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HOLISTIC APPROACH  

QUALITATIVE VALIDATION 

• Logical and Conceptual 
• Systems and Governance 
• Data Infrastructure 
• Systems 

 

QUANTITATIVE VALIDATION 

• Discrimination Power 
• Calibration 
• Back-testing 
• Stress testing 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Validation of Logical and Conceptual Soundness 
The validation process for logical and conceptual soundness of the model assesses 
the economic plausibility of the model and compares the model to other models 
being used in the industry. This also takes into account how the models will be used 
by the bank and how it fits into its business strategy. The key aspects of the 
validation would encompass:  
 

• Economic plausibility of the model 
• Empirical evidence supporting the choice of model 
• Data analysis at individual factor level (Univariate) and using 

combination of a set of factors (Multivariate) to validate the model 
• Model type:, does it reflect the industry trend for similar type of products 

Validation of Systems and Governance 
The validation process for systems and governance assesses the systems 
and control environment under which IRB Rating Systems operate. The 
importance of this step in the process of validation is to ensure that there is 
adequate accountability and governance structure surrounding the operation 
of the rating system. The key components of validation of systems and 
controls are shown below:  

 
a. Level of corporate governance and oversight: The validation process would 

look at the level of board and top management oversight in the process of 
choice of models and estimation of model parameters   
 

b. Clear definition of roles and responsibilities and accountability: The 
validation process would assess if the parties responsible for model building 
are clearly identified and if their performance is measured against the 
performance of models against the set criteria 

 
c. Transparency in Documentation: The validation process would look at the 

quality of documentation of the model design and operations   
 

 
d. Independence: The validation process would look at the level of independence 
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in model building and review of models 
 

e. Use Test: The validation process would also ascertain if models are being 
used in the day-to-day operations of the bank and do not exist in isolation  
 

Validation of Data Infrastructure for Modeling 
 
The validation process for data infrastructure assesses whether the systems are able 
to produce accurate and reliable information that can be used for producing the risk 
parameter estimates. The key components of validation are illustrated in the 
following diagram: 
 

 
  
a. IT infrastructure and data architecture:  This would involve assessing 

the adequacy of IT infrastructure, Data Warehouses or Datamarts to manage 
data required for model building, model usage and model validation 
 

b. Mechanism for data collections, storage, retrieval and deletion: 
Assess if there are clear, documented standards and guidelines for collection, 
storage and maintenance of data such that availability of quality data is 
ensured for model building and validation  

 
c. Data quality assessment: Assessing the data quality control measures 

including data validation and error detection, data cleansing, reconciliation, 
missing value handing and exceptions reporting  

 

Quantitative Model Validation Methodology 
 
Quantitative Validation would encompass the validation of the discriminatory 
power of the models and their calibration using statistical methods. It would also 
include techniques like Stability Analysis, Benchmarking Analysis and Back-testing 
to compare the model output to actual results. 
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Oracle Financial Services Value Proposition 
Oracle Financial Services has adopted an integrated “Practitioners” approach to 
business and technology issues based on its deep domain expertise and rich 
experience in delivering technology solution. Given that Model Validation would 
have an organization wide impact encompassing policies, processes, systems, data 
and analytics this would be a compelling value proposition. Our methodology is 
based on expertise gained by executing a wide range of assignments with leading 
banks, across the globe, and is primed towards assisting banks throughout the 
Modeling Lifecycle. Some of the salient value propositions are given below: 
 

Contact Us 
For more information about Oracle Consulting’s Model Validation Services, please 
visit www.oracle.com/financialservices or email us on 
financialservices_ww@oracle.com  
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• Ability to understand 
performance of key 
models 

• Compliance with 
supervisory needs 

• Gives early warning on 
“Model Obsolescence” 

• Gain the ability to 
benchmark models with 
industry best practices 

• Review attendant process, 
policies, control systems 
and data infrastructure 
surrounding the model 

 

 
RELATED OFFERINGS 
 

The following offerings are 
also available from Oracle 
Financial Services 
Consulting:  
• Data Gap Analysis 
• Functional Gap analysis 

RELATED PRODUCTS:  

• Oracle Reveleus 
• Oracle Crystal Ball 
• Oracle Hyperion 

 

 

 

KEY BENEFITS  
 


