risks in their
environmental risks should include such risk drivers in their internal models approved for use for the calculation of stress testing framework and ICAAP” (ECB Walking the talk, 2022), does it mean that ECB
own funds requirements for credit and market risk.” expects that internal models shall be adjusted to account for material and relevant C&E risks and
- ECB Guide to internal models (2023), General topics/Footnote 24: “This principle is defined shall be used for the calculation of own funds requirements before end of 2024?
in the context of the Guide on climate-related and environmental risks”
1.8 General principles on
4 General topics climate-related and 25 12 Clarification What is considered 'material'? How should this be determined? This is subjective wording and requires clarity.
environmental risks
1.9 General principles for It is not clear whether ECB expects similar requirements for the implementation of reversion
5 General topics ;m:;r;sfznre:;taetfgezf a 26 12 Clarification I';%”:;;égg#;_d'B%ggn'sliﬁgﬁngg’ ;nmd";":z:]:ﬁf:;s&hésgfzt:i;é):éﬁﬁpe:}eef'egr'eﬁgecirol: Correct implementation of the SA, F-IRB is also important for RWA reporting.
model paragraph 26.
The paragraph states that 1s to ECB 1 for the i itation in 3 months,
should be requested by the institution in question. However, the process for this request is not
19G - clear. Considering the processing timelines for the requests, we understand that this should
.9 General principles for be d " ible i.e during th t of th terial ch licati d
_ the implementation of a o e done as early as possible i.e during the assessment of the material change application an ) ) o _ ) »
6 General topics 26 12 Clarification should be aligned with the ECB before the notification of the decision. Alignment with CDR 529/2014 and further clarification of the ECB expectations will be beneficial.
changed or extended " . N
model Alsq, we want to (_:onflrm that, according to A_mcle 3 paragraph 6 of !he CDR 529/2014,
institutions can still present an updated plan if unexpected delays with regards to the
implementation of the change arises after the decision. A footnote can be added to clarify
these points.




General topics

2 Roll-out and permanent
partial use

Clarification

Additional guidance is needed regarding new (types of) exposures, which do not fall under
range of application of approved rating systems (e.g. as it is a new type of exposure, or
because the products is extended to new segments, e.g. a new country) or use of SA:

In this case, an institution can neither use IRB (as IRB model is not approved for new
exposures), nor SA (as there was no PPU request submitted).

Our understanding is that this case should fall under CRR Article 146 and use of SA should be
allowed before approvals are received. As such we would suggest to add a paragraph
providing this guidance:

xx. In case of introduction of new product, and/or acquisition of the portfolio leading to new
exposures for an institution, the institution is expected to analyze if the new exposures 1) fall
under scope of approved rating systems, 2) fall under scope of approved permanent partial
use of SA and 3) if any notifications or requests are needed in line with Commission
Delegated Regulation (EU) No 529/2014. In case no applicable rating system or approval for
the use of SA exist, or notifications/requests are needed before the use of IRB approach,
institutions are expected to use SA for the new exposures until appropriate approvals are
granted or notifications submitted as long as new product is immaterial (in line with CRR art.
146(a), and provide ECB a remediation plan (covering submission of relevant
requests/notifications) if exposures become material in line with CRR art. 146(b).

Guidance is needed if SA approach can be applied to new products/exposures, before a formal
requests for model extension, new model or PPU/SA are submitted and approved.

Without this clarity, introduction of new (innovative) products can be slowed down in IRB banks,
leading to unlevelled playing field

General topics

2.6 Reversion to a less
sophisticated approach

42

Amendment

The footnote 42 references only "the use of the SA", while the application of F-IRB approach is
also subject to the same requirement.
Suggestion to rephrase to "... that the use of a less sophisticated approach ...".

Editing suggestion.

General topics

2.6 Reversion to a less
sophisticated approach

42

Clarification

The last paragraph of the paragraph 42 (after point (d)) sets expectations for "convincing
evidence" for reversions leading to non-negligible reduction of own funds requirements.
Suggestion to provide guidance regarding what could be considered "convincing evidence",
e.g. by adding an example in brackets after the words "convincing evidence": "The reduction
of capital requirement is caused by excessive conservatism of the current RWEA, e.g. due to
application of conservative corrections, missing (collateral) data, (over) conservative (expert)
based model, and not by nature (high risk) of the exposures. In this case, institutions are
expected to estimate a "best-estimate” RWEA for the purposes of the point 4(d) of this
paragraph”.

Without this guidance, a unwarranted feedback loop can be created: the current model is not
fulfilling requirements, as such RWEA add-ons/MoC is added, which in turn does not allow for
reversion to less sophisticated approach, as it leads to decrease in RWEA.

General topics

2.6 Reversion to a less
sophisticated approach

42

Clarification

Certain requests for reversions do lead to reduction of RWEA, however, this is not the purpose,
and the decrease is justified as current RWEA is too high (i.e. not reflecting risk of the portfolio).
A guidance is needed on which evidence ECB considers "convincing" to avoid re-submission of
requests.

The last paragraph of the paragraph 42 (after point (d)) sets expectations for reversions
leading to "non-negligible reduction” of own funds requirements.

Suggestion to provide guidance regarding "non-negligible reduction”, e.g. by adding a
sentence to the paragraph: "The following reduction is presumed to be negligible: no more
than 1.5% of decrease in the overall EU parent institution's consolidated risk- weighted
exposure amounts for credit and dilution risk (or other relevant consolidation level) AND no
more than a decrease of 15% or less of the risk-weighted exposure amounts for credit and
dilution risk associated with the range of application of the internal rating systems, which
covered exposures reverting to a less sophisticated approach.”

The above thresholds are aligned with Commission Delegated Regulation (EU) No 529/2014
and would set a consistent expectations.

Providing guidance on thresholds for "negligible" decreases in RWEA will simply the preparation
and review of requests, and allow for consistent practice in the EU.

General topics

2.6 Reversion to a less
sophisticated approach

43

Amendment

In general, we understand the goal of the expectation: to avoid regulatory arbitrage amongst
similar exposures, e.g., by applying for SA only for high-risk exposures (in an absurd case:
requesting SA only for loans with delinquency) and keeping IRB for “good” exposures.
However, the expectation is defined with terms that are not defined in CRR, e.g., "similar
features in terms of modelling", "similar exposures of this kind" (i.e., "kind of exposures"). And
it sets the expectation that goes beyond CRR requirements, e.g., as CRR art. 149 specifically
allows to revert exposures classes and apply SA in line with art. 150. In the latter case, it even
provides certain specific requirements for "sovereign” and "institution" exposure classes.
Exposure classes cover by definition different exposures with different (risk) characteristics, as
such requirement to look at "similar" exposure classes does not seem to be justified.
Furthermore, it is not clear how the own funds impact analysis on “similar” exposures will help
to identify cases of regulatory arbitrage, as paragraph 44(d) already requires analyzing impact
for the exposure in scope and justify the non-negligible decreases in own funds.

As such we suggest to amend the paragraph, replacing reference to "kind of exposure” to
"type of exposures", "features in terms of modelling" to "key risk characteristics" and removing
reference to exposure classes and impact analysis.

"43. Institutions should consistently segment the whole (credit) portfolio into types of
exposures, with same key risk characteristics, amongst other in terms of data and modelling
(in particular with regard to points (a) and (b) of paragraph 42 above). Institution should avoid
excessive and unjustified (artificial) splits to lower materiality of types of exposures or to lower
(absolute) impact of reversions. Where a request is made to revert to a different approach (the
SA or the F-IRB approach) for a type of exposure, institutions are also expected to provide
convincing evidence that the request is not being made in order to reduce own funds
requirements by applying an unjustified split of a type of exposure (e.g., by keeping IRB
approach only for relatively low risk exposures). For instance, providing information on criteria
used for exposure type segmentation and evaluation if type of exposures is defined
consistently may help to inform the assessment."

The expectations should be revised as it uses terms not defined in CRR and requires analysis
which might not have direct contribution to the goal of the expectations




2.6 Reversion to a less

We understand that the single comprehensive and consistent request that is expected in the
paragraph, should also include any notifications triggered by the model scope changes and

More guidance on the expected application package will ensure preparation of proper requests

12 General topics sophisticated approach 44 18 Clarffication evaluation of these changes in the performance of the models that are continued to be used and improve regulatory compliance.

for the own fund calculations.

The scope of application of ECB's Guide on the supervisory approach to consolidation in the

banking sector excludes intra-group transactions (footnote 1):

"The term “consolidation” is used in this document to mean any business combination of pre-

existing independent legal entities that is relevant from the perspective of prudential

2.7 Internal models in the supervision of institutions by the SSM, including mergers between institutions and acquisition
13 General topics ci)ntext of consolidations 47 19 Clarification by one institution of another institution, but excluding intra-group transactions" Please clarify which ECB expectations apply to intra-group transactions.

We suggest to provide guidance how intra-group transaction should be treated. In particular in

case of mergers/re-organisation of subsidiaries, a simplified treatment could be considered for

the (sub) consolidated reporting, i.e. in general allowing to continue using same IRB models or

SA approach as applied to the exposures before merger. All potential cases on incompliance

can be a part of "return to compliance" plan.

A requirement to have a non-live production version of the model implemented and the
implementation fully tested before applying for a major change would be onerous and could
unnecessarily delay the application, particularly if the scope of the change only becomes clear

New requirement is introduced for when applying for an initial model approval or for roll-out of late in the process.

2.2 1T systems: the IRB approaqh. . The E‘CB‘groposed approach is not according IQ IT best practice: ) )
14 Credit risk i r{frast ructure a‘ nd 7 61 Deletion The part of tr]e first sentenqe in brackets should bg dgle{ed so that the ﬁrst septence read‘s:' after fmg/:zmg the user acceptance tesf and go live approval the lead time to deploy in
implementation testing "When applying for a material model change, the institution should provide evidence that it is production should be as short as possible.

able to provide a new version of the relevant IT systems ready to be put into production once Although model implementation is not suitable for continuous integration / continuous delivery

the change is approved." (Cl/ CD), the lead time should be as short as possible to ensure:

« All new components are in sync with the IT production environment
« Latest (regulatory) requirements are incorporated (not possible if requirements are frozen
approx. 9 months before go live approval)
Supervised entity should provide "proof of implementability”, instead of having full
2.21T systems: Propose to delete second sentence in brackets: "It should also [...] in paragraphs 7(a) to (f) [rzplter!;e;t:tlon _ret?dy. fThe ’[:;oo{ofllmplen-l_enlablgty should con’;slst of
15 Credit risk infrastructure and 8 62 Deletion above". Itis not stated that hard in other relevant regulations, i.e. CRR: 144(1), 175(1), CDR . ae 7’ ea aescrip! ’7" or architectural overview and necessary changes
implementation testing 2022/439: recital (33), art 75(1), (2). implementation plan
« completed system tests
« governance of data attributes (covered in implementation plan and functional designs,
2.2 IT systems: The paragraph relates to the IT implementation of a material change. While this paragraph is
16 Credit risk infrastructure and 8 62 Clarification included in the Credit Risk section, it reads very general and therefore not clear whether it is Please confirm that this section applies only to credit risk.
implementation testing applied for a material change in market risk models.
Questions: Banks would benefit from clarifications on use of forward-looking data for internal
estimations:
a) Does ECB expect banks to use forward-looking data for the calculation of own funds
requirements for credit risk?
b) Does ECB expect banks to use adverse or most-likely scenario for projected forward-looking
data for the calculation of own funds requirements for credit risk?

Topic: Use of forward-looking data for the calculation of own funds requirements for credit risk Ci Duesf E%B expgct banks fto use dgpgcgf Sonzon of the fowvharﬁ-lqokmgfdzatg for the ﬁalcu:]atlllol;\

. - References: ECB Guide to internal models (2023), Credit Risk / par. 94, Credit Risk / Footnote | ©f 9Wn funds requirements for credit risk? Here we note on the horizon of 2 -3 years that shall be
17 Credit risk Clarification o o Doy " o accounted for in the rating assignment as per ECB Guide to internal models (2019), Credit Risk /

50, Credit Risk / par. 172, Credit Risk / Footnote 79, Credit Risk / par. 191, Credit Risk / iy 8 . N .

Footnote 86 par. 64 (“itis the ECB’s understanding that the rating/grade/pool assignment process should also
adequately anticipate and reflect risk over a longer time horizon and take into account plausible
changes in economic conditions. In order to achieve this objective: ... (b) a horizon of two to
three years is considered to be appropriate for most portfolios;”)

d) Does ECB see that banks can use projected forward-looking financial data (e.g. CapEx,
EBITDA), whose projections would be based on projected C&E factors (e.g. forecasted GHG
emissions), for the calculation of own funds requirements for credit risk? If so, is use of projected
forward-looking financial data seen by ECB as input override (in the context of CRR Art. 172(3))?
- When referring to the direction of C&E-driven overrides, ECB mentions use of ‘a more

C&E-driven overrides conservative approach’. Banks would benefit from clarification whether C&E-driven overrides, in

- ECB Guide to internal models (2023), Credit Risk / par. 47: "Overrides should be limited to view of ECB, can be applied only for downgrading the credit rating of an obligor. Here we note

information relevant to the obligor’s creditworthiness, if this is not captured well by the pre- on the EBA Discussion on the role of environmental risks in the prudential framework, where

3.6 Use of human defined components of the model [Footnote 34]". both upgrade and downgrade overrides are mentioned as possible in the context of rating
18 Credit risk . 47 74 Clarification - Credit risk / Footnote 34: “Where climate-related and environmental risk drivers are adjustment (par. 118, “assignment of exposures to grades or pools should generally use the

judgement

assessed to be relevant and material and the rating system does not include information
related to these risk drivers, institutions should consider whether it would be appropriate to
take a more conservative approach in the assignment of ratings to the related facilities or
obligors by applying an override to the final output of the rating assignment process”.

model developed in the previous steps, the CRR mentions the possibility of further adjustment,
... in the form of overrides, for instance in the form of a rating upgrade or downgrade (113)."

'- In addition, banks would benefit from clarification wrt. use of C&E-driven overrides in light of
potential application of additional MoC in cases when information on relevant and material C&E
risk drivers is not available.




Credit risk

4.2 Consistency of the
application

62

79

Clarification

The paragraph suggests that the default is triggered if the materiality threshold is exceeded 90
days or more (including the 90th day), while paragraphs 59(b) and 66 suggest more than 90
days (excluding the 90th day).

(62)

62. The materiality thresholds for the purpose of the definition of default applied by an
institution outside the SSM area and a parent significant institution may be different, even if
both belong to the same banking group, because a materiality threshold which differs from the
one set by the ECB may apply under national law outside the SSM area. This scenario is one
of those addressed by paragraphs 83 to 85 of the EBA Guidelines on DoD. If an obligor has
exposures under both SSM and non-SSM jurisdictions, institutions should check both the ECB
materiality threshold and the materiality threshold (if any) applicable in the other jurisdiction.
The default will be triggered in the jurisdiction where the materiality threshold is first exceeded
for 90 consecutive days, and institutions are then expected to apply additional unlikely to pay
triggers, making use of the provisions set out in paragraph 58 of the EBA Guidelines on DoD,
to achieve a consistent default status across all jurisdictions.

(59.b)

59. According to Article 178(1) and (2)(d) of the CRR in conjunction with Article 3 of the ECB
Regulation on discretion on materiality threshold and Article 4 of the ECB Regulation on
options and discretions, a default must be considered to have occurred with regard to a
particular obligor when either or both of the following have taken place:

(b) the obligor is more than 90 consecutive days past due on any material credit obligation to
the institution, the parent undertaking or any of its subsidiaries (“days past due” criterion),
considering that a credit obligation past due is material when it:

(i) exceeds €100 if it is a retail exposure or €500 if it is an exposure other than retail exposure;
and

(ii) represents more than 1% of the total amount of all on-balance sheet exposures to that
obligor for the credit institution, the parent undertaking or any of its subsidiaries, excluding
equity exposures.

(66.)

66. When the days past due criterion is met, institutions should classify the exposures to
defaulted status without further ado. This means that at the onset of the 91st consecutive day
after the materiality threshold is exceeded for the first time, the institution should activate the
default flag for all affected exposures. Moreover, it is the ECB’s understanding that the days
past due criterion is driven by the exact number of days in which material past due amounts
are present. Therefore, proxies in which defaults are triggered, for example, after three
months of missed payments or three missed monthly payments (“months in arrears”
approach) are not considered an appropriate implementation of this criterion.

Please remove the inconsistency between paragraphs 62, 59.b and 66 in Credit risk chapter.

20

Credit risk

4.3 Days past due
criterion

69

81

Clarification

This paragraph states that non-EUR past due amounts should be converted to EUR using the
exchange rate quoted every day, but there is no reference to a relevant regulation currently in
force.

Please clarify whether there is an existing legal reference for this requirement.

21

Credit risk

4.4 Unlikeness to pay
criterion

79

84

Clarification

The last sentence in this paragraph might suggest that a default trigger based on a threshold
on the diminished financial obligation does not need to be back-scored after adjustment of the
threshold.

Please clarify that this applies to the DoD process, but back-scoring should still be done for
model development/calibration purposes.

22

Credit risk

4.7 Adjustments to risk
estimates in the case of
changes to the definition
of default

92

88

Amendment

The requirement is about making changes to the DoD and in particular about retrospectively
simulation of the proposed DoD. There is an explicit expectation that the RDS covers at least
two years of data adjusted at granular level by means of a retrospective simulation. While we
agree that retrospective simulation is good and the way to go, it may not be possible for each
individual default trigger (in particular UtP) to back-score the proposed UtP for at least 2 years,
in particular when human judgement is applied. It may be that the requirement is not so strict,
e.g., that it is oke if for certain triggers requiring human judgement less than 2 years of data is
also accepted, but this is not explicitly stated.

Suggestion is to amend the text to mention that this is a general expectation, and that
exceptions are possible for individual triggers if duly justified.

Requirement to have may be unrealistic, or require institution to weight 2 years until the data is
available, slowing down improvements in the model landscape.

23

Credit risk

5.1 Structure of PD
models

103

94

Clarification

What is 'Very granular'? More guidance on how many grades will be considered as very
granular will be very helpful.

Very granular is very vague and is subject to interpretation. An indication of > 8 or 10 grades for
example will provide more clarity.

24

Credit risk

5.1 Structure of PD
models

109

97

Clarification

How would you define 'extensively’ in relation to the use of third-party support as an indication
for an override? More guidance on when this will be seen as extensively wil be very helpfull.

25

Credit risk

5.1 Structure of PD
models

113

28

Clarification

Extensively is subject to interpretation. Is there a certain thresshold or a bit more guidance on
this?

How would you define 'material' in relation to the number of exposures within a rating system?
More guidance on when this will be seen as material will be very helpfull.

26

Credit risk

5.2 PD risk quantification

122(d)

101

Amendment

Material is subject to interpretation. A concrete definition of material in this context (f.i. as can be
found in 'Credit Risk 4.1 art. 59 b") would provide more clarity.

Supplement with "present at the beginning of the one-year observation period", as also
mentioned in par 73 of EBA GL on PD and LGD, so that it becomes "(...) it is the ECB’s
understanding that

each obligor — or each facility in cases where point (a) above applies — present at the
beginning of the one-year observation period, should be counted (...)".

For clarification

27

Credit risk

5.2 PD risk quantification

122(e)

101

Clarification

Not clear what is meant with "obligors that cease to exist". Do they mean deceasing persons?
Or change in set of obligors that are identified as joint-obligor? Or credit obligation that ceases

to exist (migration/write-off/sale/closed/etc)?

28

Credit risk

5.2 PD risk quantification

126

103

Amendment

For clarification

Itis not clear what should be done to conclude that there is not material difference between
average PD and the LRA DR in case of no statistical difference. Probably it is meant that we
should verify that the directions and magnitudes are random (similar to par. 135), but this is
not explicitly stated. Suggestion to include this here as well in that case.

Please clarify this requirement and explicitly state whether banks should verify that the directions
and magnitudes are random (similar to paragraph 135).




29

Credit risk

6.1 Realised LGD

143

113

Clarification

Some/most climate-related and environmental information will not be available nor retrievable
for historical defaults. No indication how to tackle this. MoC? Overrides? Also, due to the
progressive -- in time that is -- nature of climate/environment risk (more extreme weather,
more wildfires, more river draughts/floods, higher sealevels, etc etc), it is intrinsically
impossible to use statistical modelling based on historical empirical data. This comment is
relevant for footnotes 74, 86 and 50.

Climate/environmental risks are obviously important for credit risk, but not enough guidance on
how to incorporate this in IRB modelling.

30

Credit risk

6 Loss given default

143

113

Clarification

The paragraph mentions that Institutions should ensure that their own historical experience
contains a minimum number of defaults in order to determine whether external data are
sufficiently representative. Any reference to how the minimum number should be calculated
would be helpful.

The statement as is is subject to Institution's own interpretation and can result in differences in
application.

31

Credit risk

7 Loss given default

143

113

Clarification

In the footnote 74, it is mentioned that In accordance with paragraph 109 of the EBA
Guidelines on PD and LGD, the RDS should contain all relevant information in relation to
losses and recovery processes. This should also include climate related and environmental
information where relevant and material. More clarity about the data collection requirements to
the climate related and environmental information would be helpful. As the Institution is inot
yet mature in tis topic, it would help to clarify minumum length of data required for these
information to be considered in the models.

Minimum period of data required for development of PD and LGD parameters are clear in the
guidelines and regulation. The similar clarity for the climate related and environmental
information would help Institution to set up the data collection plan.

32

Credit risk

6.2 LGD structure

172

121

Clarification

The requirement states "where risk drivers vary over time, an approach consisting of a fixed
time horizon before default, ..., should not be used" which does not seem to be aligned with
the requirement in the draft CRR3 on CCF, specifically article 182 (1)(g), stating that IRB-CCF
shall be estimated using a 12-month fixed horizon approach.

(172)

172. LGD estimates must be based on the material drivers of risk.78 To comply with this
requirement, institutions should identify and analyse potential risk drivers under paragraphs
121 to 123 of the EBA Guidelines on PD and LGD.79 When selecting the risk drivers,
institutions should take into consideration any changes in product mix or characteristics
between the reference and default dates. According to paragraph 122 of the EBA Guidelines
on PD and LGD, “institutions should analyse the risk drivers not only at the moment of default
but also at least within a year before default and should use reference dates for risk drivers
that are representative of the realisations of the risk drivers within a year before default”. In the
ECB’s understanding, this means that the choice of reference dates for risk drivers should
ensure consistency with the expected distribution of defaults over the one-year horizon (and
corresponding changes in the value of the risk driver) that are expected for the exposures to
which the estimates are applied. In this context, where risk drivers vary over time, an
approach consisting of a fixed (for all defaults) time horizon before default, particularly where
this time horizon is less than 12 months, should not be used unless the institution is able to
show that such an approach does not result in a lack of representativeness (in the sense of
the previous sentence) leading to the final LGD estimates (at grade or pool level) being
underestimated.

Draft CRR3 (182.1.9) ...

‘(9) institutions’ IRB-CCF shall be developed using a 12-month fixed-horizon approach. For
that purpose, for each observation in the reference data set, default outcomes shall be linked
to relevant obligor and facility characteristics at a fixed reference date defined as 12 months
prior to default day;

Please assure consistency between this revised provision in the revised ECB Guide and future
CRR3 (Art 182.1.g).

33

Credit risk

6.3 Risk quantification

182

126

Clarification

In CRR3 a sentence will be: collateral valuation will take ESG into account (if material). Same
sentence is already in ECB Guide CER.

Consider specifying that collateral valuation shall account for ESG risks.

34

Credit risk

6.3 Risk quantification

188

128

Deletion

Footnote 85 is rather strict, and there is no mention of a maximum common period in art
179(1) of the CRR. However, art 179(2)(b) states: "Where an institution uses data that is
pooled across institutions it shall meet the following requirements: (b) the pool is
representative of the portfolio for which the pooled data is used", which implicates something
similar to footnote 85, but is more open to interpretation.

Please delete the footnote align it directly wiht art179(1) and art 179(2)b

35

Credit risk

7.2 Realised CCFs

199

135

Amendment

Typo: paragraph 0

Broken reference

36

Credit risk

8.1 Relevant regulatory
references

208

140

Clarification

Itis not clear whether a tie in rank ordering is considered a change compared to non-tie. The
background of this question is related to the situation where MoC on pool level does change
the rank ordering, and we are interested if it is considered compliant if we merge those pools.

Please explain whether a tie in rank ordering is considered a change compared to non-tie.

37

Credit risk

8.1 Relevant regulatory
references

208

140

Clarification

Topic: Margin of conservatism

ECB Guide to internal models (2023), Credit Risk / par. 208: “the MoC should consider any
deficiencies stemming from missing or inaccurate information including, where relevant and
material, any missing or inaccurate climate-related information considered in risk estimates.”

Questions: Banks would benefit from clarifications on cases when MoC shall assigned.

a) Where C&E risks are relevant and material for a segment subject to the internal model,
however no C&E data is at hand to be accounted in the internal model for this specific segment
for the calculation of own funds requirements, shall banks apply MoC for absence of C&E data?
b) Considering that C&E data is available for rather limited observation period, does ECB
expects specific observations period (e.g. at least 5 years) of C&E data to be available for
accounting for in the internal models for the calculation of own funds requirements, where C&E
risks are relevant and material for a segment?

38

Credit risk

Amendment

Please prolong the time banks have to include C&E risks in the calculation of own funds for
credit risk.

39

Market risk

3.2 Scope of application
of regulatory back-testing

Deletion

This paragraph (paragraph 52, page 134 in 2019 version) has been deleted from the June
2023 version. Does this mean that positions that are excluded from the regulatory trading
book for the purpose of calculating capital requirements on the basis of Article 106(3) of the
CRR should now be included in the scope of application of the back-testing.

A paragraph has been deleted. Does it mean that positions that are excluded from the regulatory
trading book for the purpose of calculating capital requirements should now be included in the
scope of application of the back-testing?




The paragraph states that institution should be able to provide an inventory of analyses that
have been conducted with the purpose of developing the VaR and sVaR models. Given that

Does this implies having the underlying information for annual reviews and/or monitoring
available or also other analyses done that might not have been mandatory so far? And how

40 Market risk 5.2 General requirements 109 179 Clarification VaR and SVaR models can be quite mature, in other words developed a few years ago, for many years should a bank provide an inventory of analyses for VaR and SVaR, if the models are
how many years should a bank provide an inventory of analyses? developed many years ago. Is it restricted to IMA and monitoring reports?
The paragraph states that institution should be able to provide an inventory of analyses that Does this implies having the underlying information for annual reviews and/or monitoring
41 Market risk 5.2 General requirements 144 192 Clarification have been conducted with the purpose of developing the IRC model. Given that IRC model available or also other analyses done that might not have been mandatory so far? And how
) can be quite mature, in other words developed a few years ago, for how many years should a many years should a bank provide an inventory of analyses for IRC, if the model was developed
bank provide an inventory of analyses? many years ago. ls it restricted to IMA and monitoring reports?
6.5 Ratings, probabilties Thg paragraph sta_ltes that institutions_ sho_uld anal_yse_any c_Jbserved differences_ between these
42 Market risk of default and recovery 158 197 Clarification estimates and e_stlmates that are derived in _comblnauon with cur_rent market prices where ?he It is unclear how the corrections should be obtained. More clarification is needed.
rate assumptions relevant correc_tlons were perf_orme_d tq obtain real-world PDs. It is unclear how the corrections
should be obtained. More clarification is needed.
The paragraph states that that institutions should identify which terms, information or
6.5 Ratings, probabilities ﬁ']sfztjnr:;tig:i;r;tsginT:ttir;ch\:OLIng)é Ltj:ea?:g;::t"fgra;exsg:ggrl JSR;:"SV(:::?LZ':;;?‘: éhoeéer;?;’ to What exactly are the PDs 'used to account for expected losses'? It is unclear how to compare
43 Market risk f;tge;::It;n?;r?:ovew 161 198 Clarification when mentioned here PD used for expected losses? Basel PDs? It is not clear how to :i(r:nZDtse:?]atreePnlzzr:sed for estimation of expected losses, especially if IRC PDs are obtained
umpti compare IRC PDs to the PDs used for estimation of expected losses, especially if IRC PDs X v :
are obtained from external vendors.
Footnote 97 in point (c), paragraph 186 in section 7.5 (Management of RNIME and
implementation in an institution’s risk engines) states that "The calculation should be made at
the end of the quarter by comparing the sum of impact quantification of the RNIME, e.g. at the
end of the quarter, with the 60-business-day average of the VaR or sVaR, or the 12-week
average of the IRC or CRM amount of the preceding quarter.™
The comparison of the RNIME numbers for the purpose of the calculation of this ratio should
be in line with VaR and sVaR methodology. For VaR and sVaR, the 60-day average, or 12
7.5 Management of week average for IRC or CRM amount, is suggested in the same footnote. Please clarify whether the 60-day average of the RNIME used in the numerator of the CIQ risk
44 Market risk RNIME and 186 213 Amendment To note, this feedback has already been provided by the industry (see Feedback statement: number can be used instead of the RNIME at the end of the quarter, and please subsequently

implementation in an
institution’s risk engines

Responses to the public consultation on the draft ECB guide to internal models, July 2019 —
risk-type-specific chapters, section 4.7 Risk not in the model engines (MR Section 7), point 10,
p. 29). However, it seems that the ECB might have misinterpreted the feedback provided as it
referred, as part of its response to the feedback, to the need to use the 60-day (or 12-week for
IRC) average risk numbers to increase the stability and make it possible to use the same
basis (denominator), although this did not lead to a change in the aforementioned footnote
(last column). In order words, we totally agree with the explanation (stability and same basis
for comparison), although we still deem it important to clarify (and amend), as this is creating
confusion to the industry.

amend the footnote in order to align the numerator and denominator of the CIQ risk number in
terms of methodology (both using the average with the same periodicity).




