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Preliminary remarks 

 

The Italian Banking Association (ABI) welcomes the opportunity to comment 
on the EBA Consultation Paper “On the scope of the draft Guidelines on 

Connected Clients under Article 4 (1) (39) of Regulation (EU) No. 575/2013”. 
 
The EBA proposes modifying the scope of its draft Guidelines on the definition 

of “group of connected clients” (issued for consultation in July 20161) 
intended to clarify the CRR definition of “group of connected clients” for the 

purposes of the large exposures framework. The EBA now proposes extending 
the scope of the draft Guidelines to any context of the CRR, the EBA technical 

standards and the EBA guidelines where the concept of “group of connected 
clients” is relevant. The EBA invites comments on the possible impact of the 
extended scope, both in general terms and with respect to some specific 

frameworks that would be affected.  

Before expressing the ABI views in response to the EBA questions, some 

preliminary remarks should be made. 

First, the final text of the Guidelines is not available, and therefore the 
following considerations are based on the draft Guidelines issued for 

consultation.  

The definition of “group of connected clients” outlined in the draft Guidelines 

is likely to determine an extension and an increase in volatility of the group 
perimeter. In this respect, a crucial concern is the definition of economic 
dependency as the mere risk of incurring “repayment difficulties” if another 

client defaults (instead of the current approach, based on “substantial, 
existence-threatening repayment difficulties”). This point, among others, was 

criticised by the industry2. The actual impact of the expanded scope of the 
Guidelines would vary significantly depending on whether, in the final text, 
the EBA is willing to address the concerns raised by the industry, and to what 

extent. 

It should also be considered that assessing the expected impacts of the 

proposal is quite challenging, given that many different areas of the bank are 
involved (risk management, reporting, credit business lines at least). It was 
virtually impossible to perform such analysis within the short period granted 

for the response to the consultation.  

 
1 Consultation Paper on Guidelines on Connected Clients under Article 4(1)(39) of Regulation 
(EU) No. 575/2013 (“the draft Guidelines”). 
2 See the EBF response “EBF Response to EBA consultation paper on Guidelines on Connected 

Clients (EBA/CP/2016/09)”. 
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In the following section, ABI responds to the questions and describes the 
expected impacts, even though they are not quantified. The potential effects 

could be several and significant: ABI strongly recommends a thorough 
assessment of the economic impacts of the proposal.  

 

Responses to the EBA questions 

Question 1 

Do you agree with this approach? Please explain how the application of the 
draft guidelines with the above amended scope would possibly affect current 

practices.  
Please specify what overall impact the extended scope would have. If 
relevant, please differentiate between the impact of considering connected 

clients due to control or connected clients due to economic dependencies. 

As a general principle and in line with CRR article 4(1)(39), we appreciate the 

EBA’s effort to harmonize rules and its aim to have a unique framework for 
the mapping of Groups of Connected Clients beyond the large exposure rule. 
However, we disagree with the extension of the scope of the economic links 

from “substantial, existence threatening repayment difficulties” to mere 
“repayment difficulties”. This would indeed have several side effects, which 

would be amplified if the scope of the draft Guidelines were to be extended 
beyond the large exposure framework, as envisaged in this consultation 

paper. 

The first effects are on the group perimeter:  

• main groups of connected clients becoming even bigger, after the 

inclusion of both clients and suppliers (including private individuals 

too), whose destiny is strictly related to them; 

• we expect more volatile group boundaries (given also that the inclusion 

of these additional entities is based on conditions that are not easy to 

ascertain and based on discretionary requisites).   

This would in turn affect the evidence stemming from the regulatory reporting 
on Large Exposures and Liquidity (see also the response to Question 5). 

The relationship with customers would likely need to be reshaped as: 

• additional information, potentially falling in the insider area, would 

need to be retrieved directly from customers; 

• clients would have to accept that they are considered part of a group, 

even if there is no legal connection, and that the credit granting limits 

are set considering the overall group creditworthiness. 

The bulk risk might also be affected, as, in several cases, the grouping of 
suppliers and clients belonging to the same industrial sectors would lead to 

reassessment of this limit.  
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Furthermore, banks would need to update their processes and procedures in 

order to retrieve, store and process the new flow of information. This would 
require significant investments.      

 

Question 2 
Please explain how the application of the draft guidelines on connected clients 

would possibly change current practices regarding the categorisation of retail 
exposures?  

What is the likely impact of applying the draft guidelines on connected clients 
to the categorisation of clients in the retail exposure class (Article 123(c) and 
Article 147(5)(a)(ii) of the CRR)?  

If there is an impact, please provide concrete examples and both qualitative 
and quantitative information, specifying whether the impact is related to the 

Standardised Approach or the IRB Approach for credit risk. 

Should the revised concept of economic dependency be applied to private 
individuals, involving their inclusion in an economic group in a more extended 

way than currently is the case, a shift might occur from retail to SME or other 
assets classes, therefore creating a likely and unwarranted increase in RWA. 

 
We therefore recommend that natural persons be excluded from the scope of 

application of these guidelines, with the exception of specific categories such 
as shareholders and top executives, as is already the case for the group 
mapping. 

 
 

Question 3 
Do you agree with the EBA’s assessment that there would be no impact of 
applying the draft guidelines on connected clients to development and 

application of the rating systems (Article 172(1)(d) of the CRR)? 

The inclusion of economic connections based on “repayment difficulties” in 

the policies for the treatment of groups, as required by Article 172(1)(d) of 
the CRR, would have a material impact on credit risk modelling. 
 

The correct inclusion of information on economic connections among clients 
for rating assignment is conditional upon the capacity to include a congruous 

improvement of the risk differentiation performance. 
 
The “repayment difficulties” concept has a weaker and less clear relationship 

with default events, so extension of the economic link mapping by applying 
this approach would limit the discriminatory power stemming from the 

information on existence of an economic link.  
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As far as the application of the rating systems is concerned, the “group effect” 
considered in the counterparty rating assessment would be extended to a 

larger number of entities - included in the group perimeter due to a modified 
definition of economic connection - leading to the potential shortcomings 

concerning the risk differentiation power of the group link information. 
 
Thus, the potential impact might be twofold:  

1) appropriateness of rating assignment on the single obligor and of the 

applicable pricing  

2) extension of the rating assignment perimeter including the group link 

function to a broad set of obligors. 

The proposal also affects the implementation of the EBA Guidelines on the 
definition of default3. 
 

As specified in Paragraph 61, the connected clients approach should be 
considered in identification of default. At the same time, identification of 

default drives definition of the target variables for developing and calibrating 
the models.  
 

In addition, the policies for identification of the default contagion effect should 
be in line with the assignment of obligors to obligor grades4. Were the 

“repayment difficulties” criterion to be applied, in the case of default of one 
member of the group, the need to assess the potential “unlikeliness to pay” 

might be extended to a much broader perimeter of clients, with potential 
consequences on the accuracy of the analysis.  
 

Also for the purposes of Article 172(1)(d) of the CRR and EBA Guidelines on 
the definition of default, it is therefore deemed important to keep the concept 

of “single risk” definition more anchored to the current approach based on 
“substantial, existence threatening repayment difficulties”.  
 

 
 

Question 4 
Please explain how the application of the draft guidelines on connected clients 
would possibly change current practices regarding the use of the SME 

supporting factor? 

 
3 Guidelines on the application of the definition of default under Article 178 of Regulation (EU) 

No 575/2013. 
4 “In particular institutions should specify in their internal policies when the default of one 

obligor within the group of connected clients has a contagious effect on other entities within 
this group. Such specifications should be in line with the appropriate policies for the assignment 
of exposures to individual obligor to an obligor grade and to groups of connected clients in 
accordance with point (d) of Article 172(1) of Regulation (EU) No 575/2013”. 
“Where such criteria have not been specified for a non-standard situation, in the case of default 
of an obligor that is part of a group of connected clients, institutions should assess the potential 

unlikeliness to pay of all other entities within this group on a case-by-case basis.”. 
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What is the likely impact of applying the draft guidelines on connected clients 
to the SME supporting factor (Article 501(2)(c) of the CRR)? If there is an 

impact, please provide concrete examples and both qualitative and 
quantitative information. 

The application of the draft Guidelines is likely to determine the enlargement 
of some groups of connected clients by adding counterparts and related 
exposures. This will result in a higher number of groups exceeding the 

threshold of € 1.5 million of exposure and hence in their exclusion from the 
application of the SME Supporting Factor (SF). Such a measure would 

therefore restrict the scope of application of the SME SF and, as a 
consequence, RWAs are expected to grow unduly. 
 

As the industry has been advocating that the € 1.5 million threshold is 
excessively low to make the SME SF effective, we cannot but express our 

disagreement with this proposal, which would restrict the scope of application 
of this capital relief even more. 
 

Furthermore, this provision would also weaken to a certain extent the 
effectiveness of current EU regulatory developments. In fact, being aware of 

the need to boost the use of this measure, the EU Commission has recently 
proposed the application of a SME SF (albeit higher) to the portion of 

exposure exceeding € 1.5 million. The EBA proposal seems instead to move 
in the opposite direction, relatively reducing the applicability of the SME SF, 
at odds with the Commission policy choices. 

  
It is worth mentioning that, in the IRB framework, a “discount” is applied in 

the calculation of the risk weight of groups with revenues below € 50 million, 
as per Article 153(4) of the CRR. Clarification is needed on whether the 
proposed definition of “group of connected clients” would affect this. In this 

case, the identification of a broader group perimeter would increase the group 
revenues, thus reducing the discount factor applied (or causing the exclusion 

from the application of the beneficial treatment, if the group crosses the € 50 
million threshold). Finally, that would result in further RWA growth. 
 

Question 5   
Please explain how the application of the draft guidelines on connected clients 

would possibly change current practices regarding the reporting to competent 
authorities, for instance in the area of liquidity? 
What is the likely impact of applying the draft guidelines on connected clients 

to reporting requirements, where relevant? If there is an impact, please 
provide concrete examples and both qualitative and quantitative information. 

Referring to the practices to produce regulatory reporting for Large Exposures 
and Liquidity in a strict sense, no major changes are expected. 
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However, as specified above, a higher impact on the group perimeters and 
thus in their related exposures is expected. 

In particular, the proposed Guidelines would unduly impact on LCR/NSFR 
ratios.  

 
Indeed, Article 3 of the Delegated Act on LCR states that “ ‘retail deposits’ 
means a liability to a natural person or to an SME, where the SME would 

qualify for the retail exposure class under the standardised or IRB approaches 
for credit risk, or a liability to a company which is eligible for the treatment 

set out in Article 153(4) of Regulation (EU) No 575/2013, and where the 
aggregate deposits by such SME or company on a group basis do not exceed 
EUR 1 million”.  

 
The proposed Guidelines would affect the identification of the retail exposures 

(for credit risk purposes) and clients currently classified as retail could move 
to a non-retail class. The current retail treatment would therefore no longer 
be applicable to their deposits, only due to a change in a definition drafted 

within the large exposure framework – and without any link to the rationale 
underlying the liquidity ratios.  An unwarranted decrease in LCR/NSFR would 

follow. 
 

 


