	Name of Key Performance Indicator (KPI)


	Net Loan Charge-Offs (% Avg. Balance)

	What is it?

	Charge-offs are loans that will probably not be repaid and have been expensed as a loss to the overall profitability of the bank.  Recoveries are loans that have been charged-off but were repaid in part or full, thus recovering some of the previous losses.  Net charge-offs is the combination of the two (e.g., net charge-offs = charge-offs + recoveries).

	Why is it important?

	This KPI is important because is serves as an indicator of asset quality and directly impact the overall profitability of the bank.  Net to changes in interest rates, charge-offs (or lack of) has the single biggest impact on the bottom line.

	It is good when…

	It is a good thing when this measure goes (or stays) down.  Fewer charge-offs = more profit.

	What else does this measure impact?

	Average Loan Balance:  Loans that are charged-off reduce the average loan balance (a bad thing).

Efficiency Ratio and Non-Interest Expense:  Collection and legal activities that accompany a charge-off increase expenses and hurt the efficiency ratio (a bad thing). 


	How is it measured?

	This KPI is measured by dividing the amount of net charge-offs by the average loan balance.


	
	Things we can do in OUR AREA to positively impact this measure.
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