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Draft Regulatory Technical Standards

- on establishing a risk taxonomy on
operational risk that complies with
international standards and a
methodology to classify the loss events
included in the loss data set based on
that risk taxonomy on operational risk
under Article 317(9) of Regulation (EU)
575/2013;

- on specifying the condition of ‘unduly
burdensome’ for the calculation of the
annual operational risk loss under
Article 316(3) of Regulation (EU)
575/2013;

- on specifying how institutions shall
determine the adjustments to their loss
data set following the inclusion of losses
from merged or acquired entities or
activities under Article 321(2) of
Regulation (EU) 575/2013.
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General comments

The proposed change to the event type taxonomy is perceived as
disruptive at both Level 1 and Level 2 given the different logic behind the
current and proposed classification. The new taxonomy is characterised not
only by a greater granularity of event types but also by a more pervasive
review, which sometimes leads to the migration of event types belonging
to one Level 1 category to another.

Moreover, certain classifications, albeit theoretically correct, could be difficult
to apply, especially for past events (including, for instance, those collected
following mergers or acquisitions) for which the information/flag might not
be immediately available.

In addition to this, which precludes any automatic solution but rather requires
a detailed review of the census criteria and a single remapping process of
historical data, some of the proposals for new Level 2 event types are not
clear, they appear to be declined with a very different granularity level
across the various Level 1s and sometimes do not appear to satisfy the
MECE (mutually exclusive and collectively exhaustive) criterion.

In general, given the changes introduced, there are no appreciable
improvements and clarifications to the reference framework for
operational losses in relation to the management objectives, in particular
the prevention, mitigation and transfer of operational risk, nor a connection
with other taxonomies, such as those relevant to non-financial risks used
in the ICAAP context and, in particular, with the recently issued DORA
taxonomy on incident reporting.

With reference to the new table being consulted for the introduction of flags
relating to event attributes, it should be noted that:

e The use of the "Third Party" term both in case of people involved in frauds
and for service providers could create misunderstandings. It is indeed
necessary to better clarify the use of the “Third-party risk” attribute, which is
automatically applied to “third-party fraud” events, even if its description
explicitly refers to frauds committed by an external party and not merely by
providers. In order to include both events involving external entities and
providers, the "Third-party fraud" Level 2 category could be renamed "Not
First-party fraud" and the automatic assignment of the "Third-party risk" flag
should therefore be eliminated.

e Certain attributes are deemed useless as they are not typical of a dynamic
object such as the single event and the overall collection of all an
intermediary’s events (why should banks flag an event as a "Large Loss" or
as belonging to “"Ten Losses” if this information can be deduced from the
time-by-time analysis of the loss data?).
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e Certain attributes are unclear and additional information could be useful
for their application. For example, clarification regarding the "Legal risk -
Misconduct" flag is deemed extremely useful: indeed, the consultation paper
refers to the CRR definition of legal risk (i.e. ‘legal risk’ refers to losses,
including expenses, fines, penalties or punitive damages, caused by events
that result in legal proceedings) but it is not clear whether legal proceedings
also include complaints and other kinds of reimbursements not stemming
from lawsuits.

e The introduction of certain flags for events relating to greenwashing and

physical and transition risk is deemed useful, limitedly to those parts of
their effects that fall under operational risk (where other parts pertain to
strategic and reputational risk). This solution has already been adopted in
part by the Italian Operational Losses Database - DIPO.

On account of the doubts and uncertainties reported above, it appears clear
that both:

i) the adoption - for the future but, above all, for historical data - of
the new Levels 1 and 2 (the re-mapping of which should be
addressed jointly for the reasons illustrated above) and

i) the new attributes

will require banks to make huge investments in IT and training of the
data collection network (with new classification criteria). This applies
even if the changes and clarification we urge EBA to consider should be
addressed in the final version of the RTS.

It should be clearly stated in the RTS that among the 3 main dates
characterising an operational risk event (occurrence, detection, first
accounting), the latter should be considered for identifying the 10-year
layer of historical data on which it would be necessary to re-map to the new
Level 1 and Level 2 (the attribution of the attribute flags to the same layer
of data identified appears extremely implausible).

In addition to these aspects of the EBA proposal, which already has a strong
impact in itself, the adaptation times are extremely important: in
relation to the consultation and the subsequent referral to the European
Commission, the work at banks cannot begin as the framework is still too
uncertain and, consequently, an adjustment in the timing of entry into
force of the new operational risk framework appears completely
implausible, as it requires significantly longer times. The real impact could
be determined once the final version of these RTS is published; however,
adequate time should be granted to Banks, consistently with the latest
version of the taxonomy (and the number of changes required) and the time
horizon of the historical loss data to be re-mapped.

Pagina 3 di 3



