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Credit Risk

2.4 Data quality management framework

18

comment
Clarification

This paragraph requires a dedicaled independent unit responsible for data quality- Independent from where- e.g. model development? Is this infended o be  dally Process or periodic?

commenter
Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

2.4 Data quality management framework

21

Clanfication

This section emphasises raceabiliy. We fully support the objective but the ECB should acknowledge documenting history, processing and localion of data wil be a large and deailed operalion for many firns and it will ke a significant amount of ime (o achieve,

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

2.4 Data quality management framework

%6

Clanfication

Whatis meant by prudent approach, as opposed 1o mitigating data incidents. Achieving a compl P it for data gt Versus data handiing may be ifficull In practice. Dala raceabilly requirements are challenging.

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

3.2 Use of external dala

34,35

Clanfication

Generally speaking, we consider the analysis requested in section 3.2 for the se of extemal data might be likely not sustainable, since it entails a level of disclosure closed (0 the one available for internal Gata (for example representaliveness analysis of paragraph 35)
This disclosure level is usually not possible for data providers. In practice, these requirements, if read as for the current formulation reported in the draft ECB guide, might lead to the impossibility of adopting exteral data (unless with the systematic introduction of a
material Margin of Conservativism not linked to a model deficiency, but only to the limited disclosure of extemal providers). In particular, for shadow rating models, the external data, which are the target of the estimation, are expected to be structurally not perfectly
representative of the application portfolio (because rating agencies cover more US companies than EU ones).

Moreover, inconsistency arises with the top down approach foreseen in EBA/CP/2018/10 (on the condiions to allow institutions to calculate KIRS with the purchased bl h under Artcle 255 of CRR), in which the methodological approach
willrely predominantly on external data, given the impossibility to leverage on intemal ones being not representative of the scope of this model. Therefore, the analysis required by ECB guidance might limit the workabilty of the new securitization framework aimed at
reinvigoraling the Securitization business.

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

3.3 Use of external bureau scores or external
ratings as input variables in the rating process|

37

Clanfication

The previous comments regarding he level of disclosure required for extemal data apply, in paricular in the case of extemal credil DUTeal scores. In addition, informalion on the siTuclure and nalure of extemal scores and their key drivers are required by paragraph
37(b)-(e) but are usually not reported by credit bureau.

‘This would hinder the recourse to a typically powerful data source for risk differentiation purposes, limiting, and contrary to regulatory requirements, both accuracy of the estimates and the information completeness of the rating system (the Crediit Bureau are usually
relevant information for rating assignment especially in the ‘through-the-door” evaluation for new clients/new applications on Retail segment). Therefore, we suggest setting out in the detail a minimum set of information that's necessary to be disclosed, eventually
foreseeing on this a dedicated Guidelines subject to a consultation process arget to both banking system and Credit Bureaus itself.

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

3.3 Use of external bureau scores or external
ratings as input variables in the rating process|

entire
section (also
relevant for

Clanfication

We consider he type of analysis requested under section 3.2-3.3 for the use of dala/scores/alings may ot be manageable given It entails a level of ISCIOSUre on a par with thal required for Intemal Gala (e.. para 35representaliveness analysis). This level of
disclosure s not usually possilefordata provders,In pracice i heserequements were mplemened as per the cutent raf,cod teul i being possibl o adop el data (nless alongsde the ntocucton of  disproprtonate HoC - which s o nked
toa model deficiency, rather just o the limited disclosure of extemnal parties). This would hinder recourse 10 very substantia and powerful data source for risk purposes, limiting both of the estimates

rating system (the credit bureaus are usually relevant information for rating assignment especially ‘through the door'evaluation of new clients/applications in retail. This would be contrary to regmmmy intentions. We therefore suggest c\arwymg nd setting outin o
a minimum set of information necessary to be disclosed, ideally this would eventually be done through GLs subject to consultation and aimed at both credit bureaus and banks.

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

3.4 Use of pooled data

Clanfication

The requirements in Ihis paragraph could be particulaly problemalic for banks relying on pooled data Sources It will be very GfiCUIL for pooled dala SouTces (o provide assurances thal banks have the Same/common processes — it should be the case thal If the bank is
compliant with Basel then their data should be acceptable to be pooled. Consequently, banks will not be able to use pooled data sources such as

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

35 Use of purchased rating systems o
models (pool models)

22

g

(Amendment

In our opinion the extract (.) Validation of the pool model, including testing of discriminatory power and predictive power, should be applied by each insttution on its own portfolio ' if read in connection with footnote 21 should be removed. Indeed, in the case of
pooled model across legal entites of the same banking group (ie. groupwide models) the perimeter of application is related to the entire group/group of enties. As such it should be estimated (and consequently validated) on a groupwide perimeter. Thus, the
measurement of rank ordering and predictive power at single legal entity level would provide a partial (and potentially biased) view.

Jones, Gregg

1SDA and
AFME

Publish

g

Credit Risk

3.6 Consistency in the definilion of default

4

(Amendment

[Achieving equivalence requirements for extemal data with the DoD 1s onerous. Iniroduction of a MoC 1s disproportionate. The section on definition of default should be aligned with ongoing EBA work.

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

3.7 Use of human judgement

(Amendment

“The chapter 4.4.1 of these guidelines especially pavagvaph 37 does not mention *human judgement used to a greater extent” in the identified
Therefore, we consider the ECB's proposition as unduly justified, not in respect of the Single Rulebool

[We suggest deleting the end of the paragraph “¥o this-end, where b o b "
The application of MoC s fully detailed in the EBA guidelines on PD-L d the weatment of
deficiencies. Also, insiitutions do not consider the use of human judgement as a y but an additional input

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

2.1 Stucture of PD models

Deletion

We suggest deleting this paragraph. The performance of models should be assessed on the ful range of appiicalion of raling systems. Assessing the performance lead 10 = the portioio used n the calibration wil
ot b ceplcated n th backtesig axerdses, Alo,for modelling reasocs, nstions may Giherseverl portolo n the serme meil (o e Fe & modelon Lrge Corpome) Theremve, Some s ange poriolos may sufe om low volame of delaus. Wat s
more, the very detailed list provided in paragraph 52 will also imply such undesirable situations. Furthermore, (@), (b), (c) are not mutually exclusive. This might lead to confusion.

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

2.1 Stucture of PD models

53@)

Clanfication

How is the second part of the sentence *(...) and also include an explanation of the fisk drivers which the insitufion has considered, but decided not fo use ; related to the topic of this paragraph: assigning obligors or ransactions (0 a rating system?

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

2.1 Stucture of PD models

Clarfication

(According 1 s paragraph, = meanngial TEK ki T 20U T il h Gtibalo of cbgors oo, h Foagenatyof 1grs o Taclles as3gne 0 he s rad o pokand e diernt vl ok
across obligors or facilities. However, it is not clear which sample to consider in order to perform this assessment. In particular, when the risk differentiation function is built with a recent sample representative of the application Vur\luhu itis unclear whelh

mearingtu diterentatonshoud be peroredusingan equtlet sample o tha sed o h ik ifteniaon (. a fcent sample) o equied 10 assess he fhe ris in terms of cach rads o ool and
heterogeneity between grades or pools through sample used for the In other words, is it enough to test, for instance, the homogeneity at each date or is it necessary to test the homﬂwenmly among different dmes" If it were the
Latr case, how should we perorin he Comparison aking o account that he rating phiosopy may afect hs composion of ach arad s 1 grade migtaion aseociated 1 sconomic croumsances?

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

2.1 Stucture of PD models

Clarfication

Clarification of the requirement "evidenced by records of the time series of realized default rates or loss rates for grades or pools under different economic conditions~ should be done. We also do not understand why reference {o loss rates for grades is introduced for
requirements which tackle PD estimation.

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

2.1 Stucture of PD models.

58,50

2324

Clarification

[With regard (o the rating grades and ‘across rating grades or pool (ests, we expect additional clarifications about the analysis o be performed in case of Low Default Poriolios (LDPS). Indeed, f the number of observed defauls is
100 low, the results could lead to counterintuitive outcomes. Moreover, in order to obtain more robust resuits, one could decide to aggregate adjacent rating grades with potential problems arising in terms of excessive concentration of in terms of stabilty across the
vears.

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

2.1 Stucture of PD models

Clanfication

tis not clear the meaning of including “drivers that are predictive over a longer time horizon" as requested by paragraph 61(a) and how the 2/3 year horizon indicated in paragraph 61(b) should be embedded in the modelling framework. In any case, a horizon of 2-3
yeas s ncxcess of the requlatn specified P hrzon ofane year Moveover,f s paragraph hes (o b iterpreted s equiement o st as dovlopment arget a mulyar defaut stalus he interacons of i equtement il mode lidaion and with RS 9
models (in which regulatory PDs are used as input) are not clear. Given this interpretation, a significant increase in the model respect to the in EBA/GLI2017/16 is expected.

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

2.1 Stucture of PD models

Clanfication

Greater clarfication should be provided on the paragraph ‘As a consequence of the above, institutions' grade assignment dynamics should also adequately anticipate and feflect in the assignment of grades the potential realisation of the fisk during the longer time.
horizon. For clariy, this does not mean that grades remain stable during the longer time horizon in the event of changes in idiosyncratic risk . By mentioning that grades do not need to remain stable under changes in idiosyncratic isk, should we assume that they
houkd undar changesin mactasconaric cicimatancas .- ht e shouk ntbeanyren n he it figaons aeioe ik bckt? st b o thtinhe v g it e g philosophy i is expected that systematic grade
migrations will occur when economic circumstances change. In order to avoid an undue effect on the cyclicality of capital fequirements such rating a calibration pt at calculating long-run averages at the fevel of
calibration segment. The expected outcome of the whole procedure is mal me grade migration, for instance to worse credit quality grades during a downtum, i somehow counteracted by better PDs at grade level (the opposite would happen in an upturn). In such a
way the use of point n time risk ranking models is reconciled with the expected long-run nature of regulatory PDs and the avoidance of extensive cyclicality of capital requirements. Whether such an approach is acceptable in light of the ECB expectations should be
Clatiod,as piealy aing and Scoring models uoed o sk dierentiaion utposes follow a poin nme philasophy

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

2.1 Stucture of PD models

2425

Clanfication

More clarity s needed in his paragraph. Could ECB prowide examples? In adaiion, gvea!ev Clanfication shoud be provided ew\am he main divers (o perform & consistent companison between exiemal and intemal grade assignment dynamics (0 evaluale heir
differences. In addition more details would be welcome on how to propose ‘the I for * between grade of internal and exteral ratings. Is it the expectation that the intemal grade dynamics
should prevail?

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

2.2 PD sk quantification

79(b). (c)

30

Clanfication

1 you need (o compare the several methods (overlapping and non-overlapping with Gifferent reference dates), this means thal you always need to perform all analysis for all methods. Whal s the minimum amount of comparisons (0 be made? Whal is meant by
fferent reference dates, e.g. semi-annual, quarterly, monthly etc.?

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

2.2 PD sk quantification

Clanfication

[Whatis meant by

) on other observed indicators relevant for the type of idered 7 Can this be a index?

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

4.2 PD fisk quantification

5206)

Clarification

) referred 1o in section 41" Is this a reference o paragraph 527 If yes, please make his explicl, section 4.1 15 a long section

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

2.2 PD sk quantification

Clanfication

tshould be claified if the ECB's expectalion is that the PD estimates at grade level should be roughly the same whether following a ‘grade levelor a calibration segment level technique, following the terminology sed in the EBA PD and LGD Guidelines. It must be
noted that i risk grades are created by applying a banding procedure over a point in time risk ranking model, taking long:un averages at risk grade level wil resultin stable PDs at grade level but in cyclical capital requirements at portfolio level given grade migration.
The PDs at grade level obtained in such a way will not be Similar to those obtained when applying a calibration segment level approach in which it is ensured that the long-fun average is attained at the level of calibration segment. Typicaly, in the presence of grade
migration, a calibration level approach might result n varying long-run PDs at grade level across the cycle, thus they will not be similar to those obtained under a grade level approach if the banding is the same.

In general, it would be related o PD risk qt putin the contextof the gy and the range of calibration techniques considered acceptable by the EBA PD and LGD guidelines.

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

2.2 PD sk quantification

3132

(Amendment

Ttwould be most welcome 1o clarity whether applying Uis provion is necessary given thal no mention of it s made n the BCBS "Basel Il FInalising post Crisis reforms.

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

4.2 PD fisk quantification

8586

Clarification

Some clarifications should be provided about the mapping between internal and external ratings. Indeed, the following aspects should be considered:

ol ot s avalabl about h rria sed y e el rganizaions;
- the set of " coul | the rated by an extenal organization (e.g. rating agency) are usually a small share of the specific Institutions’ portfolio (e.g. Large Corporate or Institutions);
" ine Sample of common obigors could b non eprsentaie of the Spplaton poriol (o Sxample. o the reason Gescrbed ot he pevious pond:

Moreover, itis not clear if the mapping should be based on a comparison between the observed default rates for the intemal and the extemal rating grades or according to a general coherence between the two evaluations (e.g. determine which is the prevailing internal
rating grade for each extemal rating grade). However, in such analysis, a certain degree of human judgment (expert-based approach) should be allowed, in particular, if the sample under evaluation is small or with few defaults.

Finally, ECB should clarify i this section (e.g. article 85-86) should also be applied if the mapping between internal and extemnal rating classes is used by the Insitutions not for the PD quanification but for managerial purposes or process-related phase (e.g. override
process).

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

4.2 PD fisk quantification

86(a)

Clarification

Greater clarification should be provided about the expectation that the mapping between internal and exiemal rating scales at a given date and over ime is consistent. In the event that the grade assignment dynamics of intemal and external ratings are different, the
mapping is likely to evolve over time. Is this considered consistent or, on the other hand, a stable mapping would be expected across time?

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

4.2 PD fisk quantification

3334

Amendment

Gverall, the requirements are deemed overly conservalive. In particular, bullet poit () Should be deleted. The calculation of default rates on sub-ranges of applicalion is not justified for several reasons. For modelling reasons, instiutions may gather several portiolios in
the same model (for example a model on Large Corporate). Therefore, some sub-range portfolios may suffer from low volume of defaults.

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

5.1 Realised LGD

3738

Amendment

e LD compuaton atfaciy eve 1 & genealprncle hat can bo shared Nevorfelos, fore can whert ry ot only due (o a. but also for the mix effects of the cash
flows recorded. This is in particular the case of Short-Te e where ofte the ffecs recorded on he CLITen. account a1 1S he 16t o the Combinaiion of oher Shor e faiies (e, SoicuiGating Imices where the ofects aro releced n he curent
sccount)an 1 not an excoptional devition bt a e Wacnce For this reason, a separate computation for those cases would resultin an incorrect economic loss. An amendment to the Article proposed could include among the cases where a more
aggregaled computation is allowed also the cases where the bank can demonstrate that LGD not e 168 sconomic loss observed and therelore sirate tha 1 not ah -excaptonal devalion” but & Siuctural pracice.

Itis suggested to replace the term "exceptional deviation” with "justified deviation' and to add to the subsequent bullet point the following option: *provide evidence that recovery at facility level would be biased due to the mixed effects recorded from different facilies.”

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

5.1 Realised LGD

57@)

(Amendment

tshould be clearly underlined that a coherent approach has (o be adopted between LGD and CCF on the additional drawings. Therefore, i it s requested 1o discount additional drawings in the LGD, the same approach has (o be applied for CCF. The following
paragraph:

“Where insiitutions include additional drawings after the moment of default to estimate CCFs, these additional drawings discounted to the moment of default are added to the outstanding amount at defaut in the denominator (paragraphs 139-142 of the EBA GL on PD
and LGD). In other words, institutions should ensure that the exposure used for CCF estimation is consistent with the denominator of the LGD. "

with (addition in bold)

"Where insiitutions include additional drawings after the moment of defaul to estimate CCFs, these additional drawings discounted to the moment of default are added to the outstanding amount at defaul i the denominator (paragraphs 139-142 of the EBA GL on PD
and LGD). The discounted additional drawings have to be included as well in the CCF calculation. In other words, institutions should ensure that the exposure used for CCF estimation is consistent with the denominator of the

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

5.1 Realised LGD

57(6)

3839

Amendment

£ should be clarified how economic [0ss should be calculated in the case of faciliies that retum 1o a non-Gefault status. To the extent that the bank can demonsirate that, whenever a facility retums (0 non-default Status after having missed some payments, the
customer pays the interest agreed in the contract origination and interests accrued due to payment delay (plus, potentially, penalty fees) it should be possible to assign a zero realised LGD to that default event (assuming any cost incurred during the recovery period is
also covered or s negligible). The same argument applies to the so-called subjective defaults in which the customer keeps repaying the debt and subsequently the entity decides to move the customer to a non-default situation. Recognizing aloss in any of these

would not be aligned with the Bank's procedures and the purpose of capital calculation.

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

5.1 Realised LGD

(Amendment

It Should be clarified thal e resUTUCLIANg INVOIVes only previously Gefaulled faciilies of cases where the measures granted determine the default of the Customer and not commercial practices where the bank modifies the contractual condilions without classitying the.
client as a defaul. For example, the renegoliation of the interest rate with a Performing customer does not determine automatically the default and therefore must be out of the scope of this Aricle. Given this premise, the following section “where insitutions open new
facilties to replace pr facilies as part of for technical reasons, the realised loss should reflect the decrease in the degree of financial obligation arising from changes in the conractual conditions (Le. material forgiveness or
postponement of payment of principal, interest, or fees). The amount by which the financial obligation has diminished should be calculated under paragraph 51 of the EBA GL on the definiion of default.” seems to contradict the principle of economic loss. In fact, the.
changes in contractual conditions are not reflected in a cash flow but are related to a financial concept which is in general out of the LGD scope; let's suppose, for example, that the bank grants to the client a longer contractual term to repay the deb, this modtaton
of NPV has no direct and immediate impact on the LGD but will be reflected only through the different future realisation of cash flows.

Itis therefore requested to amend this Aricle to be compliant with the economic loss definition.

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

5.1 Realised LGD

100(a)

3520

Amendment

The analyses required on independence period appropriateness, based on analysis related (© the curing process, overiap with the same analyss and monitoring foreseen for probation period, on top of which the independence period should be applied, within the EBA
GL on Definition of Default (EBA/GLI2016/07 - paragraph 76). Therefore requiring a further analysis and demonstration on this, considering also the critical and highly questionable asymmetric treatment introduced by independence period (L. relevant for LGD but not
forPD,with reuements ntoduced by EBA Draf TS on Assessment methodelogyfor IRB approach and EBA GL on P estimaio, L  the treatment of ) would result in a low value added effort required to the Banks as well as
in further discretionary and dific

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

5.1 Realised LGD

100(6)

0

Amendment

For historical data where insiitutions have not adopted the minimum 12-monih probation period on distressed restructured faciliies under paragraph 72 of the EBA GL on the definition of defaul, they should consider a 21-monih period for the application of paragraph
101 of the EBA GL on PD and LGD. The 12-month probation period is a peculiar approach applied for Unlikely to pay Forbome positions; nevertheless, the identification of Forbome positions is quite recent in the IT systems (irom 2015 onwards) as a consequence of
regulatory principles and does not coincide with the former distressed restructured faciliies. I is therefore requested to clarify how the pro-forma correction has to be applied on the historical series: has the 21-month period for the default windows grouping to be
applcd orall o customers c\assmed s Restucurec:even f thy are alargr sample compared o curently Forbome ies? f th answer s affmalive we deen 5 ncessaytoconsidr hat foner Resituctured” credis were alteady subject 0 a o probtion
period before considering the client as cured; we ask therefore to amend this article and to apply the pro-forma correction only to Past Due and to the Forbome clients from

e moment ot e roducton of e 18k oo

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

5.2 LGD structure

103

Deletion

[We suggest deleting this paragraph. The performance of models should be assessed on the full range of applicalion of ing the performance fead s the portolio used in the calibration will
701 bt repicated on the back 168ng exertises, AL, or moceling 16asons. maiiuons may Gaiher Several POl i he Same modet for xample & mocel o Large CopOT®). Yhevemve some sub- vange Sortolon may sufer fom low volume ofdefauts.

Jones, Gregg
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Credit Risk

5.2 LGD structure

105(0)

1243

Deletion

The model component approach is designed (o capture different aspects of (he recovery process and allows (© obiain a L s the resultof both bserved within ‘and non-
defaul, The reuest 1o domonsiate independance among he components is no cioar an not cahereni withothr 16quialony rescrptons. The goal ofthe model companents 1 diferent and i s are, in general, dmevenl the burden ofprof for
institutions to provide empirical evidence of their independence has to be deleted from the document.

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

5.3 Risk quantification

108

Amendment

Since for recent defaults only limited information is available regarding the full ecovery process, the treatment of INCOMPIELe 1eCOVery processes envisaged in paragraph 158 of the EBA GL on PD and LGD is more complex and could add uncertainty to the LGD
estimates; to mitigate this risk, institutions may establish a minimum period of time during which the defaut should be observed in order for it to be considered in the calculation of the observed average LGD (with a maximum period equal to 12 months). This principle
is correct but should be specified as wellfor institutions applying a model component approach: i this case the analysis should be replicated not only from the entrance in default but as well from the entrance in the ltigation process. In fact, in a standard approach
where the LGD is equal 1o Pcure*LGDeured + (1-Peure)*L GDnoncured, the LGD of non-cured facilties (iiigation process) includes as well open facilities and the open inferenced cases are estimated on the sample of non cured cases. Therefore, even in these cases it
should be allowed to exclude positions with limited information from the beginning of the litigation phase, for example for secured facilties where the most relevant information is relative o the end of the recovery process with the collateral realisation.

Finally the 12-month period should be extended, with adequate justification, for the secured facilties where, as stated above, the realization of the collateral at the end of the recovery d n les: young positions. We
agree with the ECB's vision of the complexiy of including faciliies not sufficiently observed and that the establishment of a minimum observation period for recent defaults is essential to ensure e rohsinees o1 ne resuts However, the maximum period of 12 months
estabished in i pararaph s decmed nsuficient o pemit o acilies hat shorlyretu (0 non-defaul sas o comple he recorery cyce s mporiant o bear inmind tht the el must overcome a probatonperiod of at east 3 months plus tlast 9
aditional months to not be classified as a single default), adding uncertainty in the projection of incomplete files. This would result either in orin the need to hniques that could be associated to Substantial MoC.
Furthermore, the EBA Guidelines PD-LGD estimation and the treatment of defaulted assets do not specity a masimum for the period of ime during which the default should be obsenved inorder for i o b consdereinthe caleuiaon of i absered average LGD.

At the very least we suggest deleting the last sentence of the paragraph i hs . Alternatively, with the aim of mitigating the risk in the LGD estimates due to faciliies with short observation periods, we propose
amending the maximum of 12 months period to establish a maximum period of 18 maninsof sbsenion hen s uenuu is adequately justified.”

Jones, Gregg

1SDA and
AFME

Publish
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Credit Risk

5.3 Risk quantiication

EEY

Deletion

The iniroduction of a concept of MIRP and the adoption of 100% haircut for Totyet soid is Indeed, the Gefined also within the EBA GL on PD-LGD, would entall @ reduction of the credit exposure in force.

of the value of the assets. Although a haircut should be applied on repossessed asset value i order to factor in uncertainty of the collateral value and level of liquidity, it should be kept in mind that the repossessed assets will be booked on a bank's balance sheet and
tisk weighted accordingly. Thus, in case of repossession of assets falling under “other non-credit obligation assets” category pursuant to CRR Article 156 would be 100% risk-weighted in most of the cases. In case of repossession of equily assets (€.g. due (o debt (o
equity swap, not infrequent in context of restructuring measure) the risk weight would be even higher (especially in view of the future Basel 4 context where only Standardized Approach would be admitted). Therefore, envisaging a treatment ike substantially realized
incomplete workout for the repossessed assets that can take time for realization as similarly to of collateral introduce a double imiting therefore the rationale and the recourse of the repossession technique.
Indeed, the more time a repossessed asset remains on the balance sheet of the Bank, instead of having cash in-flows, the more time the Bank should hold RWA for it. Thus, the adoption of haircut equal to 100% for repossessed assets not yet sold would end up in an
increase of LGD (and RWA) on the credit obligations reference portiolio as well, doubling the penalization.
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Credit Risk

5.3 Risk quantification

111(0)

Deletion

[We understand the ECB's concern about the unceriainty in the estmation of the haircut (o the value of the collateral and the necessiy fo understand the effect of this haircut. Neveriheless, tis risk should be miigated through the comparison with the estimated
haircuts obtained from the observed sales of collaterals with similar characteristics (111 (a)) and with a detailed documentation about the process to estimate the haircut. In regards to the assessment proposed in paragraph 111 (b), the introduction of a 100% haircut
ts not yet sold is 50 we consider the assessment useless in terms of identifying possible biases in the estimation of the haircut, therefore we suggest deleting this requirement.
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Credit Risk

5.3 Risk quantiication

13

2647

Clanfication

Under the assumplion thal the Gistrbution of faciitales per obligor is quite homogeneous, 1eading (o Similar results following both approaches, il s desirable 1o perform the LRA LGD s a weighted average by the total number of faciliies of each grade, following the
first approach described on the ECB guidelines, as this provides a more intutive method.

Only in the case where the parameter can be biased due to a significant concentration of facilties in few obligors, the second approach, weighting first at obligor level, would be more appropriate.
For the sake of simpliciy, itis preferred to prioritze the first approach, but it would be desired to have some flexibility to incorporate the second approach when needex
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Credit Risk

5.3 Risk quantification

113(a)

Clarification

For the cases where two or more faciliies (for example morigages) of the same obligor are assigned (o the same facilty grade or pool W deem it appropriate (o have two oplions as compliant for calculating the average. The first (o compute the average weighted by
the total number of facilties within that facility grade. The second 1o first take the exposure-weighted average realised LGD at the obligor level and then take the arithmetic average LGD weighted by the number of defaulied obligors within the LGD grade. Institutions.
should demonstrate that the approach they use does not distort the actual observed loss.
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Credit Risk

5.3 Risk quantiication

13

2647

Clanfication

We suggest 1o keep bullet point (@). Keeping the two opions 15 relevan.
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Credit Risk

5.3 Risk quantiication

133)

(Amendment

The proposed treatment of outliers is not symmetrical between the two tails. On one hand paragraph 113 (b) requires (0 floor the left il 10 0, on the other hand this paragraph requires the right tail 0 be treated with an appropriate treaiment (data quality, fisk rivers,
assignment to grades or pools or assignment to calibration segments) without capping realised LGD values. The practice widespread among institutions to replace the observed value by a pre-defined value when the observed value is above the pre-defined one already
partially safeguards the symmetrical approach between the twa tails and definitely allows to avoid further biases in the estimated LGDS. Itis not always possible to assign these outliers to one bucket or grade because they can pertain to different combinations of the
tisk drivers used to model the loss rates. The the proposed pr be an increase of the facilties excluded in the sample definition. We suggest replacing the proposal of the inclusion of raw data with a percentil treatment of the:
fight tail, which guarantees, in addition to the bucketization, a minimum level of symmetry between the two tails of the distribution
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Credit Risk

5.3 Risk quantiication

11

Clanfication

Under the assumplion thal the Gistrbuion of faciitales per bligor IS quite homogeneous, 1eading (o Similar results following both approaches, il s desirable o perform the LRA LGD s a weighted average by the total number of faciliies of each grade, following the
first approach described on the ECB guidelines, as this provides a more intutive methor

Only in the case where the parameter can be biased due to a significant concentration of facilties in few obligors, the second approach, weighting first at obligor level, would be more appropriate.
For the sake of simplicity, it is preferred o prioritize the first approach, but it would be desired to have some flexibility to incorporate the Second approach when needed.
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Credit Risk

5.3 Risk quantiication

1150), ()

2748

(Amendment

Saime amendiment and commen a5 for paragtaph 105(0) T Model comporent approach s designed {0 captur diferert aspects of e 1ecover process and alows 1o cblan & LGD SSUTTate Whih & he fesul of Dot 105585 obsenvd and cynaiis of

within and non-defaul, The request to demonstrate independence among the components is not clear and not coherent with other regulatory prescriptions. The goal of the model components i different and also
the drivers tested are, in general, amevenp the burden of proof for institutions to provide empirical evidence of their independence has to be deleted from the document
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Credit Risk

5.3 Risk quantiication

16

(Amendment

Ttwould be most welcome 10 clarity whether applying (s provsion is adequale given thal no mention (0 1L 1s included in the BCBS ‘Basel Il FINGlISing post crsis reforms.
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Credit Risk

5.3 Risk quantiication

119124

2951

(Amendment

Since e paragraph on downln LGD STl Tefled T boh RTS and GL ey nderconsulaion n WIh We e commenld exensvely o 1 B Th v of AFVE te epore e esporse
these GLs.

) submitted to EBA
e e et hscuemon o o topic and the changes still 1o be introduced with the final versions of the two EBA documents, we ask to amend the text hy undering hat such aicles won' be appied for finding purposes unii the inal publication of the RTSIGL and
the subsequent incorporation within TRIM Guide.
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Credit Risk

5.3 Risk quantiication

1200)

2550

Deletion

fthe ECB does continue (o retain his section of he guide, iMespective of the non-final GLS and RTS then regarding the minimum ndicalors (o characterize the economic downtum, we Suggest deleting the interest rates and iniation rates due 1o the difficulty 1o justity
the relatonship o thse economic acors with e ntemalseie.n parica. he movements i th ineret rates nd nflaon ar ot purely e o theeconomic enutonment, bt o due (0 changes in extrna policie o eisaion applied n e difernt
geographi

Farhermors, the CP Draton the naure,severlty and duralion ofan ecoremlc downtum doss not ske Ineret tes orfation ate o acoount s & miimum economlc facto o consider
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Credit Risk

5.3 Risk quantiication

124

5152

(Amendment

We suggest de\eﬂng the last sentence of the paragraph “in-doing this. th o A Tab e e Figher the-add-
MoC shoukd-be . The ECB should modify this paragraph with regards to the final version of the "EBA Guidelines for the estimation of LGD appropriate for an “economic downturn
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Credit Risk

5.4 Estmation of ELBE and LGD in-defaull

126

Clanfication

The possibility 1o reflect downtur conditions in the ELBE, if and only if current economic condiions are in a downturm or a downtum is expected over the period of the recovery process, is shared by he institution. Nevertheless, we do not perceive this approach in the.
inspection practices; indeed, it quite a common perception that, unil now, ECB preference has been towards an ELBE associated with long-run average or, at most, long run average corrected to take info account positive economic outiook and an enire downtum
assigned to LGD in-default not to lower RWA on defaulted facilities. Otherwise we deem appropriate to reduce RWA (at least for the Downturn share, the MoC s the other one) in case of current economic conditions already embedded in the ELBE.

We therefore ask for a clarification on how to interpret this issue and for more details on the approach to be applied: the current conditions issue was already included within EBA GL on PD estimation, L  the wreatment of but the
fpic et o doutum expecte over th perio of e recoery process s GUe new and somehow subject 0 chalenge. The e i fctnrduces a 5ot ffrward-00king aspectwihi the ELGE Wi coberent wih RS9 ECL but should be beter
explained in the Guide to allow the banks a proper interpretation of this requirement

We highlight that an important issue is to avoid as much as possible the excessive volatlty in the RWAS and therefore the correction to ELBE should not be based on an excessively PIT logi.

e also suggest to replacing “the ELBE must" by "the ELBE / LGD-in-default must". The RTS on IRB assessment methodology leaves the possibility to model LGD-in-default or UL. We consider that any downturn conditions should be taken into account in the LGD-in-
default or as a UL component and not in the direct estimation of ELBE. The wording is ambivalent and would need slight rewording. Some institutions may define provisions as their EL best estimate which is different of incorporating economic conditions in LGD-in-
default or UL estimates.
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Credit Risk

6.1 Commitments, unadvised limits and
scope of application

125(0)

Clanfication

The paragraph stales thal produCts such as guaraniees are nol included in the Concept of credit ines. Does this apply (0 15Sued guarantees only or also Include an UnUised faciity It from which a guarantee could be issued in future but has nol as present?
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Credit Risk

6.2 Realised CCFs

132

5556

(Amendment

Bearing in mind whal underlined for LGD compuiation about paragraph 96, we think thal an amendment s necessary for CCF calculaion: the CCF Computalion approach is not always coherent with the LGD one Since the analysis of the effects has (0 be perormed
according to a logic coherent with the dynamics of the drawn and undrawn amounts. First of all a separation is necessary between product types with and without undrawn amount at performing date. Then, a macro-aggregation s necessary since some joint product
types need to be evaluated in order 1o properly catch the combined effects: for example, within Corporate segment,the joint behavior of current accounts and self-liquidating products is very relevant and has to be properly observed (self-iquidating effects are reversed
into current accounts and their combined relationship has to be analyzed in this way).

We think that these aspects have to be properly specified with respect to the current version of the document where is the LGD having, at most, a more aggregated level than CCF. As underlined for LGD, banks should be allowed to properly demonstrate why and how
the computation logic coincide o differ
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Credit Risk

6.2 Realised CCFs

1330)

(Amendment

Refer 1o amenament (o paragraph 87(@) on LGD.
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Credit Risk

6.3 CCF structure

1340)

Clarfication

Clarification is requested between fixed horizon approach and cohort approach: Basel Commitiee on Banking Supenvsion has indicated the 12-month fixed horizon approach is the preferred one, while, both in inspections and in this Guide, the cohort approach is
requested as well. More details should be provided on this topic.
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Credit Risk

6 Conversion factors

134

Deletion

We suggest 1o delete items (@) and (o).
For item (a): the consideration of customer product mix is not mentioned in the level 1 text which is CRF
For item (b): the analysis of drivers not at a determined horizon but within the year before default could i theconlation analysis.

Furthermore, we would welcome to clarification as to whether applying this provision in 134 (b) is the intended approach, given that the BCBS seems to favour a cohort approach in the document “Basel I Finalising post crsis reforms'.
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Credit Risk

6.4 CCF risk quantiication

1360)

5859

(Amendment

While we undersiand the ECB's reasoning for not expecting firms 1o cap realised CCF values there should remain scope (0 be able (0 Use a cap when the reason for extremely high valles have been invesUgaled, undersiood, and the frm can demonstrale appiying a
cap is a more appropriate alterative than the uncapped realised CCF value. As per paragraph 113 - ¢ about LGD, we deem the proposal not to cap the right ail of the distribution inappropriate. An appropriate treatment (.. interquartile range) has to be performed in
order to avoid biases coming from raw CCF.
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Credit Risk

6.4 CCF risk quantification

136(c)

Clanfication

A clarification is requested on the following issue: "When the historical observation period is considered (o be representalive of the LRA, the average realised CCFs should be computed as the arnthmetic average of the yearly averages of realised CCFs in that period
Why should the approach be different from the default weighted approach adopted for LGD? The CRR explicitly says (Article 182, paragraph 1, letter a): “institutions shall estimate conversion factors by facilty grade or pool on the basis of the average realised
conversion factors by facilty grade or pool using the default weighted average resulting from all observed defaults within the data sources).
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Se[Credil Risk 6.4 CCF fisk quantfication T3600) 59 |Amendment |We deem thal (s paragraph 1s a replication of he Critera valid for LA Gefaul rale quantfication on P side. However CCF. as for LGD, should be calibraled al downturn Ievel (i higher than the long rn) thus the availabilly of & 1ong enough LRA CCF covering both Jones, Gregg |ISDAand _ [publish
good and bad years is more relevant for a sound downtun estimation leveraging on the availabilty of downtur period within the time series of inernal data (.. adopting the approach based on observed impact as for the draft of EBA GL on downturn) rather than for a AFME
calibration at LRA representative of the likely range of variabily of default which is relevant for PD. Therefore, this paragraph appears redundant and might create confusion in the operationalization of the CCF risk quantification.

S7[Credit Risk _[6.4 CCF fisk quantfication T §  |Deleton |Given thal the EBA RTS and GL on downiurn are stllinder Giscussion with a wide Gebale over several Crilcal poins (.. adoplon of the Reference Value). all the references (0 s (0piC, exiended also (o CCF. should be removed from he cuent version of the Guide, Jones, Gregg |ISDAand | publish
uniil the EBA finalises its work. See relevant comments above for the Downtur LGD comments on paras 119-124 as they are referred to here for CCFs. AFME
I particular, we wish (o underline that CCF are out of the scope of EBA works on Downtur topic, given the forthcoming changes Lo the Basel Il ramework, and thus we dee it inappropriate to derive specific requirements for LGD on CCF.

SB[Credil Risk _[6.4 CCF fisk quantfication 39 6 |Amendment |1 this Section is not dropped we suggest amending as folows: "InsUlUions Should Insure thal they have prnciples for the application of CCFS by Gefaull” o 1o modiy the wording o make il Clearer. The wording 1s nol clear and SUGGESts In (he Speciic cases such as Jones, Gregg |ISDAand | publish
scarcity of data and low materiality of the scope of application, they should receive a fixed yet conservatively specified CCF of 1005, AFME

So[Credil Risk | 7.1 Relevant reguiatory references. Ta0141 |61 |Clanfication |Inthe foreword, s Stated that (s GuIde provides Uiansparency and explanalion on existing reguiation. Paragraphs 140 and 141 do not add anyihing (o that goal Jones, Gregg |ISDAand | publish

AFME
G0[Credit Risk | 7.1 Relevant reguiatory references. T4z 6162 | Clarification _| Consider the wording '(..) estimate a MoC o account or stalistical uncertainty/sampiing error affecting the LRA estmate al grade level ()" needs clarfication. For instance, n the case of adopion of a callbralion by grade or pools, the calculaion of a MoC for each Jones, Gregg |ISDAand | publish
grade (which appears o be the requirement of this paragraph) would not be sustainable as it could end up in a potentially high Mo the more risk sensitive the estimation is (and therefore the more granular the grading is). Furthermare, it should be clarified what AFME
intended for LGD and CCF in the following the statement *(...) and, when material, for the statistical uncertainty that can arise from the estimates used in the LGD LRA and CCF LRA estimalion process".

GI[CreditRisk |7 Modelrelated MoC Ta2(a) 51 [Pemendment | The requrement o eimate 1 Sasicl iy Ao e Strh i fom 6 raiy o Gach Years Gl el an o e prod conired = Jsemed vt st 1 essure He il Gspersion o e eSmaty. 3 o Goau ales oy s Jones, Gregg |ISDAand | Publish
motivated not only for statistcal errors but also for changes changes in cr ers. This aspect in other steps of the modeling process, such as the defintion of the ikely range of variabilty or the AFME
fepresiaineness anayses n trms oflending paies: For ha esson. appyinG a o S wod eadto s and would ot efl the statistical uncertainty of the estimator.

Indecd, the request to reflect the dispersion of the statistical estimator at grade level might produce the following effects (in particular for LDP):
-inversion of PD ordering for adjacent classes.
-incenivet us ol T iy systs i ordrto miiize bl ofdeault e forsach class. On the other hand. s woud ncrssse RWA vty
- incentive to use less granular Master Scale, penalizing the models risk diferentiatio
o of e Gescived afects e lusated on  pactcal exampl n the atached documert
Furthermore, the request to consider each year's variabilty might produce the following effects (in particular for LDPY:
incentive to use shorter LRA, in order to avoid variabilty of DR due to full Covering of economic cycles
- potential the necessity to cover ty of the default rates".
Ifthis provision is maintained, it is suggested to replace:
0 account for statstical uncertainty/sampling error affecting the LRA estimate at grade level stemming from the variability of each year's default rate and from the “This MoC should the basis of the estimator, i the
average default rate across time, and therefore reflect sensitiviy to the period considered”
with:
0 account for statistical uncertaintylsampling error potentially affecting the model estimation at least at the level of calibration segment. The MOC should account for the potential variabilty of default rates and the number of obsenvations available for model estimation
and should subsequently be applied at grade level”
Please refer 0 the atiached document

2[CreditRisk |7 Modelrelated MoG 1420) 6162 | Clarification | 1t1s unclear if the "oiher estmates" refers (o parts of the model thal due (o the estimation compiexity might be considered sell-standing models of © any parameter Which represent an INput o the model (6. DownTun Component, INdect costs). In particular, 115 Jones, Gregg |ISDAand | publish
unclear what should measure the materiality of the uncertainty (quality of parameter estimaiion, relevance of the parameter in the model, marginal changes that a MOC might produce). Due to the complexty of the correlated effects and the ndesired possibily to AFME
disproporionately increase the MoC C, itis requested to specify that MoC C should be computed and the latter should encompass all the modes estimation errors.

3[CreditRisk |7 Modelrelated MoC Ta2(c) 52 [Clarification |It1s unclear the rationale and purpose for measuing he statistical from e sk Tonclon, v o e ey o ki 1 T el v, b b 10 rfrence 71 EGA Gudeines 1o e requrarrd 1 Jones, Gregg |ISDAand | Publish
measure he Satstial uncertainy assodate e K aferentaton fneion, and ony he el unceriny of e 1K quantTcaton shoid d included through the i the final estimates. AFME

Ga[Credil Risk |8 Review of estimates [ 62 |Clarificaion | would be most welcome 1o clariy the expectalions as regards the annual review of esUmates. s the intended outcome of (s Process (0 UpUale sk esimales (.. modiTy sk Paramelars) 50 as 10 ensure hal new information 1s expIcily InCorporated ito the Jones, Gregg |ISDAand | publish
estimates? AFME

G5[Crodit Risk |8 Review of estimates 6 €5 [Clarification | The requirements of full model review seem (0 be independent from the deterioralion evidence i (erms of model perormance, tha are already covered Wil the feguIar annual feview of estmates, since addiional analysis s equired in order (o evaluate 1 the Jones, Gregg |ISDAand | Publish
i of the most scan i o e i it skl e o AFME
Howsver, few dats re providd rgarding th sddional anlyis o bo perfored i onder 10 aelut i mode s o be e estmated, ot muyc\anrym the requirements of artcles of EBA Guidelines related o ful review (.e. article 220 that asks for review of
exsting it potential sk drivers and modeling overall framework). The lack of clear guidelines on this could lead to potenial increase of the operative effort in Model maintenance phase.

The risk of an excessive operational burden is also linked to the request of mode review every three years (or more often depending on the materality), considering that paragraph 218 of EBAIGLI2017/16 already requires an (at least) annually regular cycle of review of
estimates.
G6[CreditRisk |8 Review of estimates a7 64 |Amendment |The table wih relevant regulatory references of section 9.1 1s misplaced in paragraph 147 Jones, Gregg |ISDAand | Publish
AFME

&7[Market Risk _[2.2 Delmitation of the regulatory rading book |6 [Deletion [The It of mstruments that are presumed (o be held for rading purposes and hat should be classiied within the prudental (rading booK INGIudes (b) Instuments resuling ffom Securles undenwiing commitments and (g) ISUMents that would give fise (0 Net snort | Consistency 15 required for he classTicalion of instuments expected in (e trading book from | Jones, Gregg | ISDAand _[Pubish
risk positions for equity or credit risk in the banking book. The industry has provided feedback to mmitee regarding the operational complexites arising from inclusion of these instruments i the trading book and recommends that the ECB considers the BCBS standpoint and ECB guide. AFME
removing them from the lst of expected instruments in the trading book in order to avoid implementation of requirements ahead of the FRTB timeline or that might contradict the final FRTB rules that are yet to be published.

5[ Markel Risk _|2.2 Delimitalion of Ihe regulatory rading book | 7 65 [Amendment |For the sake of cariy, the industry suggests 10 Sightly reword the beginning of paragraph 7 “n view: of their nature i terms of trading inten. the ECB considers (.. by: “Notwithstanding the abiiy 1o demonstate rading intent, the ECB considers (.., he (rading intent | Trading intent shold remain an overriding critera to decide of ihe allocation of an istrument in |Jones, Gregg |ISDAand | Publish
remaining an overiding criterion the regulatory wrading book. AFME

69| Market Risk _[2.2 Delimitalion of the regulatory rading book | 7 € [Clarification | The Tt of mnstruments that are presumed (o be held for rading purposes and that should be classiied wilhin the prudental (rading ook has been SIghtly amended regaraing the equlty Investment n funds. There is no mention of e equity Investment in funds i the | The equity Ivestment in funds could be classified wilhin {he rading book provided a look- Jones, Gregg |ISDAand | Publish
trading book list. Conversely the banking book lst includes the “equity investments in a fund for which the insiitution cannot abtain liquid prices~. The reference to a dail been removed. The that this means that the ECB considers |through is achievable. This means the look-through negates the need to demonstrate liquid AFME
that funds with weekly or monthly net asset value (NAV) can be classified within the trading book. price.

A footnote has been added stating that “Where an insiitution is aware of the underlying investmens of the fund on a daily basis, the underlying investments might be assigned to the trading or banking book depending on their characteristics”. The industry understands
that this means the look-through negates the need to demonstrate liquid prices (:. that a fund with no liquid prices can be classified within the trading book provided that the lookthrough is achievable).

70[Market Risk _[2.3 Treatment of banking book postions |15 7iT2 [Claficaton | According  paragraph 15 an nsiuion shoul have polices n pace descrling th infermediat scps alowed fr aloulaing e FX posiions, beginning vih each ndidualsubsidry and proceeding o the group evel W Gscussing exclusions reerence s | The paagraph expoct o armanie o standards of he niemal polcies doscrng o X —Jones, Groga [ISOA and [ Pubish
made to “consolidated and sub-consolidated levels to balance sheet items in that stem from  is without prejudice to the extent and manner of prudential consolidation prescribed in Article 18 of the CRR" position consolidation process, in the absence of a sufficiently detailed regulation on how the AFME

ould should begin from
Consolidation practices of FX exposure are however not homogeneous in the industry ranging at a minimum from a building block approach in which local-view exposures and related own fund requirement (OFR) are added up to form a “consolidated amounts to the [ principles in the firs place.
full consoldation of assets and liabilies in local curtencies of the subsidiary i the (¢.g.) EUR-based balance sheet of the holding company. The later then poses several choices on
- whether to consider the resulting Asset /Liability imbalance (net equity of the (e.0.) CZK legal eniity (LE), corresponding o the equity participation) as source of FX risk,
- on how torconclesuch consoldted iew ofPX sk n i CZK asses st OFF) withhe local X sk managrment n ich CZK asses are ot iso)
el o 12 bingeiarin i ueral R messuramane Lagal e Wit X oveed Unde Wi an E et it e
An f the standard on poli follow a clear set of how X positons shoud b aking lac, coveing allof s implicatos:rom PL-RWA consistncy 0 MA-SA ntereatons
7i[MakelRisk |24 Partial use models o 73 [Amendiment T parmgraph ltes T ECB cansiers best practce 1 arve it s ool Gy 1 ovtal oy G Tcquierments o arke 1k e the ceve-out st e 1 ey ik s H 1 arve-0ut 1ot b priormed There are olher 1easons (0 Carve Ut a poriallo than the own fund requirements for market isk | Jones, Gregg |ISDAand | Publish
There may be other reasons why a carve-out s appropriate -for example, where IV and complexity is 0 the scale of the business for the particular desk. post carve out of the portfolo. AFME
72[Market Risk _|2.5 Exclusion of positons in the reguiatory |23 74 [Deletion | In paragraph 23, msiituions are asked (o Gemonstate that e Ievel of 0w fund requirements under (e Standardised approach Is commensurate with the fsK of hose positions. 115 icul © See what such demonstiation SRoUId onsist of and what It should Imply. | Correct and complete application of the regulatory reqt Tould be the orly req Jones, Gregg |ISDAand | Publish
trading book from the scope of application of Correct application of the shoul AFME
the IMA Knowing that institutions have no choice but to calculate own fund requirements using the standardised approach in case where the interal model cannot be used, we propose to remove the last sentence of the paragraph.

73[Market Risk |26 Treatment of speciic posiions £ 78 |Amendment[Inclusion of Gefaulted Gebt in VaR and sVaR unnecessary and not al o i that market factor v o Tonger be relevant for the securty. The treatment of defaulted assets under VaR and SVaR appears unnecessary and ot aways | Jones, Gregg |ISDAand | Publish

appropri AFME

7a[Warket Risk 32 Scope of appication o reguitony back. |0 5| Amendment |WhIStwe understand thal here s & CRR requirement o nclude FX PAL from e banking ook i back-esiing PAL, we would propose hat this shoud only apply T fair vae nsiuments n he banking book nstruments That a7 not SUBject o Taf market value ypcally do ot have & dally PAL andas [ Jones, Gregg |ISDA and [ Pubien

testing Guidance to this effect would still meet the requirement of inclusion of FX isk P&L from the banking book into back-testing P&L. but would avoid creation of artfcial valuation methodologies or highly volatile periodic (typically monthly) P&L equivalent numbers such cannot be incorporated into back-testing P&L. AFME
distorting the back-testing processes.

75[Markel Risk |34 Calculation of actual PAL &7 8 |Clarification _|Paragraph 67 suggests that any adustment in scope’ of market fisk should be Included in the actual PAL. TCWould be important © Clarfly Which adjus{ments can be considered out of he Scope of market | Jones, Gregg |ISDAand | Publish
1 scope”ofmarket is efers {0 adjusiments tha hlp capuring the actual dynamics of mrket vriables, then severalfai vlue acjusments referied 0 XVAS (FVA, MVA, KVA) should ot be seen as par of actual PaL. FVA s indeed designed 0 capure the risk, especially with respect to X AFME
funding costs throughou the life of a derivative, MVA the initial margin, KVA their




76[Market Risk 3.6 Counting of overshootings. 8182 90:91 Amendment |Alhough paragraph 62 describes reasons ofa ot be acceptable, there are accept Tor withdrawal of a back-testing overshooting in the foloWIng tWo cases which should therefore be In paragraph 82 the ISt of reasons deemed not acceptable for wthdrawing a back-testing Jones, Gregg |ISDAana __[Publish
promoted to paragraph 81 overshooting should be amended o exclude (a) and (d). There are acceptable grounds for back- AFME
testing overshootings for these two cases.
(@) Differences in pricing functions between the VaR engine and the actual and hypothetical P&L calculation (the front-office pricing functions) . RNIMES would typically be held to capitalise risk factors due to such differences (as noted in paragraph 174).The EC8
should allow withdrawal of exceptions if the fisk factor driving the exception is capitalised via an
(@) Unexpected market movements. VaR is not expected to capture market movements beyond the confidence interval of 99% and time horizon of 10 days, including idiosyncratic events, rating migration and jump to default, However, these risks may be captured in
market risk capital via altemative means for example the IRC model or RNIMES.  We recommend that the ECB allow withdrawal of back-testing overshootings related to market movements driven by event risks that are altematively captured in the own funds.
requirements.
77| Market Risk |37 Analysis of oversnootings 85 92 |Amendment |An overshooting caused by actual P&L (only) may not be a resul of intraday changes, but could be due (0 €.0. valualion adjustments. (Assumption that actual overshoolings are always based on nlraday changes is not correct. _|Jones, Gregg |ISDAand | Publish
As such the language in the article should be amended to require analysis on the elements which are caused solely by the actual P&L - .. the difference between actual and hypothetical P&Ls. AFME
TS Warel ik |3 Reguatory backiesing o VaR models 46,7589 | B399 | Amenament | he ECE guide sales el e chang i i of ol (g on) e stuments ralig posions rcluded e scop of e VR mode houldbe cluded n PEL a7, el o paraluse mogels ony changes o ek acors witn appoved 1 ia related o PEL explain should be eferred (o align with the | Jones, Gregg | ISDAand | Publish
2 be included in the hypothetical P&L while isk factors outside the scope of the model are held fixed'. This o the the overshooting the part of the hypothetical P&L that can be explained by odeted s |FRIS tmelne. AFME
factors from the part which cannot be explained by modelled risk factors.
e manyfimsare i th process of enhancing e analycalnfasincue to b abl o xpai and tribute PEL movements ot sk lctorlvel s part of theft FRTG implementaion,indust considersthat hese requirementsar eyt b challeging formost
firms in the interim. We therefore: the requirements around &L explain functionality and align with the FRTS timeline.
79[ Market Risk | 4.3 Intemal back-testing of VaR models £ 94-95 | Clarification | This section specifies a number of tests (o be performed in intermal back-testing such as the one described in paragraphs 92(@) and (b), and 93 (d) and (€) Requirement beyond CRR scope. Jones, Gregg |ISDAana __[Publish
This section goes further than the CRR requirements. Paragraph 366 does not specify such tests. General provisions around information sharing are included in Aricle 10 of the SSM regulation but not this specifc test. AFME
80| Market Risk | 4.4 Validation on hypothetical portioiios 5 96 | Clarification | The industry requests clarfication on the requirement to Use hypothetical portiolios n the internal model validation for SVaR and IRC models, given that back-testing against realised P&L only makes sense for VaR. Requirement beyond CRR scope. Jones, Gregg |ISDAana __[Publish
AFME
B1[Varket Risk _|5.2 General requirements 102 98| Clarification | A criterion for observabilly of data is not clearly defined. The infrastiucture t perform an observability fine with the FRTB hould not be Tor all isk factors in the VaR model prior to the FRTB requiremen. FRTB front running requirement Jones, Gregg |ISDAana | Publish
AFME
82| Varkel Risk _|5.5 Proes, beta approximation and 128 106 |Deletion | The arlicie’s (paragraph 128) requirements seem 1o front run elements of the FRTB, specifically the P&L attibution tests. We o not believe thal it is appropriate (o front run these elements througn the dralt ECB text in advance of the FRTB finalization. This vall mpose | The test is based on an hybrid PEL thal lles between hypothetical P&L and risk theoretical | Jones, Gregg |ISDAand | Publish
regressions 107 new requirements on banks and bring forward draft requirements, L. Since ts engineering would be certainly demanding, we question the necessity of such AFME
test ahead of FRTB implementation.
In paricular, the paragraph requires a test where two types of P&L non included in the CRR are to be computed:
(5) the hypothetical P&L calculated on the same unchanged positions but replacing, for the positions for which proxies are used in the VaR, the market ata with the market data of their proxies;
(c)the hypothetical P&L calculated on the same unchanged positions but replacing, for the positions for which proxies are used in the SVaR, the market data with the market data of their proxies.
Both P&Ls are not foreseen by the existing regulation and will pment efforts that are not the forthcoming FF dard.
83[Varket Risk _|5.7 Pricing functions and methods inthe | 132(c) 108 |Deletion | Defining notionals for dervatves is often nor-trvial b Defining G T is op by ot providing a significant of addiional information. P iy may ot add sig Jones, Gregg |ISDAand _[Publish
model AFME
84| Market Risk |5 Methodology for VaR and stressed VaR _|131,135 _[107- _[Deletion | As mentioned in comments refated to paragraph 126, these requirements priorize elements of the FRTB, specifically the P&L Aftibution tests. The indusiry does not believe that it 5 appropriate {0 front run these elements through the draft ECB text, in advance of the | FRTB front running requirement. Jones, Gregg |ISDAand | Publish
108:10 FRTB finalization. This will impose new reqirements on banks and bring forward draf requirements. AFME
9
85[Varket Risk | 6.2 General requirements, 138 110~ |Amendment |The paragraph requires an instituion that Uses "the assumption of a one-year constant position” 1o “be able to demonstrate that the chosen assumption appropriately Capiures the fisk of ts portiolio * Instead, insttutions choosing the one-year constant position Requirement (o prove the adequacy does not seem to be fequired by CRR that elects his Jones, Gregg |ISDAand | Publish
111 assumption should not be required to prove adequacy of such choice o reflect th fisk of their portfolio. Such assumption indeed can be considered as conservative, assigning to all positions in the portflio the poorest possible liquidity and removing the decorrelation  [approach as the fallback in case liquidity horizon assessment is not possible. AFME
effects potentially arising from replacement of defaulted issuers within the capital horizon. This also seems to be reflected in the formulation of CRR Artcle 374(4), where one-year constant position is presented as a fallback case, altemative to the liquidity horizon
assessment required for the constant evel of isk assumption. We would suggest to amend the paragraph as follow (addiion in bold): “As-with-any-other modeling-assumption In case of constant level of risk over the one year time horizon choice, an institution
should be able to demonstrate that the chosen assumption appropriately captures the fisk of its portiolo”.
86| Market Risk _|6.2 General requirements, 139 TIT|Deletion | The paragraph requires o assess quantitatively how maturity mismatches — that may lead o imbalanced positions within the modeling horizon — impact the IRC and the default fisk in the IRC amounts. f migration risk should be already captured via the difference in | The relevance of maturity mismatches should be considered in Tight of the fact that the portilio | Jones, Gregg |ISDAand | Publish
CS01 of instruments of diferent matrities so there should be no need for aditional quantifications. AS for the defaultrisk, beyond the computation itself, maturity mismatch could be due to rolling strategies, and hence embedded into the business model. As a is static by definition and there is no requirement in the CRR 1o introduce the concept of default AFME
consequence, the results of test should be assessed on a case-by-case basis, also factoring in considerations on business models beyond pure quaniitative impacts, and not be a trigger for capital increase / model feview. time within the capital horizon.
7| Market Risk | 6.4 Distibution and correlation assumptions | 151 114 |Amendment |The section fists a variety of impact studies and sensitivty analysis that either have (o be performed on request by ECB o be part of regular IRC monitoning FRTB front running requirement Jones, Gregg |ISDAana __[Publish
The guide prescribes that generally these impact studies have to be carried out for IRC and default isk in IRC (switching off migration risk). Excessive number of correlation scenarios, would not bring meaningful additional information, AFME
Addiional calculation of default sk in IRC doubles the effortfor the regular IRC monitoring process and i of less limited value as focus is stillon IRC including migration risk.
Therefore, the calculation of impact studies for default fisk in IRC should be optional until FRTB-default risk charge model goes live.
Finally the granularity of the cases for which correlation effects are explored is too high and goes further than what is required in the CRR. Half of the cases would suffice,
88| Market Risk |65 Ratings, probabillies of default and 156 116 |Amendment |This requirement goes further than what is required in the CRR (1equining a 99.9% confidence inferval per Aricie 374) We would appreciate more feedback 1o Understand the rationale for running both .01 and 0.03 for all PDS? This could be Seen s front running the | Requirement beyond CRR scope. Jones, Gregg |ISDAana __[Publish
recovery rate assumptions u7 FRTB standards. AFME
89| Market Risk |65 Ratings, probabillies of default and 61 118 |Amendment |nstitutions Should be allowed (0 exclude defaulted ssuers from average PD calculation if s leads to more adequate modelin Maintain unweighted approach as a default approach for PD, allowing a weighted approach | Jones, Gregg |ISDAand | Publish
recovery rate assumptions 19 Defaulted positions are not relevant for further migration and default risk but rather their price risk is modelled. Banks have established process to ensure, that unrated positions do not contain defaulted issuers, i. in such case fallback rule is not relevant for defaulted ~[when appropriate. AFME
issuers and consequently they should also be excluded from calculation of average PD used as input.
As the PD scale is exponenial, the average PD would be dominated by defauted issuers with PD=100% although they bear no further default and migration fisk. In particular this leads to a material distortion of the average PD applied for unrated positions for banks
with active wading in defaulted debt.
The paragraph requires an equally weighted average PD of those issuers not subject to an unweighted approach. An unweighted average could not be representative of the portfolio, and in addition, given the typical exponential scale, high PD will dominate. We
Suggest to maintain the unweighted average as a default approach unless it is demonsirated that another treatment is more appropriate; such as a weighting mechanism (JtD or incremental / standalone IRC based) that is more risk sensitive.
90| Marke Risk | 6.5 Raings, probabiliies of default and 163 119~ |Amendment |We believe that the requirement refated (o the p 110 the fallback PD Turther than what s required i the CRR Aficle 372(a). We fully support the concept of good data quality but (his should Incentivise appropriate behaviour. | Requirement beyond CRR Scope. Jones, Gregg |ISDAand | Publish
ecovery rate assumptions 120 More approprate measires may be based on exposLre measure or the number of unated versus rated counterpartes. AFME
91| Market Risk | 6.6 Treatment of groups of connected issuers | 167160 121 | Amendment | The industry has concens with this section- especially paragraph 169 relating to modeling groups of connected clients and issuer concentrations which exceeds Aricle 376.30: Concems refated to modeling of groups of connected Clients Versus issuer concentrations and_| Jones, Gregg |ISDAand | Publish
*3. As part of the independent review and validation of their interal models used for purposes of this Chapter, inclusively for purposes of the risk measurement system, an institution shallin particular do al of the following the EBA guidelines on connected clients versus the CRR referring to concentrations. AFME
()
(b) perform a variety of stress tests, including sensitivity analysis and scenario analysis, to assess the qualitative and quantitative reasonableness of the internal model, particularly with regard to the treatment of concentrations. Such tests shall not be limited to the.
range of events experienced historically;
The industry notes EBA final guidance on connected clients, but this guidance primarily relates to large exposures and credit risk. AS noted in the EBA press release for this guidance, “The guidelines apply to all areas of the CRR where the concept of ‘group of
connected client is used, including the EBA technical standards and the EBA guidelines that refer to that concept'. Artcle 276 only refers to concentrations not connected cients
G2[Market Risk | 7.2 The framework for risks not in the model | 170 122 |Clarification | RNIMES are now considered (0 be a component of the IMA (intermal model approach) for market fisk (whercas the prior version of the ECB guide sees fisks not in model as outside of the mode). There i5 o clear indication in the CCR that an extension of IMA to a RNIME is required. Jones, Gregg |ISDAand _[Publish
engines Whereas risk not in model can be handied in the scope of existing IMA (on VaR, sVaR, IRC, AFME
This paragraph suggests that Article 367 applies generically to risk models and that RNIME can be included in these risk models, thereby becoming an integral part of the IMA. While CRR explicitly mentions VaR, SVAR, IRC and CRM as IMA models, it does not CRM) through dedicated add-on where all price risks might not be fully captured by the model.
mention anything about isks not in the model other than indirectly by requiring that IMA models capture all material price risks (Aricle 367.1.2).
The ECB should therefore clarify the relationship between model engines and RNIMES, and also between RNIMES and *own initiative capital buffers" (as per Figure 4).
We tuthe not that many banks wil lready have a ks ot n Var (an framework in place or set up an RNIM framework as prescribed by the initial ECB guide from February 2017, and that it would be desirable to allow some flexibilit in meeting ECB guidance,
while also retaining framework for id quanifying
93| Varket Risk | 7.2 The framework for risks not in the model | 171 123 |Amendment |There s a contradiction between paragraph 170 stating thal IMA model components consist of an “engine” plus RNIMIES, and paragraph 171(5) excluding RNIVIES from regulatory back-esting, for capital muliplier purposes in particuia. There is a potential contradiction in the concept of RNIVIE being al the same e part of IMA__| Jones, Gregg [ISDAand | Publish
engines model and excluded from regulatory back-testing process. The industry proposes a revised AFME
‘The industry proposes that guidelines take into account the fact that regulatory back-testing has two objectives: one, to monitor and validate the performance of the internal model, and two, to ensure that all risks in scope of the IMA are adequately capitalised. For the | treatment of RNIME in the context of back-testing,
first objective, the model engine only could be considered, but for the second objective, al capital held against IMA components (VaR in this case) should be taken into account
The industry therefore would propose that if insttutions can demonstrate that a VaR overshooting is covered by capitalised RNIME, there should be the option for this overshooting to be disregarded for capital multipler purposes . This would be especall relevant for
incremental RNIME, as these are already aligned to the VaR framewor
54| Market Risk | 7.2 The framework for risks not in the model | 173 T2 Cafeation | WYl he Tk Ul Gerianly s he duty of moniomg e Tk ol 1y el component (e per e fequer et efale n paragrh 112) 1 nee o Wil exent 1 Famvirk <l ll tder e equremerts o  l ternal model spprovel Risk not in model should be managed by he fisk control Unit, however outside the igid Jones, Gregg |ISDAana | Publish
engines 125 In paricular, it should be clarified whether there is a requirement for a RNIME framework to be pre-approved (and with which timeline) and to what extent it is intended to be subject to RTS (EU) 2015/942 on IMA changes and e standards of the IMA. AFME
As per the proposed amendment to paragraph 186, the industry does not consider a requirement for all RNIME to be subject to full intemal and regulatory model change and validation processes to be proportionate or practical, gwen Vthe bjectives of he framevork.
95[arket Risk | 7.3 Identification of RNIME 174 125 |Amendment |The list of fisks listed as ging rise (o RNIME 1s very broad and includes ftems (e.g. IRC factor model assumptions) that are by definiion out of the scope of day to day fisk monitoring actvlies designed to ensure that any material price fisks not capiured are identified. | Whie (a) - omiting reference to proxies - and (c) captures phenomena that are correcty. Jones. Gregg |ISDAand _[Publish
126 As a matter of fact most of the risks mentioned under 174 (b) are better captured under the model risk framework, which can be subject o Pllar 2 capital with dedicated permanentstatic cushions This should hence not trigger any need to plan around model monitored under the RNIME framework, (b) overlaps with the model isk framework that is AFME

mendments.
| Additionally, prosies are specifically mentioned in (a) as  potential source of RNIME, when sections 5 and 6 of the market risk chapter specifically deals with their handling within model engines, and banks with specific risk approval are already required to model basis
risk due to proxying.

already regulated, implemented and capitalised. There is a clear overlap and double counting.




96[Varket Risk ] 7.3 Identiication of RNIME Bg 126 |Amendment |The last paragraph prescribes that "unless the institution can provide justfication that the effect of an RNIME is negligible i the current portiolio and will remain negligible taking into account the trading strategy. it should take that RNIME info account in its RNIME, The paragraph expresses requirements thal are in overiap with well-established processes in ] Jones, Gregg |ISDAand [ Publish
framework. the bank: RAF, NPP, fisk limits seting and that o beyond the identiication of material price AFME
This requirement seems to extend the scope of the RNIME framework beyond the identification of material price risk required by CRR, and to overlap with established processes such as the new product process (NPP), the risk appeite framework (RAF) and risks
associated limit setting, which will already incorporate provisions for ensuring that the conditions of current product approvals are g strategies and other parameters change.
7| Market Risk | 7.4 Quantification of RNIME 178183 127,12 |Amendment |incremental Risk Calculation The quantiication approach appears over consenvalive and bound (o generate capital add-ons | Jones, Gregg |ISDAand | Publish
9-130 e ECB considers it best practice that the impact quantification of each RNIMEI should be estimated as the incremental risk number as opposed to in the e ECB guide. The industry believes that, for some  [in excess of what the actual impact on the risk measures will be upon model extensions. AFME
fisk factors, this s contradictory with the notion of RNIME, because itis not possible to incorporate all material risks in model engines in a way that would comply with the model validation s!andavds expecled hy vegmamvs i shod to e isoueaged tom  [The S¥end 1096 sshokismiric hcseof the EBA RTS on modlchange metrety
identitying and capitalising risks that are not amenable to full inclusion in model engines, bearing in mind that assessments conducted on a stand-alone basis are bound to being breached. however refer to a quanity that does not share the same charactefistics on an IMA.
[ present, he ormlia implcs (i the o ncoteoperec) that an il ha 1 actially IncorPoats the fik mt (5.3) VaR an then See he Gference. Measurament of marginal mpac wil i many cases nvohe & degvee of Smplficaion or spprosmaton uril
the risk factor is fully set up for inclusion in model engines, at which point it il no longer be an RNIME. The industry therefore requests that a clarification is added, stating that use of appropriate estimations of marginal impact is acceptable,
The mduslry viould addionally ke o point out that capalac-ons are ot par f the CRR mechaniin 10 compensate forpoor modelperfomance, wich 5 nstead diven by bacic(esing and mulple nreases. Tis willea 10 siuations where RNIMEE are
twice: via increased mulipliers due to regulatory back-testing, and RNIME specific add-ons. This will be further exacerbated by the proposed requirement to exclude all RNIME add-ons from regulatory back-testing, as per the comment to
paragraph 171
No Diversification Effect
The new version of the ECB guide does not allow for diversification benefit between RNIMES, whereas the previous version allowed two options with regards to RNIME calculation: (... the bank should propose a remediation plan or show that the effect is not material
hen dversifcation s aken o account The later o e o oplons i o onger alale i the updatd versionofthe ECE guide
The that not allowing for between he diferentisks ot n the model engine s (. scenario ha s much more adverse than a 99% quarile on a 10 day holding percd i a VR seting esp. 999% quanile overa tme
norzon o 1 year for IRO). Becauee thre e no coclation benet. s apptoach sffcively assumee tha all acverse scenrios oceur a the same e, which s expemely concenaiie o a capial erspec
The industry further notes that, since the preferred method for quantifying RNIME in the new version of the ECB guide i its marginal impact, the methodology for i e ateady be i place for some ik factors
10%Threshold
The industry therefore proposes that the ECB considers the following options on materiality assessment of risks not captured in model engines, as set out in paragraph 183
- Allow a diversified assessment ofrisks, where a diversified calculation can be methodologically justified;
- Require only RNIME that are not capitalised to count towards the 10% threshold, because other RNIME are already capitalised as part of an IMA model component. This could be coupled with a requirement to periodically review all RNIME that are capitalised outside
the model engines.
98[Market Risk | 7.5 Management of RNIME and 186 132 |Clarification | RNIME component of IMA Inclusion of RNIVIE n IMIA framework appears unnecessary. Jones, Gregg |ISDAand _[Publish
implementation in an institution's risk engines Considering RNIME as part of IMA seems 1o set a higher bar than out reaching the CRR d the i price sk capture. \g RNIME subject (o the RTS on model changes and extensions (see the feedback to paragraph 173) Ineracion mechaniem wih FRTS come o orce oo very unclear and exposes 1o the risk AFME
nas sigifcant potental (0 lead o btteniecks n the model change approva process. This could st an adverse ncenive not o nclude RNIMES unt s absolutely necessaiy. of a wave of model approvals that will be short-ived or not-lived at all.
The industry proposes a clarification o this requirement, stating that a simplified, efficient approach can be in place to validate and quantify the impacts of RNIME. Model change processes should not be triggered every time a RNIME s created or modified: instead, a
regular reporting (e.. quarterly) of the status of the RNIME framework (new RNIMES, retired RNIMES, modification of the methodology for the calculation of existing RNIMES), performed by the risk control unit and validated by the intemal validation function, is
suggested as an altemative. Full model change process should be triggered only 1o initially validate the overall framework (policy, roles and responsibiltes, triggers, inermal thresholds, reporting) or i case of major changes to the validated framework.
Itis also unclear how this part of the model will be dealt with in the context of FRTB. The ECB has already communicated that the RNIME framework is different from the NMRF framework under FRTB. Itis also not yet clear whether there will be any requirements.
analogous to RNIV or RNIME under FRTB. It therefore sees likely that the RNIME framework will not remain under FRTB, which is a clear argument in favour of fairy light approval requirements for RNIME, because the alterative could be a wave of model approval
requests for RNIME that might not even reach final approval phase if the currently proposed FRTS timeline is confirmed.
99[Market Risk | 7.5 Management of RNIME and 189 132 |Amendment |"Because the RNIVIE add-ons are not included in the VaR number, they should not be taken into account when performing regulatory back-testing” Flexibility should be allowed n the treatment of RNIME capital add-ons. The industry Jones. Gregg |ISDAand _[Publish
implementation in an institution's risk engines Please also refer (o the proposed amendment to paragraph 171. recommends o either exclude the overshooting from capital multipier calculation or include the AFME
The industry proposes that insttutions should have the flexbily to either: capital add-ons in the VaR when justifiable
- Demonsitrate that a back-testing overshooting is covered by RNIME for capital adequacy purposes, and that the overshooting should therefore be considered as technical and not affect the capital multiplier calculation, or
« If methodologically justifiable, include capital add-ons deriving from RNIME in regulatory VaR for back-testing purposes.
100 Counterparty |2 Trade coverage, 12 137|Amendment | Replace current wording of paragraph 12 by (additions in bold): OTC derivatives transactions for which there is no permission to apply the IMM in accordance with Aricle 283(1) of the CRR must e covered by one of e eposure methods descrbed n pa Tvee, [ CoTect CRR eference for SFTs. Jones. Gregg |ISDAand _[Publish
Credit Risk Title I, Chapter 6, Section 3, 4 or 5 of the CRR. In the view of the ECB, this includes OTC derivatives transactions without IMM permission, to which the alterative expx s desciibed in applied. Security Financing Transactions for AFME
which there is no permission to apply the IMM may be treated in accordance with Title Il Chapter 4 of the CRR, as per article 271 of the CRR.
Exposure methods described in Part Three, Title I Chapter 6, Section 3, 4 and 5 are only applicable to OTC derivatives. For netting sets including ST, artcle 271 of CRR specifies that institutions may use either Chapter 4 or Chapter 6 of CRR. We note that the
Financial Collateral Comprehensive Method set out at artcle 223 also covers derivatives.
101 Counterparty |2 Trade coverage 3 137 |Amendment |Replace current wording of paragraph 13 by (additions in bold): For cases where, for a given legally enforceable netting agreement as defined in Part Thiee, Tille . Chapter 6, Section 7 of the CRR, one part of the transactions i treated under the method described in | Correct CRR reference for SFTS. Jones, Gregg |ISDAana __[Publish
Credit Risk Section 6 (IMM) and another part is covered by one of the methods described in Chapter 4 or Section 3, 4 or 5 of Chapter 6, the ECB considers, as a best practice, the creation of different synthetic netting sets, one per method. Hence, one syntheic netting set covers AFME
all the transactions under the IMM and the other synthetic netting sets cover all the transactions under each non-MM method (one per non-IMM method). The aggregation of the resulting exposures shall ensure that a proper recognition of the collateral is
achieved
Simiar o the prevous commen 12). th gide should speciy thator SFT ransactons he CRR llos he use of chapter 4 nstad ofChapter
Moreover, ent. Therefore, the recognition o colaeral shoid be done n away that ensure the exposures modelling is as close as possible to the actual exposure, in
particular for standard appmaches Wi cataerl ecehed s enoeeabis o e neting so vl the modeling Showld roflct s eatre
02| Counterparty |2 Trade coverage 9 137 |Amendment |increase % difference with respect (o notional amount s well as absolute diferences (aadiion in bold) (Avoid not meaningful investigations in relation to not material difierences. Jones, Gregg |ISDAana | Publish
Credit Risk AFME
Insert the word ‘consecuive’ nto the parenthesis 1o read ‘or less than [ten consecutive business days] during the reference quarter.
If thresholds are set t0o low, investigations that may be triggered would be oo many to be meaningful for the purposes envisaged by the supervisors. For example, in some banks with global trading book, pricing differences often occur due to benchmarking source
systems capturing market curves at diferent times in a day from fisk engines. Low thresholds would maily capture this and similar issues and divert resources from investigating genuine modelling or data quality issues. The notional amount condition 15 (b) should be
increased from 0.5% to 5% and absolute difference from 100kE to 1m€. As pricing differences will be integrated to exposures computations, it s our view that the specific analysis and carve out should be focused on material differences only.
03| Counterparty |2 Trade coverage i 138 |Amendment |Replace Correct CRR reference for SFTs. Jones, Gregg |ISDAana __[Publish
Credit Risk P Fthe methods described i Part Three, Tille I Ch o5 ofthe CRR" AFME
ith
() @ carve-out of transactions to one of the methods described in Part Three, Title Il Chapter 6, Section 3, 4 or 5 of the CRR o in Chapter 4 (article 222 and 223)"
For SFTs, the standard approach is covered by articles 222 (FCSM) and 223 (FCCM). It should be therefore specified here as well that defaulting methods, under Sections 3, 4 and 5 of Part Three, Title Il Chapter 6 are not applied to SFTs
104 Counterparty |2 Trade coverage i 138 |Amendment |Add the footnote to the following part: “The ECB considers that appropriate measures (o address identified model weaknesses as per the above assessment are () a carve-out of ransactions footnote (o one of the methods described in Part Three, Title Il Chapter 6, | Missing fecognition of netting and diversification benefits Jones, Gregg |ISDAana __[Publish
Credit Risk Section 3, 4 or 5 of the CRR, and (i) the creation of synthetic netiing sets to remedy unacceptable performance of the CCR exposure model in accordance with Article 293(4) in conjunction with Article 294(1)(d) of the CRR", AFME
Eootnote; Transactions that are part of a package trade are allowed to be carved out in full when at least one of the transaction of the package meets all of the conditions set out in paragraph 15,
Transactions that are part of a package trade are usually isk offsetiing (opposite market value and compensating add-ons). Allocating transactions that are partof a single package trade to different synthetic netiing sets (when some, but not al, ransactions meet the
condiions set out in paragraph 15) s penalising due to the lack of netting and diversification benefit.
105 Counterparty |2 Trade coverage, 6 138 |Deletion | Deletion of ‘the ECB considers that th benefid b 2 EEyprofie” This approach would not be consistent with the treatment of margined trades. Jones. Gregg |ISDAand _[Publish
Credit Risk AFME
The netting benefit as described in footnote 158 page 138 would make sense if the exposure is uncollateralized and is not appropriate for margined trades. The fundamental reason is that Current Counterparty Exposure (CCE), or CCE benefit,is not a relevant measure
of risk for margined transactions since there would be an offsetting colateral amount to the CCE.
06| Counterparty |2 Trade coverage g 138 |Amendment |Paragraph 18 should be modified as follows (addition in bold) (Avoid not meaningful investigations in relation to not material difierences. Jones, Gregg |ISDAana __[Publish
Credit Risk “For allfuture grid points, institutions shall assess the potential impact of pricing differences between risk and front tools on the exp and adjust the exp accordingly. For these grid points, the difference could be AFME
estimated using more sophisticated methods taking amortising transactions and margining schemes into account.”
The essence of CCR modelling, which relies on Monte Carlo simulations and uenemﬂon o numerous market scenarios over long ime hunzuns, might require the use of pricing approximations compared to what is performed for the official valuation systems.
Controls over price differences between IMM and FO prices are aragraph 15. When shal be accourted for bt thee 5 10 reason 1 equest an asymmetric aligment of MM prices o FO pices since
retained trades would be deemed to be et I even i prce af . ncind nsttaions shoud im0 be acste
i ne margned case, it aso ot vl o deternine in iich way the adustment s conservaive. ndeed, fo margned neting set, e impact o picing dflrances wil v anafcton ot the exposure arising from positions and the collateral computation.
1d be taken int the by valuation tools only impact the exposure over the MPOR, but not beyond (as collateral would offset this impact afterwards)
nesions s be llowea devemp their own memodmng\es o assess potential impacts derived from prices' differences on the exposure diift over the margin period of risk.
07| Counterparty |2 Trade coverage i 138 |Deleton | Deletion of OPTION L. The Industry prefers OPTION 2 as it provides more flexbity. Jones, Gregg |ISDAana __[Publish
Credit Risk 139 icle 24(1)) and () of the CRR reires hat exposure values be based an a orecasting distibuion o ot changes i market vriables. The ECB considers that any ind o ematve exposure calcaton160 tht i ot derived from vluatons direct using AFME

of market variables with a joint dependency structure161 does not comply with that requirement.




08| Counterparty |3 Margin period of ik and cash flows = 142 JAmendment |We would suggest therefore a rewording of this inital paragraph as follows Interaction with the CRR and consistency with the EEPE modeling Jones, Gregg |ISDAana __[Publish
Credit Risk 143 Replace 'In the view of the ECB, regarding the modelling of margin call and trade-related CFs within the MPOR, Artcle 272(9) of the CRR should be understood as providing that none of these CFs is received from the counterparty after the beginning of the MPOR AFME
with:
"I the view of the ECB, while Articles 272 (), 289 (5) and 292 (1) do not mention explicitly the modelling of margin call and trade-related CFs within the MPOR, those features have to be integrated to the modelling of exposures in an appropriate manner.
No cash flows should be assumed to be received from the counterparty after its default, Formally, for a margined set n, the total exposure can be obtained as the sum of the EEPE assuming that CFs are neither paid nor received during the MPOR and an
additional term, capturing the increase in exposure measure when complying with the requirements of paragraph 23. An institution may use the methodology described in paragraph 24 (a) to compute this additional exposure term or other methodology
resulting in materially equivalent or more conservative exposure measure.”
Al the regulatory references in this section only refer to either broad defintions (Article 272 (9) defines the MPOR), or very generic principles (Article 289 (5) refers to the adequacy of the time steps grid and 292 (1) refers to the necessary adequate reflection of
wansactions terms and conditions). Those articles do not explicitly mention risks linked to cash flows and margin payments, but set out general principles with regard to the definition of the MPOR and the principle of correctly representing terms and conitions
applicable to the different netting sets. While we understand that the ECB expects risks linked to trade and margin related cash flows during MPOR to be capitalised as counterparty credit risk, defining such precise technical standards with regards o cash flows
weament goes beyond a simple interpretation of those aricles. Moreover, simply including of cash flows paid to defaulting parties in the effective expected positive exposure (EEPE) may not be adequate in all cases as it does not properly reflect the margining
agreements in place and thereore is no fully compliant with arcle 262 (1). Therefore more careful consideration o th resuling exposire measurement is needed when setting up the new expecied market practice. Futher commens to paragraph 23 aim to better
align the proposed measures with economic realty of the risks and ensure beter consistency
109 Counterparty |3 Margin period of fisk and cash flows. 2323@)  |142 |Amendment |Beginning of paragraph 23 states that none of these CFs is received from the counterparty after the beginning of the MPOR. Furthermore: (a) the counterparty is Supposed (o defaull at some tme point during the MPOR (.)." Consistency with the MPOR definfion. Jones, Gregg |ISDAand | Publish
Credit Risk Notwithstanding the previous remark, those assertions should be made consistent by changing the first sentence with "none of these CFs is received from the counterparty after its defaut" instead of “after the beginning of the MPOR" AFME
Consistent assumplions need to be made: i the counterparty defaults n days after the beginning of the MPOR then it should not be assumed that no cash flows are feceived from the counterparty from the beginning of the MPOR, but only afer its default has occurred.
However, this amendment becomes obsolete if the amendment to paragraph 23(a) above is applied.
10| Counterparty |3 Margin period of fisk and cash flows 73@) 143 |Amendment |Paragraph 23 (a) states hat 'the counterparty is Supposed (o default al some Gme point during the MPOR." Interaction with the CRR and consistency with the MPOR definfion Jones, Gregg |ISDAana | Publish
Credit Risk We propose to amend this as follows: "the counterparty is supposed to default on trade andior margin-related CFs at the beginning of the MPOR AFME
ssuming at he same ime that o cas flws ar ecetie fom the couterparyom e bgiing ofthe MPOR and that e courterpary may defa atr i bgiingof the MPOR doesnot sec th vansaction condions asprescrbe by aril 292 (1
order to achieve consistency in measurement across insiitutions we propose to conventionally assume that default on either margin or trade-related cash flows takes place at the first date of the MPOR. Indeed, assuming the counterparty can default at any time during
the MPOR leads (0 inconsistencies in some situations between the cash lows received, paid, and the definition of the MPOR itself (typically, i a scenario where the counterparty is Supposed to post additional colateral, default must happen during the re margining
frequency, next comment also highlights potential similarly, the flows must be: the time of default )
11| Counterparty |3 Margin period of sk and cash flows 230) 143 |Amendment | Current paragraph should be reworded as follows (addiion in bold): I the institution has no defined DMP or the DMP is not taken info account in the modelling, all rade-related CFs due by the institution should be assumed to be paid {0 the counterparty during the | Consistency with e market practices in relation {0 fisk mitigation techniques. Jones, Gregg |ISDAand | Publish
Credit Risk hole MPOR, unless specific operational setups are implemented to mitigate this risk of asymmetric payments of cash-flows. AFME
Inpracice, many iferent operational setups xist 0 miigat i sk f asymmetic payment ofcash lows: Delveryvs Payment ipary custodans o coninuous nked stdement (CLS) settemen, setement eting schemes, ic. So he eiience and effciency of
the default management process (DMP) should not be the only condition to be taken into account and the sk linked to cash flows shall only be d where the DMP does not ensure a proper control of setement
risk.
12| Counterparty |3 Margin period of fisk and cash flows. Z3@)23c) 143 |Amendment |Replace in 23 (@) Consistency with the MPOR definfion. Jones, Gregg |ISDAand | Publish
Credit Risk “Iis seen as good practice and cautious modeling (for xample, given that watch s o ciical counterparties include only a subset of all potentially crical counterparies)that rade related CF from the institution o the counterparty that are due according fo the AFME
underlying contract are assumed to be paid at least for a time period after the beginning of the MPOR corfesponding to the re-margining period.
wWith
is seen as good practice and cautious modelling (for example, given that watch lsts of citcal counterparties include only a subset of all potentilly citcal counterparties) that nstitution take into account in their CCR modelling trade related CFs by developing
appropriate methodologies. Trade-related CF from the instituion to the counterparty that are due according 1o the underlying contract should be assumed 1o be paid at least for a time period after the beginning of the MPOR corresponding to the re-margining
period, consistently with the internal DMP and market settlement practices.
Replace in 23 (¢ ):
“Assuming tha there are documented and enforceable settlement netiing fies, the aggregation of neting set CFs with oppositesigns falling due on the same date from diferent legs of the same transactons andjor from other ransactions in the neting set could be
integrated into the modeling of CFs wihin the MPOR
With
“Assuming that there are documented and enforceable settlement netting rules, the aggregation of netting set CFs with opposite signs falling due on the same date from different legs of the same transactions and/or from other transactions in the netting set could be
integrated into the institution’s modeling of GFs within the MPOR."
As explained i the overall comment to paragraph 23, adequate hould be used to account for isks cash flows in MPOR as the effectiveness cannot apply to the risks linked to cash flows without side effects which would not allow to
adequately reflect the legal terms and conditions of the neting Set as required by CRR Art 29
Furthermore, the settlement practices (settlement through triparty agents, settlement netting, delivery vs payment...) and the DMP in place within the institution are mitigating this settlement gap risk and therefore the modelling should take those into account.
13| Counterparty |3 Margin period of fisk and cash flows. Za@m |19 |Deleton  [Ten i m a5, » houid b @ 7 3 hond @ the EEPE modeling Jones, Gregg |ISDAand | publish
Credit Risk s words, h e by 1/ cin th leby 1/ =2)" ok o oo ik et 0 o o e v nature and thercfore assuming a systematic oo o e e overly cunservaﬂve AFME
Rescaling to 1 yeaféfie add on linked to €&sh flow payments is infificitly assuming that transactions with a defaulting party would be rolled and mmlme the risk on paid / not received cash flows is bome several times, which is not relevant with what would be the
insitutions praciice and therefore not consistent with the actual counterparty credit it
The rescaling would lead to a significant deviation of the CCR and exposure metrics compared to the actual isks. Please refer to comment below in relation to paragraph 84.
14| Counterparty |3 Margin period of isk and cash flows. 324 142 |Amendment | The following bullet point should be added o paragraph 23 (addition in bold) Consistency with the EEPE modeling Jones, Gregg |ISDAana __|Publish
Credit Risk 144; " (@) If () an institution does not comply with the requirements of Articles 292(1)(a) and 283(s) of the CRR, and (i) there is a material impact according to (d), the ECB has the power to impose an appropriate and proportionate remediation measure, which AFME
171- can consist — as provided by Article 284(4) of the CRR — in an increase of the alpha parameter derived from expected exposure add-ons for all margined netting sets.”
17 paragraph 24 should be amended as follows:
idectby-Astck e alph dd-ons for al d Spikes resulting from CFs modelled as being paid during the MPOR are expected to be
considered, where the following two options are possible.
(@) Spikes are included as a full part of the simulated expected exposure profiles and enter effective EPE.
(@) (b) Itis proposed that the expected exposure add-on per margined neting set (see Annex 1 fo details) be equal o the average of the CF spikes.
(i) Formall, for a margined ettin
(ii) When institutions already (partially)....
(i) I the longest-remaining transaction.
| And Annex 1 should be:
“Anne;
This annex specifies how the capial Effective EPE add-on mentioned in paragraph 24 can be calculated. I starts by assuming that exposure spikes can be calculated for all counterparties and all netting sets. At the end of this annesx, this assumption is relaxed and
2 method 1o obtain an overall capial-Effective EPE add-on is shown given that spike calculations can be done only for Some fepresentative netting sefs.
The following definitions are given for margined netting sets:
()
For all un-margined netting sets: addoni = 0.
Deiniions:
Then aa s calculated as:
Aa= 6.+ 3t addoni /-5t efective EPE,
ur progosalimplis that spkes wouk! b incudd nhe mandtoni operatr, e he expeted sosure (€5) profile ot nt decrge e he spike. Furthermore, we o not believe itis realistic to assume those spikes that are expected to be recurring to stay at
the constant high
e catuion o . emmn positive exposure (EPE) add-on in paragraph 24 s therefore more appropriate, but we do not believe to be appropriate to include this in the alpha calculation. We would consider it the best modeling practice overallto add the EPE add-
on as defined in paragraph 24 (0 the EPE profile.
In more detail, we are of the view that the add-on calculation set out in paragraph 24, which ensures that spikes excluded fiom the Effective EPE monotonic operator, should be added on margin set level to the Effective EPE for the following reasons:
i) An alpha factor increase should only be applied when applicable regulation is not adequately implemented. The add-on calculation that is set out in Annex Iis in line with the with ECB's interpretation  set out in paragraph 23 of applicable regulation;
i) Ulimately, an alpha-factor increase could fesults in an EC8's withdrawal of the IMM approval, see paragraph 90.
i) Increasing the alpha-factor, instead of the Effective EPE, is a measure that is not sk sensilive as the Effective EPE estimate for netting sets without a margin agreement are affected. In addition, margin sets with large spikes and margin sels with nolsmall spikes
would get the same exposure at default (EAD) estimate (assuming all else equal).
Therefore, we propose to stay as much as possible to the wording used in the previous ECB's guide for the Targeted Review of Intemal Models (TRIM)
15| Counterparty |3 Margin period of sk and cash flows 3 145 | Clarification | Should the following statement “The ECB understands that the effective length of the MPOR for these grid points may be shortened and considers that this will not affect the formal length of the MPOR, which is provided by Article 285(2) © (5) of the CRR” been nteraction with the CRR. Jones, Gregg |ISDAand | publish
Credit Risk interpreted that it is acceptable for the time steps between (0 and 10 + MPOR floors (as specified in article 285) (0 use MPOR shorter than the floors Set out in article 2852 AFME
16| Counterparty |3 Margin period of sk and cash flows 3 145 |Amendment |Annex I sipulates that theta effect is usually small and acknowledge that the methodologies proposed 1o isolate CFs ignore It We propose (o leave banks e option (o femove the theta effect prowiding they have an adequate methodology for doing So. This leads (0 an overall overestimation of cash-flow effects. Jones, Gregg |ISDAana __[Publish
Credit Risk AFME
Theta effect is generally small but the impact may be larger for large portflios, in particular when cash flows (CFs) cannot be netted. This leads to an overall overestimation of cash-flow effects.




Ti7[Counterpany |4 Colateral modeting £ 46 | Clarfication () 11 the curency: () agreed n e Indidual dervaiive coniract  no nitiing has been agreed upon: Consistency wilh marke practices Jones, Gregg [[SDAand [Publish
Credit Risk (i) of the relevant governing master netiing agreement if agreed without a credit support annex;or AFME
(i of the relevant recit Support annex, i agreed: or
(W) of the close-out amount f more than one credit support annex has been defined for one master netting agreement.
Please confirm thatthese conditions are not necessarily intended to be met a the same time.
T38| Counterpary |4 Calaeral modefing B 125 [Amendment | Addiion in bold: T can be derved rom Aricie 285(6)in conjunction wilh ATicie 285(7) of e CRR thal an imstiiion can Use, i order 1o capture Grecly e effect of margining in the calculaion of expoSUTE valuss. Consistent calculalion o he FX exposures Jones, Gregg | [SDAand [Publish
Credit Risk AFME
() the option of jint modelling (Articie 285()of the CRR) for modeling of al colateral: or
(b) the volatity acjustment option (Aricle 285() ofthe CRR) for modeling of al olltera,
n al other cases, the ECB is of the view that using both options would only be compliant vith the above CRR articles f volatity adjustments for non-cash collateralare used, while applying the joint modelling opion forthe treatment of FX risk n the colateral
modeling. I this context, it s considered by the ECB as good practice that the above combination can only be made by using jontly modelled X rates for all curiencies that are simulated for the exposure calculation under the Internal Models Method. I other
words, a partal appiication of FX volaiity acjustments alongside jointly modeled FX rats for the purpose of collateral modeling would not be considered by the ECB as consistent modeling
The joint modeling of some FX rates might show low model performance, e.g. identified wihin the back{est scope. Consequenty, these FX rates wold not be used for exposure and collteral modeling within the IMM. In our iew it should be avoided that the logic
set outin paragraph 33 cannot be used in full when few FX rates (with only small exposure linked to ) are excluded outside the scope of the MM
In addiion, the ECB could request an assessment o the appropriateness ofthe regulatory haircuts for the FX rates that are not jointly modelled under the IMM s it s liely tht the excluded FX rates will demonsirate efatively high volaiites. The aforemenioned
assessment could provide an approprite fesponse to any supervisory conces regarcing potentia cherry picking of the FX.ates that are not ointly modelled under the IM
T35 Counterpary |4 Collateral modeling El T4 [Amendment [We propose th following addiions (n bold) teraction wilh he CRR, Sones. Grega [[SDAand [Pubtsh
Credit Risk order to comply with the requirements laid down by Arcle 292(1)(e) and (b)ofthe CRR with respect o the terms of margining and neting arrangements, the ECB is ofthe view that the future composition of collateral over the lfetime of the neting st should reflect AFvE
the contractual atangements in terms of eigible margin collateral or e composition abserved hisoricallyor the insttution's policy(footnotet), o the collateral composition for comp: orat least the curtent margin
collateral~
Footnotel. Only for posted collatera
Footnote2 Only for newly set-up agreements
In our view these modelling techniques are compliant with Aricle 292(1)(a) and (b o the CRR
Adding these approaches could avoid a necessary reliance on collateral elgibilly Schedules which are burdensome to capture in I systems and which are difiut to assess n terms of the most lkely colateral {0 receive
T20[ Counterparty |4 Collateral modefing 63 45 [Amenament |Suggesied rephrasing (addiion n bold): -] potental FX sk arising fom currency mismatches between () he exposure calculated in setllement currency as defined in paragraph 32 (b) and (1) the reporting currency.” Consistent calculation of he FX exposures. Sones. Grega [[SDAand [Pubtsh
Credit Risk 150 AME
We believe that the current phrasing is prone to double counting and coniusion with Arice 32, which defines the expectation that FX isk is captured when the collatral curtency is different rom the "ettlement”currency as defined in 32 (b). The remaining FX.risk
aises when the “settlement” crtency in which the exposLre needs 1o be calculated s diffeent rom the reporting currency.
11| Counterpary |4 Colateral modefing 37 50 |Amendment |Removal of paragraphs (a) and (c) and rephvasing of the paragraph as follows (adition n bold) When & conlraciual (), the ECB considers that he real margin collaeral should be assigned to he synihetic neting sets i a way ha does not double-count teraction wilh he CRR and missing recogniton of neting and dversiicaion benefis. Jones. Gregg [SDAand [Pubish
Credit Risk collateral”. AFME
Allocaton of colateral (I n partcular) to diferent synthetc neting sets which are ot related to eal neting setsis not specified inthe CRR as mentioned in 28 ( ). Athough double counting of collateral should be profibited, nstiuions should be allowed to allocate
collateral o ciferent neting sets-
T22[Counterparty |5 Wodeling of mial margin T 52 |Amendment | The paragraph should be reworded (addion in bold): “n efafion o the requirements Set out in Arice 252(1)E) of e CRR, and for exposures Subject 1o M hat are wilin he IMM scope, the ECB considers a5 good practice thal Instiutions conirol o a egular basis | Consistency wit the EEPE modeling Sones. Grega [[SDAand [Pubtsh
Credit Risk hat their IM modeling adequately accounts for contraclual aangements for the respecive netiing st.In artcula, i contractual arrangements provide tha the IM should reflect onward varabilly of neting set values, institutions shall demonsirate and monitor AFME
that the IMM modelling of the IM reflect this feature in an adequate manner. f the IMM modelling of the IM does not reflectforward variability of the IM in different market scenarios, insfitutions shal demonsirate that it leads to an adequate assessment of
the exposures.”
Modeling inial margin as part of EEPE is complex. Moreover, M can be determined based on a wide range of margining models cepending on the type of produc (leared OTC derivaives, biateral OTC derivaives Subject to Standard Inial Margin Model (SIMM)
margining, transactions margined following the schedule metho..). It is ot achievabie to refiect the coniraciual arangements of every margining scheme in the EEPE model. Therefore,institutions shall have the option o fetain one modelling approach. Instiions
should be allowed to make the assumption of a constant M over ime i can be proven that it oes ot lead to systemaicall underestimation of exposures.
T23(Counterpay |5 Modeling of mial margin o 52 |Amendment | ishould be clarifed tha e current phvasing only apply IV in MM scope and thal having the exposure in e MM Scope does notimply Thal il M Should be Tn MV scope. In paricular i should be Tef o msiiufions 1o provide an argumentafion for mcluding or not | Instiuins should be allowed [0 elaborate on excluding posied M from M T deemed more | Jones, Gregg [ISDAand [Publish
Credit Risk posted IM within IMM. 1 insitutons choose ot to include posted M in IMM, then posted IM would ot be subject t IMM modeling. appropriate. AFME
T2a|Counterparty |5 Modeling of ital margin =z T52 | Clarfication |When INTTs commingled wih VA, 15 redundant @ benchmark both 1M and VM (please refe 1o paragraph 36) wih real” I and VNI s only e (ofal collaeral ' known Avoid redundancy of potental Investgaion requrements Sones, Gregg [ISDAand [Publish
Credit Risk AME
125 Courterparty |6 Mty W 54 [Amendment |Replace in the paragraph 48 () the 2 year period with a 6 months period. Paragraph 48 (a) becomes (addiion in bold): Consistency with the markel pracices Sones. Grega [[SDAand [Pubtsh
Credit Risk 1 the instiution has the rgh to erminate the transactio, in the ECB's view, the transaction maturity should be set at the higher o AME
() the contractual agreed first date on which the open term repo can be terminated;
(@ fve business days.”
A 2 year period may not allow instiutions o reflect the actual contractual conditions in an adequate manner. Furthermore, in order t reflect the economic rational underlying of open term SFTs, the firstdate on which the contract can be terminated is relevant n order
{0 determine the matury. Note that an instituiion can terminate the contract, .g.in case of deteioraing creit quality of the counterparty., and in such cases thereis no dependency on the lengih o the previous olled period
6| Counterpary |6 Watriy B 155 [Amendment [The folowing sentence should be added (n bold) 0 e paragraph “unless the Tnstitution can justly the use of  diferent maturiy for Speciic products Consistency with the market practices Jones, Gregg [ [SDAand [Publish
Credit Risk AFME
For physically cleared swaptons, using the maturiy of the underlying swap is not appropriate as once the option is exercised the underlying swap s cleared via a CCP (lming of which s typically unknown) So the counterpart sk would no longer be against the cient
T27| Counterparty |7 Granulary, number of tme steps and |55 157 |Amendment | Paragraph 55 should be claried as folows, 5o thal s assessment s perormed sither on fhe full porolo or on as defined n i Gossar. 1 v redundancies (ddion  bold he ECB also consides hat, | Conssency Wi e EEPE modeiing Sones Gregg [[SDAand [Pubtsh
Credit Risk | scenarios e EERE calculated with a very dense time grid s more than (5% above the EEPE as calculated by the nstiution using ts standard set of grid oints for the whole porfolio defined then the AME
£CB can increase the alpha parameter folowing the process descibed n seciion 11 Insttutions can conduct this impact assessment on representaiive sub portfolios as defined in the counterparty creditrisk Glossary instead of using the full portolio
\Whie tis legiimate to impact the alpha parameter when the uncertainty generated by the standard set of gid poinis on the EAD metic becomes t0o significant as mentioned n arile 284(9)of the CRR, such a direct link cannot necessarly be made when assessing
ihis impact on sub portolios when they are used as an addiional assessment o the model performance. Indeed, only impacts at group vl are elevant when assessing the own funds requitements and therefore the alpha parameter. Impacts at counterparty or
portolc levels may impact the isk monitoring ramevwork of the institution, and therefore shold be assessed as well, but do not directly impact EEPE at group level. Consequently,no directfnk with the alpha parameter should be made. However, when representative
portolios are used in the tme the full perimeter, then the link with the alpha parameter can be made as per Afticle 264 (9) o the CRR.
26| Counterparty |7 Granularity, number of tme sieps and |55 57 [Amendment [Increase theshold o 107% a5 Suggested n nial version of he £CB guide. Consistency wilh the EEPE modeling Sones, Grega [[SDAand [Pubtsh
CreditRisk |scenarios AME
s a Monte Carlo eror of 5% s olerated (paragraph 56) then simply changing the density of the grid could have an impact of 5% on the EEPE simply because the sequence o random number il be diferent for scenarios with denser and standard grid. A 10%
reshold s therefore seen as more approprate to ensure that increasing the granularty of the grid geninely improves the accuracy of the profe.
Note that a 5% thresholdfor Monte Carlo rrr is already consenvative given an alpha floor combine with very low observed Wrong Way Risk (WWHR) at overal potolio level.
26 Counterparty |7 Granularity, number of tme sieps and |55 57 |Amendment | Specity thal the EEPE calculaied with “a very dense ime grid” should be calculaied using the same model and assumplions a5 the one sed in production Consistency wilh the EEPE modeling Sones, Grega [[SDAand [Pubtsh
CreditRisk |scenarios AME
Thisis to avoid cumulating the impacts (cash flows in particular which are being looked at separately and assess the granularity of the time grid impact independenty.
quency Calibation |62 65 [Amendment |Cunent teraction wilh he GCR and consistency with the markel pracices. Sones. Grega [[SDAand [Pubtsh
Credit Risk The fequency o the recalbaton of the parametes o the underying stochastc processes (such s i, volatity and corelation)forintermalrisk management shuid b at st monthy unless the nsttion i able o demonstate that the minimum auartery AFME
frequency required by Atcle 292(2) o the CRR for the calculaion of capta requirementsis suficient t refect changes in market conditons in an appropriate manner "
Proposed text (additon i bold):
“The frequency of the recalibration of the parameters of the underlying stochastic processes (such s diift, volatilty and correlation) for nternal risk management should be at least quarterly and the insttution should be able to demansirate that the calibration
irequency selected as requited by Aricle 292(2)ofthe CRR for the calculaton of capital requirements is sufficient 0 reflet changes in market condtons in an appropriate marner.”
‘The adequacy ofth recalibraion requency depends on the type ofthe calibration method (historicalor market impliec) and on procedures in place o deniy if market condilons require a more frequent recalibration pursuant Arile 292(2) of the CRR. The curtent text
consists in a significant change of Aricle 292 as it ets the calibration requency to monthly and replaces the need to increase the calibraton frequency when market conditions jusiy it Morcover, it can be argue that a monthly recalibration based on market implied
data without addiional controls on changing market conditions may be less satisfactory than a quarterty historica calibration with controls for changing market conditions. Besides, performing a historical calbration on a 3 years or longer) i period at higher
frequency (e.0. monthly instead of quarterly) will ot on ts own make the calibration much more sensiive to sudden changes in market conditons, as the part of the sample afected by such changed market conditions would anyway be small. Additonal adjusiments
1o calibraion would be needed to achieve this goal.In summary, it 5 our iew that there is no reason to stipulate that a monthly requency is aways sufficient; no reason fo overarite the minimum requirement for the calibration frequency provided by Artile 292(2) of
the CRR and instituions shallbe required to justiy the adequacy of the selected calibraton frequency. Furthermore, a calibraton process can be subject {0 an extensive manual review of the adjusted exposure profles and in order o prevent an unnecessary
burdensome assessment process the manual eview steps for a recalibration should be imited. In addiion, please note that  credit instiution would already assess the appropriateness of s recalibration frequency as part of s back testing program as i required by
Aricle 294.1(0) CRR
Ta1| Counterparty |9 Validatian CJ T63 | Clarfication | *Hence, the ECB considers hat or cases where operalional pars of he validation ramework, €. back-iesting rms or WIVI pricing fnctions. e conducied by stall aso responsble for model design and development, the above-mentioned 075 not clear how 1o Inerpret the requrement hal ceralm asks are Gxecuted by model Sones, Gregy [[SDAand [Pubtsh
Credit Risk recuirement provided for by Aricle 293(1)(c) ofthe CRR would be flfled f alof th following practces viere implemented: developers “on behalf of- the valdation funciion. AFME

(a) the respective validation task is conducted on behalf of the validation function;”

What does the statement “(a) the respective validation task is conducted on behalf of the validation function” mean in operational terms and how could it be verified?




132[Counterparty |9 Vaidation @ 163 JAmendment |Current tex: Consistency with the validation processes Jones, Gregg |ISDAana __[Publish

Credit Risk 166, In scordance wih Aricle 03(1()of the CRR valdatosreview and modeldevelopment must e ndependent. tha s, he validaton uncon st be eflecivey separated o el development. Hence, th ECB consders hl forcases where speratonal AFME
115 of the validation framework, e.g. back-esting rui IMM pricing functions, by staff also responsible for model design and development, the above-mentioned requirement provided for by Artcle 293(1)(c) of the CRR would be

i f 1 of e aowing racices were mplemented.

(@) the respective validation task is conducted on behalf of the validation function;

(b) a regular, independent the underlying ects of the respective validation task comprising scope, data samples, tools, etc., is performed by the validation function;
(c) the assessment of the outcomes of the analysis (e.g. the evaluation of back-t leslmg atic lights or pricing deficiencies detected in the benchmarking) and the judgement regarding respective remediation measures are the responsibility of the validation function
only.”

Proposal (addition in bold):
8. In accordance with Article 293(1)(c) of the CRR, validation/review and mode! development must be independent, that is, the validation function must be effectively separated from model development. Certain parts of the validation framework, e.g. back-testing

runs or benchmarking of IMM pricing functions, may also be used as parts of ongoing model performance monitoring. Hence, the ECB considers that for cases where some methodological and/or operational parts of the validation framework, e.g. back-

testing runs or benchmarking of IMM pricing functions, are conducted by staff also responsible for model design and development, the above-mentioned requirement provided for by Article 203(1)(c) of the CRR would be fulflled if all of the following practices were

implemented:

(a) a regular, independent and g of the underlying aspects of the respective validation task comprising scope, data samples, tools, etc., is performed by the validation function,

(0) in addition to the model performance monitoring tasks performed by the staif also responsible for model design and development, model validation function must perform its own independent assessment of the outcomes of the analysis required by

Article 294 of the CRR. The assessment required by paragraph68 (b) may be based on the operational parts of the validation framework, e.g. back-testing runs or benchmarking of IMM pricing functions, conducted by staff also responsible for model

design and development, and not on an independent implementation thereof, only if the requirements in paragraphs (a) are me

(c) The judgement regarding the adequacy of the remediation measures proposed should be the responsibility of the validation function only.”

‘The formulation of requirements in paragraph 68 lacks clarity and consistency. The paragraph refers to the cases “where operational parts of the validation framework e.g. back-testing" are conducted by model developers and aims to define, under which constraints
such setup is deemed compliant with the requirements in Article 203(1)(c) on independent model review. The reference to “operational parts” only implies that the methodological part underlying the operational part should be designed by the model validation function.
But paragraph 68 (b) describes "a regular, independent and effective challenging of the underlying methodological aspects of the respeciive validation task” as necessary, which implies that such methodological aspects could be designed by the model development
function, which may be a contradiction.

Besides, the requirement in paragraph 68(a) that “the validation task is conducted on behalf of the validation function” can be interpreted in different ways and it is not clear, how this could be implemented organizationaly.

Finally, the requirement in paragraph 68 (3) implies that the model validation function alone should have the responsibiliy for the analysis and ‘respective remediation measures'. This requirement takes outset in the view that ongoing model performance monitoring
(such as pricing part of model validation and does not recognize the fact that, while being inalienable parts of validation, they are often parts of model maintenance and model risk management process. Depending on the
nature, size and complexity of the institution, model monitoring and performance may be implemented differently on organizational terms: as part model development, as a separate nit or as part of model validation. Methodology for performance assessment,
especially back-testing methodology, is often complex, as it uses non-trvial statistical methods. Requiring that it is developed by model validation function only may in fact increase the model risk, making an independent review of such methodology unnecessary, ifitis
developed by a model validation function. In our view, a setup where model performance assessment methodology is developed by either a specialized unit or model development unit and then independently assessed by the model validation function, as any
component of the model s preferable and more aligned with the intentions of the requirement in Article 293(1)(c) of the CRR. Pursuant the latter article it might be required that model validation performs its own assessment of the outcomes of the analysis as part of
the validation review, without depriving the mode development function or model monitoring function to have their traffc lights and initiative of remediation actions.

The iniiative of the remediation actions, naturally belonging to the model development team, and the judgement on the adequacy thereof, belonging to the model validation, is not clearly separated in the proposed text

It should be noted that by their very nature model validation activiies are often performed at lesser frequency, than model performance monitoring tasks. It s our view that such activies are most efficient when they are performed continuously, are integrated in the
model development cycle and the underlying methodology and implementation benefit from independent review.

13| Counterparty |9 Vaidation 73 64 |Amendment |Current text: Consistency with the market practices, Jones, Gregg |ISDAana | Publish

Credit Risk 165 *(c) whenever ratios are less than [50%] institutions should be able to provide an explanation justifying the level of the ratio.” AFME
Proposed text(in bold):

“the institutions should be able to provide an explanation justifying the level of the coverage ratio."

hre is o pecise definion ofhow he coverage o shall e compued andof th granulaty atwhih shold b computed (except h reuirement 0 do b asse class and on bot sk factors and poroolves). nsiutons sing staifcalon o clusterng
techniques may well achieve better representativeness of their back-testing sample than those aiming at achieving a certain threshold. An institution may be incenivised to define " the metrics

coverage ratos n  way ht maimzes thechances o meet celain coerage rge e han mproe e representatheness o e sample. Forstance, 1 achiewe 2 50% covrage rato an nsiuion may be et only include bigger counterpartes in
the sample. Those might , than smaller of the back-testing sample will be compromised. According to the current proposal, in such cases the insiitution will not have to jusiify the
consinucion of the back-tosing Sample. Hence i is ourvew hat inettutions Shouid aiwaye heabie 1 provide an explanation justifying the level of the ratio and fiing any particular value to Secure an exemption from this requirement is counter-productive.

134| Counterparty |9 Validation 76 165 |Amendment |Addition in bold: “In order to ensure appropriate back-testing practices as required by Article 294(1)() of the CRR, the ECB sees it as good practice o pay special attention to the consistency of predictions and realisations in the case of actual portiolio back-testing; in | Consistency with the market practices. Jones, Gregg [1SDAand | Publish
Credit Risk other words, changes of the portfolio composition during the observation period (e.g. due to new or closed-out transactions) should be handled accordingly.” The ECB will consider alternative approach for back-testing on actual portfolios as well as good practice AFME
if these approaches can be justified by the credit institution,

In our view the wording of paragraph 76 should allow for other good practices with respect to back-testing of actual portiolios.

Please note that back-testing approaches on actual portiolios are, but are not fimited to:
a. The portfolio composition on T-t i taken. A forecast for T-(t-x) is compared with a realisation on T-(1»).

- Pro: The true portfolio composition on T- is considered.

- Con: The T-tmight not be for the current portfolio;

b. The portfolio composition on T s taken. This portfolo is moved to T-t (with some transaction modifications in order to ensure portfolio Sensitiviies are representative, see Article 204.1.h). A forecast for T-(1-) is compared with a realisation on T-(
- Pro: Throughout the back-test observation period a representative portflio is considered.

- Con: Transaction modifications are needed to ensure the portfolio sensitivities are kept representative.

Where:
T = today

Tt = a time-point in the back-test window
he forecast horizon

The good practice set out in paragraph 76 with respect to the portfolio composition during the observation window seems to be only relevant for approach above.

135| Counterparty |9 Validation 75 166 |Amendment |Footnote 189 As described in footnote 168 152 Typo Jones. Gregg |ISDAand | Publish
Credit Risk 167 AFME

136| Counterparty | 10 Effective expected posiive exposure 81 167 |Deletion | The interpretation the ECB makes of arlicle 284 of the CRR in ths article is contradictory with aricle 264 flsell, which stales thal "Il all contracts in the neting set mature within ess than one year, EPE shall be the average of EE uniil all contracts in the neting set Interaction with the CRR. Jones, Gregg [ISDAand _|Publish
Credit Risk 168 mature. Effective EPE shall be calculated as a weighted average of Effective EE". AFME

The rescaling of time interval is not mentioned in the CRR and is significant change in the interpretation of this articl.
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