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Many quantitative credit risk models have been essential to setting up the Internal Rating-Based

models as the proposed New Basel Capital Accord will be implemented in the near future. Somehow,

estimating a company s probability of default has become the most important task of all. Recently, many

studies use Merton s option pricing model (1974) to evaluate default probabilities of Taiwan s listed

companies while some other studies follow the KMV model to do the same job. However, the default

probabilities estimated by the above approaches do not meet the minimum requirement under the new

Basel Accord even though they can be useful in ranking companies credit risks. Therefore, it will be

somewhat difficult to employ the above approaches to estimate the default probabilities which are

necessary quantitative risk components for the Internal Rating-Based models. This article tries to combine

the above approaches with historical default probabilities available to some of Taiwan s listed companies

which have been rated in Standard & Poor s or Taiwan Ratings Corporation. Then we can apply a

sophisticated transformation to the probabilities from the previous models to produce default probability

estimates. Moreover, we hope the newly derived default probabilities will be very close to actual default

probabilities and meet some requirements under the new Basel Accord.

Key Words Probability of Default, Credit Risk, New Basel Capital Accord, Internal Rating-Based

Model
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