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Determining Allowance for Loan Loss for Financial Institutions

Kim, HeungKyu*

— |1 ABSTRACT

In this paper, several problems in financial institutions' determining allowance for
loan loss controlled by Financial Supervisory Service, i.e., the difficulty in accurate
asset quality assessment and the ambiguity on the accumulation rate corresponding to
each asset quality category, are pinpointed and then several elements for appropriate
procedure for determining allowance for loan loss, i.e., reliable loan assessment
system, practical and comprehensive early warning system, prediction of loan loss
based on previous performance, documentation on the decision making process,
decision making based on check and balance, ability to evaluate correlations among

the asset quality categories, and sensible board of directors, are suggested.

Key Words : Financial Institution, Asset Quality, Allowance for Loan Loss
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