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“Festina lente” in NPL
management in Italy

Giovanni Matteucci reports on how meditated and patient non-performing loans management 
can achieve good results

“Festina lente”, (“make
haste slowly”) was one
of the favourite sayings

of the Roman emperor
Augustus related to military
operations1. It could also be
useful in the management of
Non-Performing Loans.

The International Monetary
Fund says, in Italy: “NPL
reduction strategies and targets
need to be ambitious and credible,
aided by supervisory assessments of
banks’ capacity to resolve NPLs in
a realistic and timely manner2”.
“Timely”, that is, “quickly”.

Usually, a quick solution for
managing NPLs is their sale. One
of  the main problems is the “fair”
transfer price. In Italy, buyers
would like to pay less than 10% of
the nominal value, a very low
price, because the legal recovery
proceedings last no less than four
or five years, during which
servicers must support
management costs and pay
interests on funding raised for the
business. For sellers, this low prize
would result in a strong capital
loss. 

In Italy, the impaired loans
were €146 billion at the H13 2010,
341 at H2 2015, and 324 at Q4
2016. The impaired loans/total
assets ratio increased from 9.4%
at H1 2011 to 18.7% at H1 2015,
with a very small decline to 18.0%
at Q4 20164. Experts forecast an
explosion of  NPL deals in 2017. 

Deal price in Q1 2017 was,
on average, less than 10% of
nominal value. Deal price in fore-
casts for 2017 are: 11% consumer,
33% secured5.   

But it seems that Italy is on
the way to recovering a
“meditated, patient NPL
management” as well, as already
tested; it will not be very quick,

but it will bring interesting results.
In 1996 Banco di Napoli, one

of  the biggest Italian banks, had
strong financial problems and its
assets were almost completely
cleared. The rescue plan was very
complex. Amongst others: 
• €6.3 billion impaired debts

(38,000 risk positions)
transferred to a special vehicle
(Società per la Gestione delle
Attività S.G.A. s.p.a.), at a
transfer value in line with the
expected realisations, i.e. 70
(Seventy) % of  the nominal
value (i.e. €4.4 billion); and

• a funding by the Bank of  Italy
to purchase the bad loans at a
1% borrowing rate; money to
be invested in BTP-public
bonds (7% interest rate), to be
pledged to guarantee the
funding.

Twenty years later, in 2016: €5.6
billion impaired debts (34,000 risk
positions) recovered, i.e. 89% of
the price paid to acquire them in
1996, with various recovery ratios
(revenues/price paid) according to
the different cluster of  risk
positions:
• up to €154,000, 140%

recovery ratio (22,300 risk
positions);

• from €155,000 to €515,000,
93%;

• from €516,000 to €2,600,000,
87%; and

• over €2,600,000 thousand,
83%.

This means an average recovery
ratio of  92%, which lowers to
89%, if  you consider a 3% related
to the costs of  legal proceedings (a
very low amount). And, last but
not least, it means a €500 billion
profit reserve6. 

How was it possible? There

are four main reasons:
• In 1996 the impaired debts

transferred to the S.G.A. had
already been written off  by
30%.

• From 1996 to 2007 the values
of  real estate rose twice as
much (and from 2008 to 2016
they fell by 30%).

• Until the early Nineties the
mortgage loan to value was
rarely higher than 50% (it
increased until 90-95% in the
subsequent years, until 2008).

• The financing by the Bank of
Italy for the purchase of  bad
loans was granted at a 1%
borrowing rate, the revenue
was at 7% (“a kind of
quantitative easing ‘ad
bancam’”7).

Nonetheless, in my opinion, there
is another reason: the very low
amount of  the cost of  legal
proceedings, as a result of  “a
meditated, patient management”
(Bank of  Italy)8. According to
Roberto Romagnoli, who was
S.G.A. leader for many years,
“Legal actions must be taken but
every debtor is a person and it is
necessary to pursue, with infinite
patience and diplomacy, a
communication with him or her,
looking for a compromise”. 

Therefore, negotiation in
bankruptcy doesn’t only prove
useful to prevent NPLs,9 but also
to manage them. And S.G.A.,
from now on, will have an
essential role in developing a
balanced asset management in
Italy.

Another interesting initiative
is the Bill filed in Parliament in
March 2017. For debts up to
€500,000 each (€59 billions
overall, about 10 million risk
positions), the debtor might ask
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the bank to buy the debt, written
among NPLs, at the value entered
in the bank’s balance sheet or at
the price at which it would be sold
to third parties10. A potentially
huge saving in judicial
proceedings, time and money. Will
it be approved? �
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