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Abstract
[bookmark: _GoBack]Accuracy Ratio (AR)  and the Kolmogorov-Smirnov statistic (KS)  are common metrics used by risk management professionals to measure performance of risk models.  How do we know based on the AR and KS whether model performance is acceptable?  This paper examines the importance of establishing thresholds using bootstrapping.  The paper also discusses the merits of relative vs absolute thresholds.  Model developers typically use standard thresholds for AR and KS. For an absolute threshold proposition, the paper examines for various sample size and event rates what thresholds ensure the model is better than random with high degree of confidence. For a given model development sample of x observations with an event rate of y which yields an AR and KS for a specific score, one can evaluate whether the model is adequately predicting the event.  Adequate meaning the model predicts the event significantly better than a random model.  With some data samples there is a possibility that a random model reaches an acceptable threshold and a conclusion is made to accept the model.  This is more likely when the number of observation is small.  Using bootstrapping, a matrix is created of event rate y by sample size. A simulation is done for each cell in this matrix using a random score. In addition to determining a minimum threshold, we can use bootstrapping to guide us in determining the significance in difference between ARs and KSs.   Establishing AR and KS thresholds are very important in risk management when monitoring and evaluating predictive models as it drives our decision to how we use these models.  

 
