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Response to the PRA’s consultation on CP16/20  

Credit risk: The approach to overseas IRB models  
January 2021 

 

Introduction  
 
UK Finance is the collective voice for the banking and finance industry. Representing more than 250 

firms, we act to enhance competitiveness, support customers, and facilitate innovation.  

 

We are pleased to respond, on behalf of our members with material overseas models, to the PRA’s 

consultation paper on banks’ use of overseas IRB credit risk models built to non-UK regulatory 

requirements in the calculation of UK group consolidated capital requirements. We provide below 

some general comments as well as some specific recommendations relating to eligibility criteria in 

paragraphs 2.5 a, b, and c in the consultation. 

 

General comments 
 
We welcome the PRA’s recognition of the inefficient use of both firm and regulatory resources where 

due to local and group-wide requirements banks must develop two models for the same exposures. 

Like the PRA we agree that this may not be appropriate for low risk or immaterial portfolios.  

 

Growth in overseas models 
 
We understand that after the UK’s withdrawal from the European Union (EU) on 31 December 2020, 

the joint decision process under the Capital Requirements Regulation (CRR) Article 20 will no longer 

apply for European Economic Area (EEA) IRB models. This will axiomatically increase the use of 

overseas models by UK firms.  Although we are mindful that future changes to the UK regulatory 

framework could introduce divergence from EU regulations, we do not see increased risk because 

of the addition of EU models under the new overseas model approval approach. But not all models 

used by overseas subsidiaries of UK banking groups regulated by the PRA are applied just in EEA 

countries; the application of the PRA’s proposals will encompass all overseas models, whether 

applied in the EEA or not, so we welcome the PRA’s approach. 

 

We support the PRA’s approach of balancing the prudential risk without undermining its safety and 

soundness objective. Regulatory compliance is paramount as UK firms plan to grow their overseas 

business. Against this backdrop, we would like to draw the PRA’s attention to certain elements of 

the criteria in the consultation that could, if amended, support business growth while maintaining the 
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balance between PRA’s safety and soundness objectives and the efficient use of firms’ and the 

PRA’s resources.  

 

Conflation with EBA IRB programme and Basel 3.1 reform 
 
We are committed to working towards the implementation dates of the EBA IRB repair programme. 

But our members consider that the overseas model approach (OMA) changes in the consultation 

will adversely impact resource planning particularly relating to modelling resources that in the 

medium term are also working on compliance with Basel 3.1 reform, also due by 1 January 2023. 

The OMA impact as currently drafted will require multiple model production for some portfolios and 

will necessitate implementation by technology teams within firms, causing additional burden at a 

time when there are many other prudential regulation change projects in train.  

 

Additionally, we would welcome clarification of the timing of the OMA implementation with the IRB 

repair schedules that have been circulated to our members. Certain models that would be in-scope 

of the OMA proposal are primarily being redeveloped to meet the requirements of UK and EU specific 

EBA IRB Repair programme. Could the PRA confirm that where these models meet the criteria of 

the OMA proposal, that they do not require model redevelopment and re-submission to the PRA. It 

would be particularly helpful if the PRA could clarify the timing of mortgage model submissions in Q1 

2021 which would also be in scope for the OMA proposal.  

 

Logistics 
 
We encourage the PRA to consider that future guidelines continue to recognise historical usage of 

the overseas models, more specifically the case-by-case assessment approach that supports firms 

with models in jurisdictions where equivalence has not yet been established.  

 

Our interpretation of the PRA proposal is that firms are required to first obtain approval from the local 

regulator and then submit the OMA form to the PRA for their non-objection. This process will create 

process inefficiencies and we recommend that PRA allow contemporaneous submission of the OMA 

form to the UK and full model application to the overseas jurisdiction. The PRA’s non-objection can 

be conditional on local regulatory approval. This will allow simultaneous implementation of the model 

for both local and group capital assessment and reporting. 

 

Eligibility threshold 
 
The proposal restricts aggregate overseas models built to non-UK requirements to no more than 5% 

of total group credit risk RWAs and/or group exposure value ‘threshold’.  We support the PRA’s 

approach of balancing efficiency and prudential risks. However, our members’ aggregate overseas 

models are currently over the proposed 5% RWA cap. Firms’ overseas model development and 

credit risk practices already consider the local economic environment together with local regulatory 

requirements which in some instances could be relatively more prudent. 

 

We propose an increase in the threshold to 15%, in line the proportion of standardised 

approach for advanced IRB firms. This allows more flexibility in model, capital, resource planning 

and effective risk management.  
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In addition: 

• with a very large number of IRB Repair and Basel 3.1 models due to be submitted to the 

PRA, the increase in threshold will allow firms and the PRA to focus their resources on the 

most material portfolios.  

• a 5% threshold leaves no buffer for planning purposes and does not, at a minimum, 

maintain banks’ current overseas model usage under the proposed approach. 

 

Furthermore, the current proposal does not state how often the threshold usage should be 

monitored. We suggest setting the frequency at 3 years; if certain models exceed the threshold, 

PRA should allow appropriate time for new model development in line with the UK requirements. 

 

Equivalent jurisdiction 
 
The approach in the consultation covers exposures in a subsidiary in an equivalent jurisdiction, 

as per CRR Article 142(2), arising from a model that has been reviewed and approved by the 

overseas regulator for local capital requirements in that jurisdiction. We recognise that the 

equivalent jurisdiction concept would simplify the process and reduce case-by-case assessment of 

eligibility.  
 

We recommend expanding the criteria to include models of subsidiaries in jurisdictions that 

have been approved for regulatory capital purposes by UK-equivalent regulators. This 

approach would be efficient from the perspective of both firms and the PRA without undermining the 

PRA’s safety and soundness objective. In practice this could especially assist in multiple model 

approval applications in some banks that through a regional hub, have an extensive work 

programme to ensure joint approval of models by the local regulator and parent regulator, including 

implementing sufficient governance, management, and reporting to meet the regulators’ 

requirements as a sub-consolidated supervisor. This would allow members to include models that 

have already been approved by a UK-equivalent regulator, such as Hong Kong Monetary Authority 

(HKMA). Under the current proposals, as an example, HKMA approved retail models for Taiwan 

would be excluded.  

 

We suggest that the equivalence approach is augmented with the retention of a case-by-case 
assessment if needed.  

 
Exposure class 
 
The scope in the consultation encompasses only exposures that are in the retail exposure class, 

including retail SME exposures. Whilst we welcome the PRA’s consideration that retail and retail 

SME exposures exhibit country specific risks and therefore warrant the use of country specific 

models, we would like to highlight that our members support their clients both globally and at 

various stages of their corporate growth. Small (segments between SME Retail and Mid 

corporates) and Mid corporates are often economically active exclusively in one country. Model 

development for such corporates would therefore need to consider country specific credit risk factors. 

Consistent with the rationale of country specificity in retail model development, acknowledging that 

local regulators (particularly those that fall within the ambit of jurisdictional equivalence) have the 

expertise, access to data and incentive to appropriately assess and mitigate risks in their own 
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jurisdiction, we propose that the definition be expanded to include small and medium corporate 

exposures. 

Whilst we support the PRA’s rationale on global homogeneity for large corporates, we believe the 

restriction to retail SME would inadvertently impact corporates not fulfilling either the retail criterion 

or globally homogenous corporate criterion indicated by the Basel definition of a turnover of euro 

500 million. This would have the additional advantage of aligning closely to the requirements of Basel 

3.1 in which large corporates will migrate to the foundation approach, leaving only SME corporates 

under the advanced modelling approach.  

 

 
In closing, we would be happy to discuss the above suggestions further with the PRA to arrive at a 
mutually beneficial approach whilst still maintaining the PRA’s safety and soundness objective. 
 
 
 
Responsible Executive 
 
 

 nala.worsfold@ukfinance.org.uk  
 +44 (0) 7384 212633 

 

tel:07384%20212633

