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Comments on the ECB guide to internal models. General topics chapter dated May 28, 2018 

The European Central Bank (ECB) published the first chapter of its TRIM guide for consultation on 28 
March 2018. We appreciate the opportunity to submit our comments. 

1. General remarks  

In principle, we support the ECB's objective of achieving transparency in the consistent application of rel-
evant European and national legislation in the ECB's examination of internal models by means of the 
guide to internal models. A document such as the guide can potentially help the institutions concerned to 
better understand the ECB's concrete expectations regarding individual aspects, in particular in cases 
where the relevant legislation itself offers greater scope for interpretation or does not comment in detail 
on certain issues. The ECB also uses this document to reduce the effort at the institutions that could arise 
because of differing interpretations of the corresponding prudential requirements, which in turn would 
result in a need for adjustments. 

In addition, we expressly welcome the fact that the ECB has taken up GBIC’s individual suggestions from 
the first consultation phase (March 2017) on the first draft of the TRIM Guide in this guide on internal 
models. In our view, the document has already gained considerable consistency and comprehensibility as 
a result. 

However, we do gain the impression from some passages in the guide that the interpretations made 
there go well beyond the existing regime governing the IRB models. By contrast, in the case of other 
passages in the guide, we would suggest expanding on them in greater detail or limiting quite sweeping 
requirements somewhat so that no interpretations are made that go beyond the actual prudential re-
quirements themselves. 

In particular, in the validation chapter we consider the requirements for restricting the exchange of infor-
mation between the credit risk control unit (CRCU) and the validation function as well as the require-
ments for validating significant changes under the heading “initial validation” to be excessive and not 
practical. In addition, some of the guidelines contain requirements that we believe conflict with each 
other or with specifications in other regulatory documents such as the RTS on Assessment Methodology 
for IRB. 

2. Specific remarks on individual sections 

Re chapter 2 (Overarching principles for internal models) 

In footnote 5, the model life cycle is expected to be defined. We regard this as an excessively heavy in-
tervention in a bank’s definition of its processes and therefore suggest indicating that the life cycle cited 
in the footnote is merely an example. This should therefore be worded as follows: “For instance, a possi-
ble model life cycle could include the following steps: requirements analysis, development, implementa-
tion, testing, use, validation, maintenance and changes.” 

Under paragraph 11, “the institution should be able to demonstrate how its documentation and the regis-
ter of its internal models facilitate the internal and external understanding of the models and any related 
decisions that have been made.” It is not clear what shape this evidence should take. In an extreme 
case, it would be necessary to document for each model-related decision whether the decision was af-
fected by the model documentation or the register. This is an unnecessary workload that we do not be-
lieve offers any value added. We therefore propose deleting this sentence. 
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As regards the establishment of a model risk management framework (sub-chapter 2.3), it should be 
noted that there is no legal basis whatsoever for any of the three model categories, either at Level 1 or at 
Level 2. This sub-chapter should therefore be deleted. 

If a decision is taken not to delete this sub-chapter, we wish to propose the following alternative:  

• Footnote 8 expects institutions to implement a model risk management framework for “all models”. 
This should be restricted in the first instance to read that only “relevant” models must be governed 
by such a framework. It should also be clarified that the requirements set out in paragraph 14 (a) to 
(g) do not constitute minimum requirements for the general model risk management framework 
(meaning the framework going beyond Pillar 1). This footnote should therefore be reworded as fol-
lows: “Institutions are expected to implement an effective model risk management framework for 
relevant models in use. However, section 2 focuses only on internal models approved for use for the 
calculation of own funds requirements for credit, market and counterparty credit risk. Section 2 does 
not constitute minimum requirements for a model risk management framework for other models.” 

• Paragraph 14(b) states that the register should facilitate a holistic understanding. We are of the 
opinion that the requirement for a “holistic” understanding is worded too broadly because a register 
can never create a holistic understanding of individual models. We believe that it should be sufficient 
if the register creates a general understanding, and that reference can be made to the model docu-
mentation for a “holistic” understanding. We therefore propose rewording this requirement to read a 
“general understanding”.   

• Paragraph 14(d) requires the measurement of model risk. However, it is entirely unclear how exactly 
this model risk measurement is supposed to be designed and whether the “measurement” of model 
risk actually makes sense at all because it will itself generate more model risk. In our view, a quali-
tative analysis of model risk together with the established validation processes is more rational and 
is fully adequate for managing any risks. We therefore propose rewording this requirement as fol-
lows: “(d) Guidelines for the qualitative assessment of the institution’s model risk.” 

• Paragraph 14(f) also calls for external model risk reporting. We take the view that this requirement 
is not justified at this point because disclosure requirements are governed by other relevant docu-
ments. Paragraph 14(f) should therefore be reworded as follows: “(f) Procedures for internal model 
risk communication and reporting.” 

Sub-chapter 2.4 merely refers to Capital Requirements Directive (CRD IV) requirements. However, from 
our point of view CRD requirements cannot be a legal basis for the investigative activities of the ECB, as 
this must be reserved for the national implementations in the relevant jurisdictions. Thus, the corre-
sponding national requirements, rather than the CRD, must be observed and applied by the ECB. We 
would ask you to clarify this and incorporate the appropriate references. 

Relating to paragraph 23 (p.8 f.) an organizational separation of the development function and validation 
function into two different units is not useful for smaller institutions including smaller subsidiaries of SIs, 
G-SIIs or O-SIIs. Please keep in mind that those institutions have a limited number of IRB models in 
place. Therefore, smaller institutions including smaller subsidiaries of SIs, G-SIIs or O-SIIs should be al-
lowed to use “Option C”. 
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Re chapter 3 (Roll-out and permanent partial use) 

As a matter of principle, institutions should not be forced to roll-out the IRBA to portfolios for which the 
data situation makes it extremely difficult to estimate the relevant parameters, just to comply with over-
ambitious coverage ratios. The 80% target ratio suggested in paragraph 24 of the first draft TRIM guide 
of February 2017) is, therefore, preferable compared to German national law (section 10(3) of the Sol-
vency Regulation, SolvV), in which institutions that use the IRB approach are currently obliged to reach 
an overall coverage of at least 92% for IRBA positions and risk-weighted IRBA positions.  

However, this target ratio von 80% is no longer contained in the second draft of the TRIM guides. Instead 
– as already explained in the course of the hearing – there will be an individual approval procedure on 
the basis of Article 150 of the CRR which, as we understand it, will no longer contain a general authorisa-
tion to permanently exclude a defined percentage of the exposure from the IRBA. In order to avoid what 
we fear could become a considerable additional bureaucratic effort for the individual approval of IRBAs, 
we propose sticking to the original proposal for a target ratio of 80% applied to all asset classes in total. 
As a result, it would be possible to permanently treat the remaining 20% using the standardised ap-
proach without the need for any separate supervisory approval. Additionally, existing general authorisa-
tions should continue to be recognised. This target ratio should also be explicitly anchored in the corre-
sponding national requirements. Finally, we also believe that the requirements for calculating the cover-
age should also be standardised.  

Moreover, application of Article 150 of the CRR results in a variety of additional questions of interpreta-
tion for which reasonable, consistent interpretations must be arrived at in close collaboration with the 
banking industry. In our view, the status of the corresponding EBA RTS is unclear; no final draft has been 
communicated to the Commission. Our information is that the EBA has said that it not will be communi-
cating a final draft to COM for the time being because of the current revision of the IRBA requirements at 
an international level. We therefore assume that the EBA will not launch any further activities in this di-
rection before the implementation of the considerably more far-reaching partial use options in the final 
Basel III document in the EU before the beginning of 2022. 

In order to enhance the process stability of the “return” of model approvals, we wish to propose the fol-
lowing addition to the TRIM guide as a voluntary commitment by the ECB: If an institution intends to re-
turn to less sophisticated approaches in accordance with Article 149 of the CRR, and if it has demon-
strated to the competent authorities that it satisfies the requirements of Article 149(1a) of the CRR, the 
permission to return to less sophisticated approaches shall be deemed to have been granted if the ECB 
does not issue a statement to the contrary, with justifications, within two months of receipt of the com-
plete documentation. 

Re chapter 4 (Internal governance) 

Sub-chapter 4.3 expects the ‘management body’ and ‘senior management’ to be informed about the per-
formance of the IRBA model (under sub-chapter 2.4, senior management is a level below the manage-
ment body). SIs generally use a variety of internal rating systems. We believe that it is excessive to es-
tablish such a reporting system. In this case, it should be possible for the management body/senior man-
agement to delegate responsibility to lower levels of the hierarchy. 

At many institutions, the rating systems are continuously monitored by rating development (which pro-
vides user support on methodological issues, among other things), the credit staff (which provides user 
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support on process-related issues, among other things) and rating validation (which implements quar-
terly reporting to management regarding the individual IRB rating systems, among other things). Moni-
toring of the rating systems should not – as proposed in paragraph 62 – be assigned to only a single unit 
(in this case the CRCU). Alternatively, the CRCU would have to be structured on a very broad footing, in 
particular so that it can perform the tasks listed above. 

Re chapter 5 (Internal Validation) 

Paragraph 69 of the guidelines contains detailed guidelines on both the expected validation content and 
the validation process. In our view, the dimensions of validation listed in the individual sub-items of (h) 
(i)-(xii) make sense in principle and enable a meaningful assessment of the model by the validation func-
tion.  

In paragraph 69 h) (iii), the analyses of representativeness refer to comparisons between the ‘data set 
used to build the model’ and the current portfolio. However, it should be kept in mind that the initial 
model development may have taken place more than 10 years ago and that the model may have under-
gone several model changes since then. Certain pool models, for example, were developed in the years 
2000 to 2004 and implemented after a prototype phase. Many of the (sub-)modules were developed 
based on benchmarking methods since there were no/few defaults available. They were validated for the 
first time in 2005 or 2006 before being presented to supervisory authorities for initial IRBA approval. 
Again, many of the (sub-)modules were validated based on benchmarking methods since there were 
no/few defaults available. Since then the modules have been reviewed and validated every year (in depth 
every two or three years) and re-optimised, adjusted and recalibrated as required. Each of these 
measures was based on the complete data pool of the time covering all institutions. The model adjust-
ments were then taken into account in the subsequent validations. During in-depth reviews/validations, 
referred to as ‘Standard Reviews’, extensive bottom-up analyses on the core models are performed and 
models are re-optimised for comparison. These measures are also based on the entire data pool available 
at a given time, covering all institutions and years. As a consequence, in many cases the comparison with 
the very old development samples will not produce meaningful results. We, therefore, suggest including 
at least further options for analyses of representativeness. In our view, a comparison with the last ad-
justment or (hypothetical) re-optimisation of a model would make more sense for the pool models men-
tioned above. This (hypothetical) re-optimisation is usually performed during a standard review. In any 
case, it should be ensured that the analyses focus on the relevant question with regard to representative-
ness, which is whether or not a model developed from a particular dataset is demonstrably capable of 
providing appropriate risk differentiation and an adequate mean estimate of the risk parameter ‘probabil-
ity of default’ for the current portfolio. 

From our point of view, some of the provisions for validation activities in paragraph 69 are excessive re-
garding an annual frequency: while drilling down to each individual risk factor when analysing discrimina-
tory power (69(h)(ii)) or comparing the weights of each risk driver to a hypothetical re-optimised model 
(69(h)(vi)) should certainly be performed at regular intervals, performance on an annual basis will not 
provide more insight than performance every two or three years, depending on the model and portfolio 
characteristics. Furthermore, while the performance of such analyses may be comparatively easy for 
models that are developed on a purely statistical basis, it will be very burdensome to perform these anal-
yses annually for models that are at least partially based on expert judgement and/or external data as 
well, which is a common scenario for models concerning low default portfolios. As a consequence, we rec-
ommend allowing greater flexibility for scheduling such ‘deep dive’ validation activities.  
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We consider the extensive restrictions in paragraph 69(h) regarding the admissibility of taking into ac-
count information from the credit risk control unit (CRCU) by the validation function to be incomprehensi-
ble. According to the proposed regulation, the investigations should be carried out by the validation unit 
alone without recourse to information from the CRCU, unless explicitly regulated otherwise elsewhere. 
For example, the validation function limits benchmarking analyses of the CRCU to initial validation (point 
(h) (ix)); with regard to analyses of discriminatory power and stability, CRCU analyses may only be taken 
into account for non-material rating systems.  

We consider such a limitation of the recourse of the validation function to existing information sources to 
be neither expedient nor practical with regard to an effective independent validation of the models. We 
do not want to question the fact that the validation function must have conceptual sovereignty over all 
validation dimensions mentioned in (h). However, as long as this prerequisite is fulfilled, we cannot un-
derstand why, for example, the validation function should not take into account a benchmarking analysis 
prepared by the CRCU according to the specifications of the validation concept as part of the annual vali-
dation, especially since the validation function has access to the relevant databases and can therefore 
carry out its own additional analyses at any time. In our understanding, such a requirement not to explic-
itly include information that can be provided by the CRCU in the validation in certain constellations is also 
contrary to the requirement in Art. 190 (2) (f) of the CRR, where the active participation of the CRCU in 
the validation is not only granted by the legislator, but is explicitly demanded. Especially in the event that 
the CRCU, within the scope of its responsibility for the monitoring and performance of the rating systems 
(Art. 190 (1) of the CRR), should itself identify conspicuous inconsistencies and potential model weak-
nesses, it seems incomprehensible that such information would have to be withheld from the validation 
function or would not be taken into account by it. 

We, therefore, consider it necessary to adapt the corresponding requirements in the guidelines so that 
the CRCU and validation function have the opportunity to maintain the appropriate exchange that is ob-
jectively necessary and, in our opinion, also legally required. In general, the validation function must be 
able to take into account analyses prepared by the CRCU for its decision making. If the actual objective of 
the ECB for the relevant specifications in the current version of the guide should be to emphasise the 
conceptual and substantive responsibility of the validation function for the validation analyses – in our 
view this is quite a legitimate claim – then this requirement should also be formulated very specifically in 
this form.  

Validation of the data selection and processing process (including quality assurance), as well as replicat-
ing model development in the initial validation of a central element must certainly be a core element of 
independent validation. However, it should also be possible to implement this, at least in part, in such a 
way that the CRCU’s designs and assumptions as part of model development are reviewed by the inde-
pendent validation function in terms of their plausibility, methodological accuracy and completeness. The 
stipulation contained in the draft ECB guide should be limited to this requirement. 

If the independent validation function were to dispense entirely with any input from the CRCU/the users 
of the rating when it validates the process of data selection and processing, as well as the replication of 
the model development phase, the implementation of this in practice would correspond to essentially the 
complete duplication of model development, which would culminate in the provision of a second rating 
system. However, because every model development process must always incorporate qualitative input 
from experts and users, this second rating developed in parallel would not have any concrete, practical 
relevance for the validation decision about the actual rating system to be validated. 
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In the specifications in paragraph 69 for the individual dimensions of validation, a distinction is made with 
regard to procedure and content between initial validation and annual validation. Some dimensions of 
validation are only required for initial validations (e.g. “Data Cleansing Analyses” (point (h) (x)), “Replica-
tion of the model development phase” (lit. (h) (xi)), “Quality assurance of the computer codes used" 
(point (h) (xii)).  

We consider a differentiation with regard to the validation requirements for the initial validation of a 
model in comparison to the annual regular validation to be quite reasonable in principle. However, the 
way in which the Guide defines the term “initial validation” in this context seems problematic to us. Ac-
cording to paragraph 19, it refers not only to the initial validation of a model after a new development, 
but also to the validation in the event of a significant model change (see paragraph 19). In this context, 
paragraph 19 explicitly uses the terms “material changes and extensions to approved models” in the con-
text of the initial validation of new models, not of “significant changes”.  

We do not deny that additional validation analyses may be required in the event of changes to the model 
in order to fulfil the tasks of the validation function within the meaning of RTS IRB Assessment Art. 11 
para. 2 (d) (“verify all changes related to internal ratings and risk parameters”). However, in our view, 
the procedure for this must be based on the respective concrete content of the change and must be 
geared to this in the type and scope of the analyses. 

On the other hand, the ECB's approach of determining the type and scope of validation by the formal cat-
egorisation of an amendment on the basis of Regulation (EU) 529/2014 does not seem reasonable to us: 
“Quality assurance often the computer code” can only represent a meaningful validation action if there 
have been any major changes to the algorithm at all. A replication of the model development phase can 
only be appropriate if the model's methodology has actually been changed to a greater extent. However, 
according to the criteria mentioned in Regulation 529/2014, this is by no means the case for all “signifi-
cant changes”. For example, according to Annex I, Part II, Section 1 point 3, minor changes to the de-
fault criteria with potentially low retroactive effect are also to be classified as significant, as well as ac-
cording to ibid. point 4 changes to the validation methods that lead to a different assessment of the accu-
racy or consistency of the estimation of the risk parameters, even if the model itself has changed at all. 
In both cases, “Quality assurance often the computer code” or “Replication of the model development 
phase” are inappropriate validation methods because they completely ignore the content character of the 
changes. Paragraph 19 does not mention significant changes in connection with initial validation. 

We therefore propose that the validation procedure should not be based on the formal Model Change Pol-
icy classification and that, accordingly, the reference to validation in the case of significant changes in 
paragraph 19 should be deleted with regard to the term “initial validation”. Instead, we propose to in-
clude a guideline according to which the procedure of validation for model changes is to be determined by 
the substantive character of the respective change: The choice of validation methods and processes must 
be appropriate in type and scope with regard to the specific object of the respective change and propor-
tional to the aspects of the model that have actually changed. 

As mentioned before, the TRIM guide requires that the initial validation of a model should include a repli-
cation of the model development phase by the independent validation unit. While this may be feasible for 
simple scorecards that are developed purely based on statistical methods and data, a replication of the 
complete model development will not be realistic for more complex models, especially if the model devel-
opment also relies on expert judgement. For such models, the development phase naturally includes eco-
nomic assessments and extensive discussions with economic experts, which the independent validation 
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unit will not be able to conduct in the same way at a later stage. We therefore recommend changing the 
expectations regarding the initial validation to a more realistic approach, for example by requiring the 
validation unit to check the transparency and traceability of each development step from a holistic per-
spective and without simply relying on the results from the development team to ensure independence 
without expecting a complete reproduction.  

Re chapter 6 (Internal audit) 

Paragraph 84 contains requirements relating to the inclusion of the internal audit function in the case of 
model changes. We believe that the requirement for the internal audit function to review material 
changes in the validation methodology or the validation processes is substantially understandable in or-
der to ensure a review that is independent from the validation function. However, in our opinion the re-
view of process-related aspects of material changes in the model could be undertaken both by the valida-
tion function and by internal audit. We suggest giving the banks flexibility as regards the division of re-
sponsibilities for this between internal audit and the validation function. 

Re chapter 7 (Model use) 

The requirement in sub-chapter 7.1, paragraph 89(d)(ii) to take into account the expected loss best esti-
mate (ELBE) in specific provisioning cannot be rationally implemented. For example, the responsible staff 
members factor certain aspects of the individual exposure into specific provisioning that cannot be cap-
tured in a statistically backed LGD/ELBE model because a relevant quantity of these aspects is not availa-
ble in the development sample. As a result, deviations are to be expected from the outset for which con-
tinuous monitoring is not appropriate due to cost/benefit considerations. In addition, the proposed ap-
proach contradicts the requirements in the Addendum to the NPL Guidance, which state that full pruden-
tial provisioning of unsecured exposures is required within two years and of secured exposures within 
seven years. The requirement in paragraph 89(d)(ii) should therefore be deleted. 

In our view, the requirements in section 7.4.1 also go beyond the scope of the existing regime. This re-
lates to outdated ratings. We welcome the ECB’s proposal to accept a three-month transition period. In 
accordance with the Final draft RTS on assessment methodology for IRB, conservative adjustments in the 
shape of an MoC must be applied to outdated ratings. The present ECB guide goes beyond this and re-
quires institutions to define internal processes to monitor outdated ratings and treat them properly. For 
example, downgrading and the application of the worst performing rating grade for unrated exposures 
are proposed for the conservative treatment. In our opinion, this goes far beyond the existing require-
ments and should therefore be deleted. Application of the worst performing rating grade would also be 
materially much too conservative in most cases. Instead, the requirement should be expanded to stipu-
late that outdated ratings should be analysed to identify any increased riskiness, whereby it should be 
possible to demonstrate using these analyses that (marginally) outdated ratings do not require any espe-
cially conservative treatment (downgrades). 

In this context, paragraph 95(b) should also be deleted or at least not formulated as a requirement. At 
some institutions, the number of outdated ratings is insufficient to serve as a basis for producing mean-
ingful statistical analyses to demonstrate conservativeness. This is in particular the case because it is ob-
jectively necessary to assess outdated ratings from a variety of sub-portfolios (e.g. exposure classes or 
rating systems) separately by sub-portfolio. However, only a correspondingly small number is available 
for each sub-portfolio. 
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The requirement in paragraph 99(a) to prepare a list of exhaustive justifications cannot rationally be im-
plemented. The specific objective of any overrides is to capture any aspects that are not (or cannot be) 
processed in the statistical rating tool. This can amount to a large number of widely differing individual 
aspects. If the intention is to systematise ex ante all conceivable individual aspects for potential over-
rides, this can only be reasonably done at a categorical level. 

Limiting the amount of overrides (notches up or down) and their frequency (share of overridden expo-
sures) – as required by paragraph 99(b) – does not make sense technically. The mean predictions deliv-
ered by statistically based rating processes are correct, but may deviate sharply in individual cases. For 
this reason, it is technically appropriate and necessary to be able to perform overrides without restriction. 
Additionally, many institutions have established a quarterly override report that reports all inconsisten-
cies.  

If a restriction will be imposed despite our arguments, any restriction on frequency should not result in a 
ban on further overrides, in particular because event-drive overrides (increasing PD) should always be 
possible in order to capture available information that is relevant for credit quality. 

Re chapter 8 (Management of changes to the IRB approach) 

With regard to the classification of model changes in accordance with Delegated Regulation (EU) 
529/2014, paragraph 107 stipulates that a change to be notified in advance may not be split into several 
individual changes of lower materiality in the sense of an MCP arbitrage (“ex post” category). At the 
same time, it is required that a change to be notified in advance must not be combined with other 
changes in order to obtain an overall change that would only be classified as “ex post”. 

The requirement not to divide a material change into several changes to be notified in advance can al-
ready be found in the Delegated Regulation (EU) 529/2014 in Art. 3 part 3. While it appears prudent to 
extend this provision not to split one change into several changes of lower materiality to ex ante 
changes, it remains totally unclear which procedure the ECB expects for “the opposite”. It is not clear 
how the combination of several changes could potentially lead to an overall change of lower materiality in 
the first place. If certain qualitative criteria for higher materiality apply to the contents of a change, they 
will still apply if the change is combined with other aspects to a larger overall change.  

So, what could be the purpose of this regulation in the ECB Guide? Regarding the Risk-weighted Assets 
(RWA) triggers and the thresholds for determining the significance of changes of rank order and/or rating 
distribution for changes of the rating criteria compensative effects between different change components 
are possible of course. On the other hand the question has to be raised what kind of risk will be avoided 
by analysing the RWA impact of different change components separately since the change will be imple-
mented as a whole, including all its components, in the end. So the “real” RWA impact and the “real” 
changes in rank order and rating distribution will match those that were calculated for the whole change. 
Apart from that, there are a lot of questions concerning practical feasibility. What level of detail is ex-
pected concerning the breakdown into different model components? In which sequence should the differ-
ent model components be analysed, and what is the expected point of comparison for each model com-
ponent? All things considered, this requirement neither seems to address any concrete risk nor can it be 
met in a practicable way. In any case it would considerably further complicate the implementation of 
model changes according to Delegated Regulation (EU) No 529/2014. 

The first version of the TRIM Guide from 2017 contained a corresponding requirement not to avoid a 
higher category by combining changes, also for the differentiation between significant changes and 
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changes to be reported in advance. We expressly welcome the deletion of this requirement in the present 
ECB guide. However, we consider it necessary to delete the corresponding specification for the distinction 
between model changes to be reported in advance and those to be reported after implementation. As un-
suitable and practicable this regulation was for the essential changes, as little is it for changes to be an-
nounced in advance. 

Neither the CRR, Delegated Regulation No. 529/2014 nor the Final draft RTS on assessment methodology 
for IRB contain guidance on the re-rating process (paragraph 118 ff.). It certainly makes sense for the 
institutions to establish processes for re-rating to ensure that any material model changes are also re-
flected promptly in the rating. However, the present ECB guide stipulates that the re-rating process 
should be immediate following a material change in the model. It is not clear in this context what is 
meant by “immediate”, in particular in the case of retail rating systems for which no manual input is nec-
essary. We propose changing “immediate” to “as soon as possible” because IT implementation will be re-
quired first once material changes have been approved. In many cases, there are predefined implemen-
tation points and the model change cannot be implemented ad hoc once permission has been provided.  

There are also automated ratings that are always performed at the end of the month, for example. If the 
IT implementation is already made at the beginning of a month, then we believe that it should also be 
possible for the new ratings to be performed in the next batch run at the end of the month, with no ad 
hoc implementation being required. 

For the required sample of ratings performed prior to a change in the model for non-retail rating systems, 
the text should be modified to read that this must only happen if the manual inputs have a high 
weighting in the model, and are also the subject of the change. This would otherwise result in unneces-
sary effort (for example if there is no change at all in the criteria for the manual inputs). 

The procedure for removing the simulated RWA surcharge from a material model change described in the 
second bullet of paragraph 121(b) punishes institutions that re-rate their exposures as quickly as 
possible, because the RWA surcharge must be applied until such time as the last exposure has been re-
rated and must be removed linearly over time. For example, an institution that has already re-rated 90% 
of the exposures after half a year must still apply 50% of the simulated RW exposure amount in addition 
to the higher RWA requirements from the 90% re-rated exposures, although only 10% of the portfolio 
has not been re-rated. Using this procedure, on the other hand, an institution with a re-rating ratio of 
10% after half a year would, without any justification, be in an considerably better position. For this 
reason, there should be no linear removal of the simulated RWA surcharge. Rather, the RWA surcharge 
should be removed proportionately to the exposures that have already been re-rated. 

Re chapter 9 (Third party involvement) 

Paragraph 127 (d) stipulates that when an institution outsources model development tasks to a third 
party, the same third party may not simultaneously perform validation tasks for the same institution. In 
this wording, however, it is not clear whether “perform tasks” also includes the support of the institution 
by the third party in the implementation of development or validation. 

Within the framework of a pool model approach, it is required by design that the central outsourcing unit 
operating the pool solution supports the institutions both in developing and validating the pool models by 
providing analyses and other evaluations that require access to the data pool. Of course, the ultimate re-
sponsibility for developing and validating the models remains with each institute, not the outsourcing 
unit. 
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In our opinion, Art. 4 (3) of the RTS on Assessment Methodology for IRB also explicitly confirms the ad-
missibility of such an approach. Here, too, it is clarified that a third party to whom the institute has out-
sourced development tasks may not carry out the validation at the same time. In the following two sen-
tences, however, an important distinction is made: Although the third party may not carry out the valida-
tion itself, it may support the institute in the validation by providing information, in particular the valida-
tion analyses that require access to the data pool within the framework of a pool model approach:  

“Where a third party is involved in the tasks of developing a rating system and risk estimation for 
an institution, in addition to the requirements laid down in paragraph 2 competent authorities shall 
verify that the validation activities with regard to those rating systems and those risk estimates are 
not performed by that third party.  

However, the third party may provide the institution with the information necessary for those vali-
dation activities.  

Where, for the purpose of developing a rating system and risk estimation, the institution uses data 
that is pooled across institutions and a third party is developing the rating system, the third party 
may assist the institution in its validation activities by performing those tasks of validation which 
require access to the pooled data.” 

In order to avoid misunderstandings, we therefore consider it necessary to make a corresponding differ-
entiation also in the provisions of the ECB guidelines and to clarify that a third party, especially in the 
context of a pool solution, may support the institutes in their validation activities even if the institutes 
have outsourced model development tasks to this third party. For simplicity's sake, it may be appropriate 
to adopt the wording of Art. 4 para. 3 RTS IRB Assessment or at least to refer to it. 

To ensure that model reviews are independent and free from any undue influence, also when performed 
by third parties, institutions may establish internal independence policies with regard to third parties to 
ensure that the third party that participates in the validation activities of the institution does not exceed 
its competences granted under Art. 4 para. 3 of the RTS.  
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