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Credit Risk Models

Scoring 
Rating

PD 
LGD
CCF

• Risk differentiation
• Scoring – Retail
• Rating – Corporate

• Decision
o Credit approval
o Setting limits

Models Purpose

• CET 1 and Own funds ratios:
• CET 1 | OF
• RWA

• ICAAP

• Risk quantification:
• Provisions | 

Impairment
• RWA
• Economical capital
• Stress test



3

Risk parameters

Probability of Default (PD): probability of a debtor 

to default at least once in a time horizon of of a 12 

months

Exposure at Default (EAD): Exposure at default 

date, including interests and fees

EAD = 𝑂𝑛𝐵𝑎𝑙𝑎𝑛𝑐𝑒 + 𝐶𝐶𝐹 ∗ 𝑂𝑓𝑓𝐵𝑎𝑙𝑎𝑛𝑐𝑒 

Credit Conversion Factor (CCF): proportion of off-

balance exposure that will be converted in on-

balance at the default date

Loss Given Default (LGD): proportion of the EAD 

that is no recovered from the default date until the 

end of the recovery process

Risk Weighted Amount  𝐑𝐖𝐀 = 𝐑𝐖 ∗ 𝐄𝐀𝐃

Expected Loss Amount  𝐄𝐋𝐀 = 𝐏𝐃 ∗ 𝐋𝐆𝐃 ∗ 𝐄𝐀𝐃

Default

+1 yearNow

Probability of Default (PD)

Credit Conversion Factor (CCF) Loss Given Default (LGD)

EAD
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PD modeling process

Risk drivers’ assessment.

Definition of calibration 

segments and 

scoring/rating grades.

PD calibration at portfolio 

and grade level

Data selection and quality 

process: representativeness, 

adequacy, completeness, 

cleansing…

Assessment and 

quantification of Margins of 

Conservatism (MoC) (only 

for IRB)

Definition of the 

likely range of 

variability

Homogeneity  

heterogeneity 

of obligor / 

facility grades 

in terms of 

observed 

default rates.
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LGD and CCF modeling process

Assessment and quantification 

of Margins of Conservatism 

(MoC) (only for IRB)

Treatment of incomplete 

recovery processes and long-

run average LGD / CCF

Identification of downturn 

period: nature, duration 

and severity

Realized LGD / CCF 

calculation:

- Treatment of multiple 

defaults

- Discount rate

- …

Data selection and quality 

process: 

representativeness, 

adequacy, completeness, 

cleansing…

Risk drivers’ assessment.

Definition of calibration 

segments and LGD / CCF 

grades or pools.

Observed 

recoveries 

by facility
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Vintage 1

Vintage n

Estimation of the LGD / 

CCF appropriate to the 

downturn period 

Homogeneity  

heterogeneity 

of grades or 

pool in terms 

of realized 

LGD / CCF, 

at default 

date and 

after.
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Risk models lifecycle
Ref: EBA/GL/2017/16



Thank you
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