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comment be taken on board commenter
The draft ECB Regulation establishes a relative A lower past due threshold intensifies the long term
materiality threshold equal to 1% for all significant financing amortization effect on past due detection. In
institutions in Member States participating in the Single fact, for long term instalment payment types of
Supervisory Mechanism (SSM). financing such as leasing, the relative threshold is
In the leasing industry it is common that the monthly deemed to be increasingly conservative throughout the
instalment/rental on average will be higher than 1% of the |[life of the financing contract. For fairly short residual
contract exposure, however initially on average lower than [contract duration, even a missed payment of a single Alarcén Abeti
Amendment 2.5% of the exposure. instalment could lead to the breach of the relative ’ Publish

In addition, missing 1 instalment/rental occurs more often
in our industry than in a regular banking environment. In
our experience this is not always a sign of deterioration of
creditworthiness of the obligor. Therefore using the 1%
threshold would lead to an incorrectly assigned default
status for such an obligor. Applying the 2.5% threshold
will mitigate this effect.

threshold. Therefore, a unique relative threshold, that
could be reasonable for a credit obligation considering
its overall exposure amount, could nevertheless be
excessively conservative if considered at later stages
of the credit life. Therefore, for the reasons expressed
above, we call on the ECB to consider applying a 2.5%
instead of a 1% relative materiality threshold.

Rafael
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Clarification

We are concerned with the discretion included in the EBA
Regulatory Technical Standards on materiality threshold
for credit obligation past due, published on 28 September
2016, which allows national competent authorities (NCAs)
discretion in setting the relative threshold in a range
comprised between 1% and 2.5%. We assume that
banks and financial institutions directly supervised by
NCAs will comply with the threshold set by its NCA.
Therefore, in some countries the relative limit could be
higher than 1%.

For subsidiaries of large banking groups participating in
the Single Supervisory Mechanism (SSM) we expect that
it would apply the same relative threshold adopted by the
parent institution in line with the SSM requirement. This
will mean that banks and financial intermediaries
operating in the same country could be using a different
past due threshold depending solely on their ownership
structure. This unintended consequence of the proposed
ECB threshold will break the level playing field in
countries where the NCA decide to apply a higher limit
than the ECB.

Alarcon Abeti,
Rafael
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Amendment

We propose that an obligor should be consider defaulted
only when it has at least 1 invoice with at least a 90 days
past due status.

At a certain point during the lifetime of the contract, the
monthly instalment/rental amount will exceed the 2.5% of
exposure threshold. Analysis shows that this occurs on

average already 8 months after origination of the contract.

Therefore, we propose to only classify an obligor as
defaulted if and when it has material arrears for 90
consecutive days, and one of the open amounts
(instalment/rental) is more 90 days past the due. This
approach is in line with the EBA methodology and at the
same time aligns with leasing business model and
portfolio characteristics, where arrears in the 0-60 day
bucket are not unusual.

Alarcén Abeti,
Rafael
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