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Subject: Advisory Letter - Credit Allowance Scenario Analysis
Dear [Client Name],

Following our recent discussions regarding your institution's credit risk management strategies,
we are providing this formal advisory letter outlining our analysis of your current credit
allowance scenarios. The objective of this analysis is to evaluate the adequacy of your
Allowance for Credit Losses (ACL) under varying economic conditions.

1. Scope of Analysis
Our review focused on the following key areas:

e Current portfolio composition and historical loss data.

e Economic forecasting models (Baseline, Optimistic, and Adverse scenarios).
e Qualitative factor adjustments (Q-Factors).

e Compliance with relevant accounting standards (e.g., CECL or IFRS 9).

2. Scenario Summaries
Based on our modeling, the estimated impact on credit reserves is as follows:

e Baseline Scenario: Reflects steady state growth. Estimated Allowance: $[ Amount].

o Upside Scenario: Reflects favorable market shifts. Estimated Allowance: ${ Amount].

o Downside Scenario: Reflects high unemployment and market volatility. Estimated
Allowance: $[ Amount].

3. Observations and Recommendations
During our review, we identified the following opportunities for enhancement:

e [Recommendation 1: e.g., Strengthening data granularity for specific loan segments].
o [Recommendation 2: e.g., Refining sensitivity analysis for interest rate fluctuations].
e [Recommendation 3: e.g., Improving documentation for management overlays].

4. Conclusion

While your current methodology remains robust, implementing the aforementioned
recommendations will provide a more resilient framework for future credit cycles. We suggest a
follow-up meeting on [Date] to discuss the operational integration of these findings.



Should you have any questions regarding this analysis, please do not hesitate to contact our team.
Sincerely,

[Signature]

[Name of Advisor]
[Title]

[Firm Name]



