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 Negatives remarks from local regulator and 
ECB on LGD modeling

 Not compliant with Basel II requirements

 Too simple LGD model generates adverse 
selection in loans origination

 Client: Central European Bank in a new EU 
country

 Under review by ECB

 Experienced recent distressed credit 
environment and suffered material losses

 Using a simple ‘One-Fits-All’ average LGD for 
all loans

 Materially reducing adverse debtors selection 
through improved EL assessment

 Improved Ecap assessment through modeling 
UL assessment accounting for downturn LGD

 On the road towards regulatory compliance 
(pending data collection)

 Context review: loan portfolio mix, Recovery 
processes, PD/Internal Rating Models, etc.

 Benchmarking vs. European peers standard & 
best practices

 Segmentation of the loan book and clustering 
of the recovery process

 Modeling  of distribution based Work-Out & 
Implied Market LGD approaches

 Implementation & automation of the models 
incl. data collection tools & policies

 Documentation and support with presentation 
to local regulator
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DEVELOPING DISTRIBUTION BASED LGD MODELS 
(WORK-OUT & MARKET IMPLIED)


