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Response from the Hellenic Bank Association to the EBA draft 

Guidelines on PD estimation, LGD estimation and the treatment 

of defaulted exposures 
 

Ι. General comments 

The Hellenic Bank Association (HBA) appreciates the opportunity to submit comments on 

the draft EBA Guidelines (GL) on PD estimation, LGD estimation and the treatment of 

defaulted exposures which harmonises to a significant extent the definitions and modelling 

techniques used for the purpose of estimating risk parameters. The review of the IRB 

models aiming at reducing unjustified variability is a much appreciated initiative and is 

certainly preferable compared to an approach that abolishes the use of the IRB approach for 

certain portfolios (e.g. corporate), as the one discussed at international level. Undoubtedly, 

this initiative should not lead to the adoption of conservative arrangements that would treat 

exposures in the same way ignoring the underlying risk.  

Several significant arrangements included in the draft GL are closely connected with the 

RTS on the nature, severity and duration of economic downturn, which was expected to be 

published by the end of 2016. The delayed publication of the draft RTS does not allow 

credit institutions to fully understand the proposed arrangements and submit useful 

comments and proposals.  

The HBA considers that the proposed provisions lay down a rigorous framework, which 

requires credit institutions to incorporate the changes within a challenging timeframe. 

Therefore, the HBA would like to raise certain issues which is appropriate to be clarified or 

amended in order to ensure that the estimation of risk parameters will be made consistently.  

 

ΙΙ. Response to the consultation questions 

4.1: Do you agree with the proposed requirement with regard to the application 

of appropriate adjustments and margin of conservatism? Do you have any 

operational concern with respect to the proposed categorization? 

The proposed requirement with regard to the application of appropriate adjustments and 

margin of conservatism in respect of model development and calibration entails significant 

operational burden for credit institutions, particularly from an IT perspective. Since it is 

operationally difficult for credit institutions to quantify the margin of conservatism, it would 

be plausible and efficient to allow credit institutions to treat model risk in the context of 

Pillar II by making use of the internal capital. 

 

5.1: Do you see any operational limitations with respect to the monitoring 

requirement proposed in paragraph 53? 

We don’t find any substantial operational limitations with regard to the requirement to 

calculate the one-year default rates at least quarterly for the purpose of monitoring of the 

appropriateness of the PD estimates. However, we need clarification with respect to the 

obligation of credit institutions to update their IT systems with the new information they 

receive on a risk driver or rating criterion (par. 39(a)). In particular, the timeframe provided 

for in draft GL (i.e. three months) refers to the period starting from the publication of 
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financial statements by the obligors (i.e. companies)? In such a case, especially with regard 

to the corporate portfolio, the envisaged timeframe is particularly limited and it is 

recommended to be extended.  

 

5.2: Do you agree with the proposed policy for calculating observed average 

default rates? How do you treat short term contracts in this regard? 

As far as the non-overlapping windows approach is concerned, in cases of corporate 

portfolios with few observations in some pools, we consider appropriate the observed 

average default rate to take into account the number of observations ensuring, thus, the 

appropriate adjustment. 

 

5.3: Are the requirements on determining the relevant historical observation 

periods sufficiently clear? Which adjustments (downward or upward), and due 

to which reasons, are currently applied to the average of observed default rates 

in order to estimate the long-run average default rate? If possible, please order 

those adjustments by materiality in terms of RWA. 

Proposed requirements on determining the relevant historical observation periods are not 

clear. Determination of the historical observation periods presupposes the use of economic 

indicators included in Annex III (p. 24). Since such an approach is a new element, we 

request for a more detailed specification and quantification regarding the use of those 

indicators towards determining the relevant historical observation period.   

  

5.7: Would you expect that benchmarks for number of pools and grades and 

maximum PD levels (e.g. for exposures that are not sensitive to the economic 

cycle) could reduce unjustified variability? 

Introducing maximum PD levels may reduce variability, but it is likely to cause other 

implications, such as reduced differentiation of risk within pools and rating grades. 

Variability can be justified when a credit institution has the means (data and methods) to 

produce more efficient credit risk models.  

 

6.1: Do you agree with the proposed principles for the assessment of the 

representativeness of data? 

Ensuring harmonisation and consistency across all regulatory products is necessary. For 

that reason, we would propose alignment between the arrangements laid down in par. 90 of 

the draft GL and the provisions contained in the EBA GL on definition of default, which 

provide for a probation period of three (3) months. 

In addition, credit institutions should be allowed to make adjustments on the 

representativeness of data (par. 109) that lead to decrease in LGD estimates, when specific 

actions or decisions are taken. That possibility applies mainly to credit institutions having 

experienced a prolonged downward period and it is reasonably estimated that a reversal is 

due to happen. 



 

 HELLENIC BANK ASSOCIATION 
 

3 
 

 

6.2: Do you agree with the proposed treatment of additional drawings after 

default and interest and fees capitalised after the moment of default in the 

calculation of realised LGDs? 

The HBA considers that the proposed arrangement pursuant to which interest and fees are 

capitalized after the moment of default is not the appropriate one, since it reduces recovery 

rates in an unjustified way. Hence, we propose that the EBA should adopt an approach, 

which would provide that interest and fees capitalized should be included in the 

denominator of the realised LGD. 

  

6.3: Do you agree with the proposed specification of discounting rate? Do you 

agree with the proposed level of the add-on over risk-free rate? Do you think 

that the value of the add-on could be differentiated by predefined categories? 

If so, which categories would you suggest? 

Establishing a one-size-fits-all approach (risk-free rate + add-on) for all portfolios is far 

from appropriate, since it treats in the same way products with different underlying risk 

(e.g. mortgages and credit cards). In any case, the proposed add-on (i.e. 5%) is considered 

considerably high and is recommended to be reduced.  

It is worth mentioning, that the aforementioned approach differs from the one institutions 

have to implement in accordance with the IFRS 9, which provides that the discount rate 

must be calculated based on the effective interest rate. 

 

6.4: Do you agree with the proposed approach with regard to the specification 

of historical observation period for LGD estimation? 

No, although the suggested approach is simpler, the alternative approach examined by the 

EBA is assessed as more appropriate. Specifically, in cases of acquired portfolios with not 

so robust quality of historical data, these should not be used in the long run average LGD 

calculation. 

 

6.6: Do you agree with the proposed principles on the treatment of collaterals 

in the LGD estimation? 

The proposed arrangement (par. 149(f)) governing the treatment of collaterals in the LGD 

estimation is not considered suitable for markets, such as the Greek one, where long-lasting 

recession has reduced the value of collaterals by extremely low levels. Thus, we deem 

appropriate the adoption of an approach which would allow credit institutions incorporated 

in such countries to make their LGD estimates by recognising potential increases in 

collateral value from the point of LGD estimation to the eventual recovery. 

The proposed approach is expected to reflect the expected -after so many years of recession- 

upward trend in collateral values. 
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6.8: Do you think that additional guidance is necessary with regard to 

specification of the downturn adjustment? If yes, what would be your proposed 

approach? 

Certainly, additional guidance on the specification of the downturn adjustment is necessary. 

 

7.1: Do you agree with the proposed approach to the ELBE and LGD in-default 

specification? Do you have any operational concerns with respect to these 

requirements? Do you think there are any further specificities of ELBE and 

LGD in-default that are not covered in this chapter? 

The HBA agrees that the direct estimation of LGD in-default should be consistent with the 

methodology set for LGD for non-defaulted exposures in order to avoid cliff effects. 

However, we need further clarification on the requirement pursuant to which credit 

institutions should assign margin of conservatism to the LGD-in default and not to the ELBE. 

Which margin of conservatism should be applied? 

Moreover, it is appropriate provisions on LGD to be compatible with IFRS 9 in order to 

ensure coherence and consistency between both frameworks. 

 

7.2: Do you agree with the proposed reference date definition? Do you currently 

use the reference date approach in your ELBE and LGD in-default estimation? 

We agree with the proposed reference date definition, which is already applied by credit 

institutions, though not for modelling purposes. 

 

7.3: Do you agree with the proposed approach with regard to the treatment of 

incomplete recovery processes for the purpose of estimating LGD in-default 

and ELBE? 

We need clarification with respect to the meaning of the term beyond included in the 

following sentence (p. 85): “The only exception envisaged in paragraph 169 with respect 

to the inclusion of incomplete recovery processes in the ELBE and long run average LGD 

for defaulted exposures is that those can be included only with respect to reference dates 

beyond which factual recovery and costs have been already observed. This was put in place 

to avoid a circular reference of an estimation within the estimation.” 

For the purpose of estimating ELBE and LGD in-default, the HBA considers necessary both 

closed and incomplete cases to be taken into consideration, since deficiencies in legal and 

judicial systems of some countries result in serious delays. In such cases, credit institutions 

do not have sufficient available data for complete cases.  

Also, LGD should reflect recoveries coming from repossession, when collateral is 

available. 
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7.4: Which approach do you use to reflect current economic circumstances for 

ELBE estimation purposes? 

ELBE, as currently calculated, is considered to reflect current economic circumstances. We 

do not understand why the downturn component is linked to the ELBE estimation, if this 

component should only be added for the LGD in-default. 

 

7.5: Do you currently use specific credit risk adjustments as ELBE estimate or 

as a possible reason for overriding the ELBE estimates? If so how? 

Greek credit institutions use specific credit risk adjustments as ELBE estimate under the 

procedures governing provisioning modelling.  

 

8.1: Do you see operational issues with respect to the proposed requirements 

for additional conservatism in the application of risk parameter estimates? 

We deem that the proposed requirements raise significant operational issues, with which 

credit institutions would have to deal. In addition, GL should specify the cases of “identified 

deficiencies related to implementation or application of risk parameters...” focusing only 

on the most material ones. 

   

9.1: Do you agree with the proposed principles for the annual review of risk 

parameters? 

We agree with the proposed principles for the annual review of risk parameters. 

 

10.1: Do you agree with the clarifications proposed in the guidelines with regard 

to the calculation of IRB shortfall or excess? 

We do not agree with the proposed provisions and we consider appropriate that the GL will 

take into account the new regulatory landscape, which will be shaped after the 

implementation of the IFRS 9. In particular, GL should be in line with the arrangements to 

be adopted by the BCBS concerning regulatory treatment of accounting provisions. 

  

11.1: How material would be in your view the impact of the proposed guidelines 

on your rating systems? How many of your models do you expect to require 

material changes that will have to be approved by the competent authority? 

Certainly, proposed guidelines will have significant impact, particularly with regard to 

provisions on LGD in-default and ELBE. 


