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Subject: Advisory Report on Probability of Default (PD) Model Development and 

Validation 

Dear [Recipient Name], 

This letter provides our formal advisory assessment regarding the development and enhancement 

of your Probability of Default (PD) models. Our objective is to ensure alignment with regulatory 

standards (IFRS 9 / Basel III) and internal risk appetite frameworks. 

1. Executive Summary 

Based on our review of the current credit risk environment and portfolio performance, we have 

identified key areas for model optimization. This includes data granularity, macroeconomic 

factor integration, and calibration methodologies. 

2. Key Advisory Findings 

• Data Quality: Enhancement of historical default data and recovery of missing financial 

ratios. 

• Segmentation: Refining portfolio buckets to better reflect industry-specific risk drivers. 

• Macroeconomic Overlays: Integration of Forward-Looking Indicators (FLIs) to improve 

Point-in-Time (PiT) estimations. 

• Calibration: Addressing the cyclicality of the Through-the-Cycle (TTC) approach versus 

current market volatility. 

3. Recommendations 

• Implement automated data validation scripts to reduce manual entry errors. 

• Adopt machine learning techniques (e.g., Logistic Regression or XGBoost) to improve 

predictive accuracy. 

• Conduct quarterly back-testing and sensitivity analysis to monitor model drift. 

4. Next Steps 

We recommend a technical workshop to discuss the implementation of the proposed model 

adjustments. A detailed technical documentation report will follow this advisory note. 

Please contact the risk modeling team if you require further clarification on these findings. 

Sincerely, 



[Your Name] 

[Your Title] 

[Your Contact Information] 


