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IRB Repair:
TRIM update on MoC Framework

TRIM Investigations
Findings on MoC
In April 2021, the ECB published the final results of its TRIM investigations, which covered both SME & Retail Portfolios as well as Low
Default Portfolios. In particular, the project report revealed that the Margin of Conservatism (MoC) framework in the context of credit
risk modeling is still a problematic issue for many institutions.

SME & Retail Portfolio

Low Default Portfolio

The TRIM investigations on SME & Retail Portfolios detected 171 findings,
which are linked to MoC. This corresponds to 10,5% of the total number of
findings on Retail & SME Portfolios.

Regarding Low Default Portfolios, the TRIM investigations revealed 98
findings on MoC. This corresponds to 6.5 % of the total number of findings on
Low Default Portfolios.

Probability of Default (PD)
Percentage of investigations
with findings on MoC:
80%

Probability of Default (PD)

Percentage of investigations with
F3/F4 findings1 on MoC:
32%

Most of the findings were on the inappropriate quantification of MoC as
well as on the absence of a framework for the identification of
deficiencies.

Loss Given Default (LGD)
Percentage of investigations
Percentage of investigations with
with findings on MoC:
F3/F4 findings1 on MoC:
78%

78%

Percentage of investigations with
F3/F4 findings1 on MoC:
46%

Investigated institutions lacked robust processes for the identification of
deficiencies and the quantification of their impact. Additionally, findings
concerned an appropriate MoC framework.

Loss Given Default (LGD)
Percentage of investigations
Percentage of investigations with
with findings on MoC:
F3/F4 findings1 on MoC:

30%

The findings were mainly concerned with inappropriate calculations of
the level of conservatism and the lack of a sufficient MoC framework.

1The

Percentage of investigations
with findings on MoC:

57%

31%

The findings were mainly on the lack of a MoC framework or the absence
of robust processes for identifying and quantifying deficiencies.

ECB categorizes severity on a scale from F1 to F4, where F1 refers to a low impact and F4 to a very high impact.
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TRIM Investigations
Supervisory Follow-Up
After the TRIM on-site internal model investigations, institutions were required to work on obligations1 during follow-up actions in order
to return to compliance. The actions differed in their type and in their impact on the risk parameters.
Description

Followup
action
by type

Followup
action
by
impact

SME & Retail Portfolio

Low Default Portfolio

Obligations have to be reduced or eliminated
through various actions. Depending on the
proposed action, they can be categorized as
follows:
1. Change: Modifications are required in order
to fulfill the obligation, e.g., on models or
frameworks.
2. Change or explain: Make a change unless
additional evidence can be provided.
3. Analyze, justify, document: Provide further
analysis or justification, or to better
document or report on an aspect.
4. Recommendation: Suggestion with no
legally binding effect or deadline.

Distribution of MoC obligations by type:

The high proportion of “change” obligations on
both PD and LGD showed that the MoC
framework still needed many adjustments.

Low Defaults Portfolios showed on LGD a
significantly higher proportion of “change”
obligations.

The relevance of the obligations also depends on
whether they have a direct or indirect impact on
the risk parameters:
1. Direct impact: There are obligations which
have a direct impact on risk parameter, e.g.,
the re-estimation of a model or the inclusion
of a specific MoC.
2. Indirect impact: Changes with an indirect
impact are usually related to a missing or
insufficient framework for MoCs.

Impact of “change” obligations on risk
parameters:

Impact of “change” obligations on risk
parameters:
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For SME & retail portfolio the share of
obligations with direct / indirect impact was
quite balanced.
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Distribution of MoC obligations by type:
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Low Default Portfolios showed on both PD and
LGD a very large share of obligations with direct
impact.

obligation sets out how a finding needs to be addressed. It is possible that obligations cover more than one finding or one finding is covered by several obligations.
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