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EBF response to the EBA CONSULTATION PAPER ON Draft
Regulatory Technical Standards (RTS) for assessing the
materiality of extensions and changes ofgthe Internal
Ratings Based Approach.

GENERAL REMARKS
The EBF welcomes the effort to simplify t
Technical Standards (RTS) as a positive s

aft Regulatory
clarity. We
set clear

In particular, the Regulation 529/2014 havin ut years ago is structuring
for banks in their supervisorygsl er they plan to change

features of their IRB framewor ence from the industry,
the level of involvement for bot s highly depends on
the classification of the model ¢ (s sUpervised by the SSM,
whenever a material change is § ' i tematically leads to an
Internal Model Inveg with heavy investment, along with

corresponding phg ing. whole process can last several years

changes which aim to improve the
In this context, even though there are some
ge EBA Consultation Paper, newly- introduced

both qualitative @nd quantitative criteria for a material change are met, the
change should be deemed material. However, a discretionary layer could be
introduced at the end of the process to allow for reclassification from
“material” to “non-material”, also considering the specific characteristics of
the change(s) in relation to the circumstances of the institution involved. On
other occasions, such as when only one of the two criteria is met, an ex-ante
notification would be more appropriate, enabling the competent authorities
and/or supervisors to assess the information provided, request additional
details if needed, and ultimately determine whether the model change should
be reclassified as “material”.
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The EBA, in collaboration with competent authorities has explored the option
of combining qualitative and quantitative criteria to trigger a material model
change. While EBA’s preliminary conclusion at this stage is that qualitative
triggers should be maintained on a standalone basis, we find this option
overall very relevant.

We wish to emphasise our general preference for this ap
view may be further enhanced by incorporating the g
granted to competent authorities for the requ
changes, as follows:

e If both qualitative and quantitative cri

ch, which in our
| idea of flexibility
tion of the model

ial change are
competent
authority makes wuse of dgmental
reclassification.
ante notification shall be
made by the supervised ingtituti the JST/CA to analyse the
information provided, reg 3 ation if necessary, and
ultimately determine whe ‘ of the model change
should be elevated to ‘'md

proportionate approach.

to materiality cl8
supervisors and

generate unintended burden for
supporting the objective of

ED IN THE EBA CONSULTATION PAPER

e any comments on the clarification of the scope of
latory technical standards to specify the conditions
for assessing ateriality of the use of an existing rating system for
other additiona posures not al-ready covered by that rating system and
changes to rating systems under the IRB Approach?

In general, we appreciate the effort to clarify the scope of the revised draft
regulatory technical standards (RTS). The elaboration on data constitutes an
improvement in the interpretation of the Level 1 text. However, we would
like to add the correction of errors or minor adjustments necessary for the
day-to-day maintenance of the models, which occur in the strict limit of the
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already approved methods, processes, controls, data collection and IT
systems, as suggested in the draft RTS on materiality extensions under FRTB
(EBA/CP/2023/36) as well as (EU) 529/2014(Recital 7).

Regarding the scope of the RTS, it would be helpful if further clarification and
examples were provided in relation to the type of updates to data that are
considered under the scope of the RTS (updates to data used in the
development and calibration)and out of the scope (upda to data used in
the ongoing application). For example, where in this s um would be the
alues and financial
and methods.

d that changes
the scope of
the RTS, irrespective of being mandator ey have a

information, on top of the data used in approved
In relation to the changes to rating systems, i

always considered under the scope of the
on the risk parameters. Nevertheless, not all
definition may affect the inter
of rating systems may not va
system is defined based on man3 d business model, so
the range is consistent over ti g paragraph 13 of the
EBA/GL/2017/16, alth a potential misalignment with the

e to the potential impact
es to the exposure classes
the range of application

“The classification is way is broadly consistent with
establishe . However, some banks may use different
definitj [ isk management and measurement systems.
Whilg e Committee to require banks to change the

age their business and risks, banks are required to
treatment to each exposure for the purposes of
deriving capital requirement. Banks must demonstrate to
. Y methodology for assigning exposures to different
classes is app e and consistent over time.”
Regarding the amendment made within paragraphs 8 and 9 in Section 3.2,
we understand it as the fact that we cannot change the historical data used
to estimate models that the JST approved without assessing a type of
material/non-material change per this RTS. A model was built and approved
based on historical data. However these data must be updated continuously
for the model to remain relevant. Not only to capture adequately the latest
business developments of banks (such as enhancing the granularity of data),
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but also to align best the economic capital allocation based on prudential
regulation and sector practices. Rather than changing the model’s
methodology and thus requiring a full approval, such an update of data and
recalibration of indicators should be accommodated by the application of a
notification procedure.

Furthermore, we would also encourage the EBA to clarify whether data
updates to the data used in the ongoing application of the rating systems in
order to calculate the risk-weighted exposure amounts jgr the application
portfolio were never covered by this Regulation.

Under paragraph 11 of Section 3.2, the EBA s at changes in the

calculation should not be within the scop
they do not directly affect aspects withi
this differentiation for changes, which
RWEA calculation, we would like to clarify
of F-IRB LGD to exposure would
the same way that SA-CCF
considered. Moreover, we wou
topics related to changes in th
models nor solely to the formula u
that the following exg :

change as
m. With
the formuld used for
anges in the assignment
ed as part of this items, in
lance sheet items are
ion on the additional
affecting regulatory
lation. Thus we consider
out of the scope of these

RTS:

e Populate amorjgi : s to apply the M of 162.2.a)
e Identification of ing hnd apply the M of 162.3.

e Identification of cd Ply the LGD of 11.25%.

o Classificahmuaeor re Yfication of products/portfolios in buckets of the

ution shall be permitted to apply article 230 even for
ection that cannot be included in an A-IRB LGD (because

states that 3
funded credit p
the lack of data).

e Identification of new products that could fall under the CCF of the 166.8 or
166.10. (FIRB CCF)

e Changes in the application of the SME factor.

e Application of the FIRB approach to the corporate and institutions exposure
classes (e.g. Application of CRMT, Application of new real guarantees to
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apply LGD 230 (FIRB), Recognition of additional credit protection in the
regulatory LGD under FIRB).

e Implementation of the regulatory floors (e.g. related with PD and LGD
parameters, related with the 1-day floor

e Actions to be conducted for implementing regulatory add-ons as per Final
Decision letters from the Supervisor.

e Actions to be conducted for implementing the remediation actions
committed with Supervisor which are duly and timely notgied in accordance
with the remediation plans update instructions reques y the FIRB.

e Alignment between parameters used for internal ness purposes and
those used for regulatory capital purposed regar R Art. 179(1) and

e Consideration of the year as 365.25 day
of the total assets of the customer.

e The adaptation of institutions’ i
management to implement these RTS.
. Changes to exposure class fect the models should be
excluded from the scope of the

r understanding that
s that have no impact on
pective of the quantitative impact

In addition, apart from the validy¥
the rest of the rating system auto
the model do not fall ysssme the scop
on capital.
Regarding the nW rrent wording may have some
unintended conseq ®r, we think that recalibration after
back-testiasmms Nechanical effect of adding one additional year of
defaul iCN@d out of scope in order to avoid burden for both
. R¥ mendation is that they are part of the
rating'systems” which should be clarified. Moreover,
be left unchanged, in the case of machine learning
requently updated models, such recital will not be fit
for purpos® ¥ deter the use of such techniques. Thus, we propose
that the distir Petween in and out of scope should be based on the input
of : if there is Muman intervention in the decision for a change, it should
be in the scope, however when no human intervention is needed, the
changes are out of scope.

As a conclusion, we propose the modification of the Recital (2) in the
following manner:
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Text proposed by the EBA CP

Changes to rating systems as
defined in Regulation (EU) No
575/2013 may have a potential
impact on the internal risk
estimates used for risk weighted
exposure amount calculation, and
as such include changes affecting
the range of application of a rating
system, the rating methodology
for IRB systems, the definition of
default and the  validation
framework as well as changes to
relevant processes, data and the
use of the models. Updates to the
data used in the development and
calibration of the rating syst
should therefore be covered by
Regulation. However, updates
the data used in the ongoin
application of the ratigg
order to calculate
exposure amg
application portf8
covered by this Re§

Amendment proposed

Changes to rating systems as
defined in Regulation (EU) No
575/2013 may have a potential
impact on the internal risk
estimates used for risk weighted
exposure amo calculation, and
as such inc changes affecting
lication of a rating

definition of
validation

of the rating systems
ed for mechanical
should therefore be
by this Regulation.
owever, updates to the data used
in the ongoing application of the
rating systems in order to calculate
e risk weight exposure amount
for the application portfolio or
updates to the data used in the
development and calibration of
the ratings systems without
mechanical recalibration should be
covered by this Regulation. In the
case of mechanical recalibrations
following annual updates of
data, such changes could be
subject to ex-post notifications. In
addition, changes to remediate
data quality issues (e.g. amending
missing/incorrect LTV input data)
in order to improve the modelling
framework are not covered by this
Regulation.”
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Moreover, we understand that the EBA is capitalizing on its statement made
on CRR3, which segmentate classifications based on whether the changes
impact the model performance. In this context, we understand that the need
for model change submission is based on whether the changes impact the
performance of the models or not. As most of the requirements of the CRR3
have been already implemented by the institutions therefore the
proposed regulation has only a minor impact. We therefore like to
advocate that the RTS should state permanently t hanges imposed by
regulation, which do not affect the performance ting systems, are

In paragraph 12 of the Consultation P
changes due to regulatory requirements
manoeuvre, which are mandatory under
performance of a rating system
nor should be subject to applica
as changes, however clarificatio

Iitution-specific room for
3 and do not affect the
ithin the scope of the RTS
ould not to be reported

the requirements of the
the institutions and therefore the
pact. We would, therefore, like to
be applied to future regulatory
R3.

However, we would like to point

Iso be excluded from the scope of these RTS.
he technical implementation of the model, which are

allocation e

Question 2: Do You have any comments on the clarifications and revisions
made to the qualitative criteria for assessing the materiality of changes as
described in the Annex I, Part II, Section 1 and Annex I, part 1II, Section
2?

Firstly, it is very important to ensure consistency in the implementation of
this RTS, since the way written, they leave too much room for interpretation
among different supervisors in different jurisdictions. We believe that
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different criteria or considerations should not be applied by supervisors,
depending neither on the jurisdiction, nor on the institution.

In the new RTS, changes in the methodology used for assigning exposures
to different exposure classes (according to article 147 of CRR3) are
reclassified as ex ante notifications. However, the EBA according to article
143(5) of CRR3 is mandated to write “standards to specify the conditions for
assessing the materiality of the use of an existing rating system for other
additional exposures not already covered by that rating em and changes
to rating systems under the IRB Approach”. The EBA t ore presumes that
rating systems and exposure classes are interli meaning that any
change to exposure classes will impact rating sy ever, such link is

exclude aspects falling outside the ratin ' ffect the
RWA formula.

We would like to propose the a
1) to clarify changes to the de
178 of Regulation (EU) No 575/

EBA proposal A_

3. Changes in definiti
default accordin ]

(Annex I, Part I, Section
ccordance with Article

/Voposa/

of 3. nges in the methodologies
d Wules to the definition of
ult according to Article 178 of

Regulation (EU) No 575/2013, if

is more
e on any
obligation 90-days-past-due-on-any—material
according t8 W' /8(1)(b) of eredit—obligation—according—to
Regulation (Eg@o 575/2013; | Article—178(1)H{b)—of—Regttation
(b) they change the level of (E)No-575/2013;

application of the definition of b} (a) they change the level of
default for retail exposures application of the definition of
according to Article 178(1), default for retail exposures
second subparagraph of ' according to Article 178(1), second
Regulation (EU) No 575/2013;
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(c) they change the use of subparagraph of Regulation (EU)
external data according to No 575/2013;

Article 178(4) of Regulation
(EU) No 575/2013; (,;! ) [_g : 51 E;E. 5!51!6:5:6261;1161;
(d) they change whether an Regutation{ELH)-Ne-575/2013;

indication of unlikeliness to pay ) the hange—whether—an
according to Article 178(3) of ;4 g ,

Regulation (EU) No 575/2013
results in an automatic or in a
manual default reclassification;

(e) they change the default
classification in the reference

change efault
dataset or scope of application in ?h e % < cnce
of a rating system in a applicatiy 3

significant manner, the measure
and level of which will have been
defined by the institution.

In a significant
easure and level of
e been defined by
stitutions could

for instance on

Regarding the clarif ' e criteria, by having an appropriate
framework to as ifi i) changes in the rank ordering; ii)
changes in the dg@@buti ilities and exposures across grade
or pool and the T8 nalysis at the level of final risk

odels) a change in the MoC could influence
distribution despite no change in the main structure
such the analysis should be done on the final

related obligation. Indeed, whereas it could be understandable its
consideration in the quantitative RWA criteria, for the qualitative
assessment the interference of a limitation in the assessment of the
change and in the analysis of rank ordering and distribution should be
avoided (being in the end a pure additional supervisory conservative
measure put on top).
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10

More in general the framework of analysis defined on the final
parameter shall be differentiated between changes impacting the risk
differentiation (expected as more intrusive in the structure of the
model) and changes in the risk quantification (e.g. resulting for
example from a pure extension of the time series or changes in the
pure risk quantification components like MoCs or LGD Downturn).
Indeed, the inclusion of additional years in a pure recalibration (rather
than a basic review of a MoC) could influence the gank ordering and
rating distribution (since the parameter could i se or decrease)
but without generating changes in the ratj criteria / the risk
differentiation features of the model. This is arly highlighted in

ulation of
rsion) it
and rating fstribution
in the rating criteria as
Article 170(4) (i.e. letter
ing PDs, LGDs including
factors according to
e risk quantification
case the check on RWA

these two letters (even in the
appears clear that the checks on

Article 170/letter d) or to risk
180-181-182/letter f)) when it

Jering assessment for the Slotting Approach.
pnts a purely regulatory based approach with just 4
ng grades, as such it is definitively disproportionate
under the ordinary framework foreseen for the other
deed, Specialized Lending portfolios are characterized
by a limit8 number of observations by definition and, as such, by an
inherent volatility not necessarily due to the model change itself but to
the features of the portfolio snapshot considered in the specific point-
in-time of the assessment. We deem that the previous CDR 529/2014
formulation for this perimeter be appropriate to manage the specificity
of SSCA.
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Finally, while we acknowledge that focusing on final grades can be a valid
alternative, we are deeply concerned that excluding other statistically sound
options imposes undue burdens on modelling efforts. In practical terms,
demonstrating such tests would necessitate the development of a shadow
estimation of the risk parameter. Therefore, we recommend retaining this as
an open option rather than prescribing this option as the sole valid
alternative.

As mentioned in the criteria 2(f) from Annex I, Part II
proposed regulation, change in the fundamental me
PD/LGD now encompasses methodology \ving appropriate
adjustments and should be considered as ange (ex-ante
notifications otherwise). For these cases, it i ' f the bank to
define what constitutes a “change in the y”. In this
exercise, difficulties may arise because i tive this
fundamental feature could not solely be
on the size of the exposures/models for the the limit between material
change and non-material chg is objecti captured through RWA

ion 1 of the new
ology for estimating

This is why the limits betwed e n-material regarding
j sed on other quantitative

criteria (RWA outcopgg are defined by the bank. Such
possibility should j J in regulation.

The clarification ] alitative criteria for assessing the
materiality of chang € . We recognise that changes in the

definition g ) Mmay have material implications for the rating

an automation of the approved manual process. In
that the following cases should be specified and be

out of the sc@8 ese draft RTS:

1. Changes in the marking criteria (e.g. thresholds, calculation formulas,
etc.) of UTPs.

2. Changes due to obligations or recommendations by IMIs or OSIs that
do not result in a change to the IMI model being handled instead by
the remediation plan agreed with the supervisor.
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3. Changes by changes on rules that do not result in a change in the
model. That means, any change imposed by new regulatory
requirements should not be considered as material.

In addition, requirements regarding what is meant for “changes whether an
indication of Unlikeliness to Pay results in an automatic or in a manual default
reclassification” remains quite vague. Though it appears clear from the EBA
position that modifying an UTP default event trigger m automatic to
manual generate a material change, we understan t changes from
manual to automatic rather than changes in general TP shall be notified
a minima as ex-ante changes. In practice, the UT, on starts from the

elementary early warning signals underlying t edit Monitoring
process. The system of EWS strictly perta tions of the
Banks and it is subject to ongoing upda requiring
timeliness in the execution. The bound luded in
the Draft RTS are unclear and there can sk of introducing severe
slowdown to credit operations if an ex-ante ication is foreseen also for
changes introduced at the levg cators in the EWS (that

may have, even if indirectly, a It detection). As such
this point deserves further at lons in defining the
RTS: our opinion is that

In the sagg ld appreciate more clarity on two points: notably
on wh if the obligor is more than 90 days-past-due
(dpg d whether all cases of roll-out (sequential
imp are out of scope of the RTS in reference to Section
3.4, pd

Finally, reX
believe roo exibility should be introduced in the sentence “For
example, chang® to traffic light thresholds of test metrics leading to a more
positive validation result are deemed a material change; however, where
such changes lead to an equally strict or more conservative validation result,
an ex-ante notification is deemed appropriate. For this purpose, institutions
should carefully consider the impact of the change on aggregated test
outcomes where thresholds are set at a level higher than an individual test
metric.”. Our understanding is that simple changes to traffic light thresholds
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of test metrics which lead to a more positive validation result are deemed a
material change. On the other hand, there could be changes in the
aggregation workflow of a test executed at different levels, that should be
simulated to get the direction and the classification of the change. Since the
validation framework could apply to an extended number of models across
a banking group, the full simulation exercise would be really burdensome;
for this reason, we deem that the institution should have the possibility to
sample the models to simulate, using appropriate ma lity criteria, and
classify the change based on the outcome on the s . Moreover, some
little fluctuations may be possible, e.g. most of th test outcomes are
S case, we deem
a classification as material would be incorre are cases in
J assification

assessment, to complement the "mechary
instance, if the institution introduces/r
aggregation workflow, which penalizes les material component; per
se, such an intervention is more4e |ent but inal simulated outcome on
the sampled models could be vé : leading to equally strict
or even more conservative resu ) olds, additional tests
or control steps) should require e on instead of ex-ante one.
Otherwise, sensible
delayed.

Question 3: Do on the clarifications and revisions

der the SA/F-IRB approach are not covered by this
uch an extension does not always have to require a
isor. Especially not where the additional exposure are
considered 0O ame type of exposure. One only extends the scope of
application of M existing rating system to additional exposures that are
largely of the same exposure type. Examples include: Mergers, buying of
portfolio, expanding to additional geographical locations. Given that this
would be a change to an existing rating system rather than an initial model
approval (i.e. IRB roll-out), it should be covered by this regulation. Including
such changes under the scope of this regulation still safeguards the
supervisory control over the change, given that as a minimum the ex-ante
notification applies. And if representativeness cannot be proven or the

permissio
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extension is material, according to the new threshold, still supervisory
approval is required.

Leaving the proposed wording unchanged, would result in an increase of
initial model applications when banks buy portfolios. This holds even in cases
where data is immaterial in size and where data is representative (e.qg.
buying mortgage exposures in the same country for which a mortgage rating
system is already in place).

Also we would deem it essential to have clarity on
origination of facilities" Does it encompass only
facilities, or does it also include new produ
criteria, and updates to origination rul
original/existing exposure segmentation
originates a new facility, categorized a
different geographical location, how
regulation?

terminology: "new
ination of identical
anded lending
change the

We find the clarifications and re ive criteria for assessing
the materiality of extensions and Anprovement, in which
case the materiality threshold sh¥ ' ost cases. However,

e attention points :
and to the same rating system

e One chang\ ing multiple rating systems (single change to rating
systems in theNRB Approach) is considered as a single change and we
understand that it leads to an aggregation of the RWA impact of the change
across the rating systems affected. In this case, the RTS should clarify that
banks are expected to only report the aggregated metric (no calculation at
the level of one rating system). Moreover, precision is expected to specify
that such bundle of model changes also apply for changes of model perimeter
impacting several rating systems. . Furthermore, the RTS should clarify that,
in the event of breaching the quantitative thresholds triggering a material
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model change due to the aggregation of the effects across all rating systems
impacted by the change, the initial application request should focus on the
specific model undergoing change/review, for which the adjustments were
initially intended. The other affected rating systems should be presented to
the competent authorities in accordance with the pre-established roll-out
plan (i.e., the application is deferred and follows the process agreed with
supervisors). Any modifications or anticipations to the above should be
discussed and agreed upon between the institutions the competent
authorities.

In accordance with paragraph 19 of the explanatory
mentions that "As such, in accordance with Article

orandum, the EBA
of Regulation (EU)

2024/1623, additional exposures that were n ted by another
rating system (i.e. under the standardized ap, -F if the scope
of an LGD model is extended) require in all competent
authority and are not within the scope o
But Article 148(1) only concerns the ap oll-out plan¥ and does
not concern the application for approval o

v' Recital (3) could be misundersto exclude IRB extensions to

STD/ IRB-F expo
understanding.
v We propose: roll-& 148(1)) may include
extendmg IRBA syste . Such extensions should
remain delegated regulation 529-2014,
allowi ~ W csentativeness for potential ex-ante

contradicting prior

Iassification for such extensions

2 x-ante notification, contingent on materiality
eness analysis, balancing rigor with efficient

We consider the proposal to aggregate changes to different rating systems
and to be implemented sequentially over time as positive. However more
clarity is needed in this regard.

The introduced clarification on the implementation of the quantitative
threshold is welcome. If the way we read it is correct, namely as if several
different changes are applied, we believe that they should be assessed on
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an individual basis, while being accompanied by a reasonable timeframe for
bundling sequential changes.

“However, we would appreciate if the EBA could clarify the aggregation of
RWA impacts for changes affecting multiple rating systems and different
asset classes, for a given period.”

ould institutions
equentially? For
e.g. on mortgages
s, the adjustment

In case a change affecting different rating systems,
understand that these changes can be implement
instance, if the subsidiary of a bank receives a findj
model) that could impact their standards or meth
to solve the subsidiary finding should be im all mortgage’s
models within the Group sequentially to the models are to
be reviewed considering the Groups’ mod . ow should
this impact be calculated?

Particularly, we believe that changes in s
persons) should be assessed as g
across different rating systeg
segmentation separately as red

tion (especially for legal
the inherent dependencies
ssessing a change in
artificially inflates the
ay to streamline the
supervisory decision process woulQ , gmentation changes as a

advance of a pla
can, in practice, re
gaves { Dossibility of introducing a reasonable and limited

AlsG elcomt an explicit specification that the calculation
point in time for changes under art. 4(1)(c)(i) and
o those for art. 4(1)(c)(ii) and(d)(ii).

Additionally " tld welcome clarification on art.3(3), the quantitative
threshold for clhges to the rating system. Would the concept of splitting
changes solely be relevant from a quantitative impact perspective? That is,
please clarify whether it is permitted to split if neither has any impact on
Risk-Weighted Assets (RWA) or whether the direction of the change is
towards increased RWA.

Furthermore, what time span should be considered under art. 3(3)?
Especially due to regulatory obligations, changes could be implemented at
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16 www.ebf.eu



different moments in time which would make it more complex to gauge the
impact.

Finally, and most importantly, on art. 3(3) we stress the need to assess
impact on each rating system individually to avoid a high number of
application packages and increase the workload, also for supervisors
significantly.

Question 5: Do you have any comments on t
threshold described in Article 4(1)(d)(ii) relate
of extensions of the range of application of rati,

revised 15%
the materiality

As per our general comments, we support co qualitative and
quantitative triggers for a classification as a [ together with
a supervisory flexibility to avoid an overly
This would be all the more relevant for
application of rating systems, considerl
proposed ratio as illustrated below.

range of

To mitigate the flaws of such r
favoured general approach red
qualitative backstop to the cla$
introduced which relates to the ad
extended scope.
This would be consj , 2rns on the performance of the model
following the adg [ psures which the new ratio aims at
capturing, while
change where justifi¥

| change should be
pnce of the model on the

initially &

new ratio ated in the following way:
RWEAY "
New ratio = W

A

We can derive two cases in the calculation:

Example 1 EAD RWEA "RA - After New ratio
Before

Perimeter A 100 50 50

Perimeter B 100 50 5 10%
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Perimeter

A+B 200 100 55
RWEA - RWEA - :
Example 2 EAD Before After New ratio
Perimeter A 100 50 50
Perimeter B 100 50 100 200%
Perimeter
A+B 200 100 150
In Example 1, the model extended on perimet [ 0 an important

RWA reduction on the additional exposures (g4
with RWEAY*" =5) and the new calcul
Example 2, the model extended on peri
on the additional exposures (100 after co
calculation will result in a 200% ratio. The n
scrutiny should be on the Exa

culation will imply that the
er, the high reduction of

flexibility is recommended in assessing
when RWA increases significantly but actual
ing ability) remains strong.

our preferred 8

Please consider removing the threshold as it would only be breached by
events that already trigger an MCA and approval. Given that EBA considers
scope extensions only IRB to IRB, we believe that applying a threshold is
only conceptually feasible in a limited number of scenarios, such as mergers
and acquisitions (M&A) or bigger changes in the credit model landscape.
These would already trigger MCAs. Metrics that assess the distribution of
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relevant risk characteristics (i.e. representativeness) during the qualitative
assessment sufficiently capture the risk associated with scope extensions.
Hence the limited added value of such a threshold.

Question 6: Do you have any comments on the documentation
requirement for extensions that require prior notification?

the assessment
ge classification
the model of the
the EBA that in

Regarding documentation listed in Article 8(1) of these R
report, which is understood as a review of the model
(representativeness), is not a full review report
independent review team. Moreover, we unders

this context “model performance” is not unders nticipated back-
testing exercise, therefore it is not requir ns to submit
results of a first back-testing exercise whe (first back-
testing exercise is made after implemen

We think that such stance will be bett rs if it is
clearly mentioned in the RTS.

sidered that validation
required to provide,

In addition, Consultation Box
processes of institutions may bé
for extensions that require also the technical
documentation and the assessma e validation function. In
particular, this implie instity cither has to wait for the periodical

an ad-hoc asseg ] function in order to submit the
extension for pri8 ficg , firm that the validation process

tion process assesses a model version in
roposed, under assessment by the JST) and, in the
perform the tests on the model version in production
J of the observation period (e.g. for the 2025 ongoing
C observation period 31-12-23 to 31-12-24, the model
version irgProduction at 31-12-23 shall be considered). This means
that the former proposal “wait for the periodical validation process
before submitting the extension notification” is not applicable.

- An ad hoc assessment may be the only option. Nonetheless, we would
like to point out that, starting from 2024, a validation assessment is
also to be included for a non-material change, when it is aimed at
addressing Regulatory Findings (“a Supervised Entity may not consider
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that a remediation action has been fulfilled for a Regulatory Finding
unless the Internal Validation Function or Internal Audit Function has
confirmed that fulfilment”). For the same reasoning above on the
impossibility to leverage on the periodical validation process, this
request is a further additional ad hoc activity that will hamper the
validation process.

For this reason, it's worth identifying a set of tests meet the EBA
expectation on the topic, e.g. the validation deliver in case of non-
material extensions could cope with representati ss, rank ordering,
stability (in case leveraging on and verifying what d by Modelling for
classification purposes).

EBA could
classified
different
from “prior notification” as referred to in ar int 1. Additionally, under
Article 8-h(h), we would appreci ation of our understanding
that the term "risk numbers" r hresholds for qualitative
criteria as per CDR 529/2014.

Regarding Article 8 point 2, we would hi appreciate i

14

The new RTS specifies that a pha
change for the purpo owever, if readiness to implement
the change could only be requested
once everything ctively eliminating any opportunity

to be phased the implementation

v/, we want to point out that it is challenging
ing and resource perspective, to manage the

requires banR in non-production environments increasing operational
risk by maintaihg multiple “production-like” environments. This can also
lead to increased overheads in maintaining code integrity while awaiting
approval. Supervisory authorities should make a stronger commitment to
ensure timely decisions and provide more planning security.

Last but not least, we concur with the view described in consultation box 6.
Requiring the entire documentation catalogue (validation report and
technical documentation) for extensions that only require prior notification
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would be disproportionate. It would unnecessarily delay or slow down
sensible model changes. This applies particularly to models that have been
developed jointly and are operated by a central servicer (pool models). If
still deemed useful from a methodological perspective in individual cases,
institutions may add a validation report voluntarily.

Moreover, it should be clarified that changes to the validation process
requiring prior notification do not require a written asseggment by internal
audit.
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