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The PRA issued Policy Statement (PS) 11/20 on 14th May 2020 with the aim to provide feedback to responses to Consultation Paper (CP) 
21/19 ‘Credit risk: Probability of Default and Loss Given Default estimation’. 

This PS contains significant PRA revisions to the key components of the EBA roadmap of IRB reforms relating to risk parameter estimation 
and makes updates to SS11/13 ‘Internal Ratings Based (IRB) approaches’. UK banks, building societies and PRA-designated UK investment 
firms should reassess their implementation plans and timelines for model submissions in light of these revisions.

The policy set out in the PS will take effect from Saturday 1st January 2022.

PRA’s feedback to Consultation Paper 21/19
Main revisions and clarifications

Area Details from Policy Statement 11/20

Implementation 
Deadlines

▪ In order to reduce the operational cost and resource burdens on firms to implement the policy against the backdrop of Covid-19, the PRA has 
decided to extend the implementation deadlines for firms to comply with the EBA roadmap.

▪ The new deadlines are as follows:
▪ firms using the IRB Approach: 1st January 2022 for both residential mortgage and non-residential mortgage exposures;
▪ firms only using the Standardised Approach: 31st December 2020 for RTS on the materiality threshold only, and 1st January 2022 for GL on 

definition of default only.
▪ For all exposure classes, in cases where the deadline is not met, the PRA could impose a Post Model Adjustment where it considers that the 

implementation delay results in deficiencies in risk capture or undercapitalisation of risk.

Recognition of local 
regulatory approaches for 
calculating group 
consolidated capital 
requirements

▪ In case of IRB models used by non-UK subsidiaries of UK groups the PRA will clarify its approach on the treatment of overseas models post-
Thursday 31st December 2020 at a later date.

▪ In the meantime, CRR Article 20 “Joint decisions on prudential requirements” will apply until the end of the transition period following the UK’s 
withdrawal from the European Union on Thursday 31st December 2020.

Approach to discounting 
cured exposures

▪ The PRA has updated its expectations for the discounting of the ‘artificial cash flow’ for cured exposures: it should include principal (only missed 
repayments), interest, fees, additional observed, recoveries, additional drawings, and costs. The updated approach to discounting cured exposures 
should ensure that firms do not implement an overly conservative approach that causes an unwarranted capital impact.

▪ The discounting period for the artificial cash flow is the actual period the exposure was in default, and therefore does not include the probation 
period.

▪ The PRA has removed the ‘independence period’ from the definition of the ‘minimum cure period’: the minimum cure period is now only 
comprised of the probation period.

Treatment of defaulted 
exposures

▪ Regarding the use of existing IFRS9 impairment models as Best Estimate of Expected Loss ( ELBE) and LGD in-default estimates, the PRA does not 
expect firms to develop new, separate or original IRB models for defaulted exposures. It is important though that these models satisfy or can be 
adjusted to satisfy the requirements for own-LGD estimates.

▪ All new IRB models, and changes to existing IRB models require PRA approval or notification. Where a firm is using an impairment model as their 
ELBE or LGD in-default model, it is permitted to have a temporary divergence between the impairment model and the approved IRB model due to 
the need to make timely changes to accounting impairment models. This change removes any perceived barrier to firms keeping impairment 
models appropriately up-to-date.
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PRA’s feedback to Consultation Paper 21/19
Main revisions and clarifications - continued

Area Details from Policy Statement 11/20

Availability of the 
approaches under Section 
7 of the GL on downturn 
LGD

▪ Downturn LGD estimation can be based on: observed impact, estimated impact and fall-back approach (with 15% add-on).
▪ The PRA has clarified that, no matter which approach is chosen, firms would still be required to produce a downturn LGD model that is fully 

compliant with the CRR and the relevant RTSs, GLs and PRA SSs. The PRA therefore still considers it unlikely that a firm would be able to justify 
using a fall-back approach.

▪ For low default wholesale portfolios, this may involve applying the PRA’s wholesale LGD framework for low default portfolios as set out in SS11/13.
▪ If a firm does not have sufficiently robust data for a large proportion of its portfolio, it is questionable whether it can build a compliant IRB model. 

In such cases, it may be more appropriate for the firm to use a non-modelled LGD approach, such as the FIRB approach or the standardised 
approach to credit risk.

Cyclicality of downturn 
LGD estimates

▪ The PRA has clarified that no proposed expectations apply on rating and calibration philosophy other than residential mortgages. Firms should 
choose an appropriate approach, which could include models that use dynamic recalibration to achieve a Point-in-Time approach.

LGD discount Rate

▪ The PRA considers that a discount rate of Sterling Overnight Index Average (SONIA) + 5% should be used for estimating long-run average LGD and 
ELBE for all GBP Exposures. Equivalent reference rates should be used for other currencies.

▪ The discount rate should always be used at the moment of default.
▪ For defaults that occurred before Thursday 2nd January 1997 (i.e. the first date SONIA is available from the Bank of England), the PRA suggest that 

firms should develop an approach or use an appropriate alternative for that period.
▪ The PRA’s 9% discount rate floor applies to all discount rates used by firms in downturn LGD estimation, including LGD in-default. If the calculated 

discount rate (e.g. SONIA + 5%) is higher than 9%, the higher rate should be used.

Margin of Conservatism

▪ Firms should: identify all model deficiencies, apply an appropriate adjustment if possible/necessary, and quantify a MoC for all identified 
deficiencies and the general estimation error. The MoC should be assigned to one of the three MoC categories.

▪ In case of conservatism embedded within the existing models,  the PRA expects firms to disaggregate the MoC embedded within their models and 
attribute it to a MoC category, including identifying the corresponding deficiency when the MoC is in Category A or B.

▪ The PRA has clarified that the 5% exposure-level LGD floor for residential mortgages is not a MOC.

Identification of an 
economic downturn

▪ The PRA expects firms to consider a period longer than 20 years where the values of the economic indicators are considered insufficiently severe 
during this period.

Downturn LGD Estimates

▪ Model components should all reflect the same downturn. As the manifestation of the same economic downturn may occur after different time 
periods for different model components, a time lag may be necessary so that the peak/worst value attributable to the same economic downturn is 
used for each model component.

▪ If a firm is able to justify that the peak observed outside of a defined downturn period is not related to the same economic downturn, it does not 
need to be included in the model.

Capping recoveries at 
those the firm is 
contractually entitled to 
retain

▪ In order to avoid inflation of the recoveries, the PRA expects that the amount of recoveries that can be recognised as a cash flow and discounted 
should not be higher than the amount of recoveries the firm is contractually entitled to retain for the exposure. 

▪ This expectation applies to any model and/or model component that includes collateral, including both the Loss Given Cure and Loss Given 
Possession components.
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