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Dear Sir/Madam,  
 

The Bank Association of Slovenia (the “BAS”) and its members appreciate the opportunity to 
send comments on the proposals laid down in the EBA’s consultation paper - draft Guidelines 
on management of non-performing and forborne exposures of 8 March 2018 (the 
“Guidelines”). 
 
At the BAS, we strongly support the commitment of supervisors, regulators and different 
stakeholders, including the banking industry players, to tackle non-performing exposures 
(“NPEs”) and highly value their various efforts to accelerate the reduction of NPEs in Europe. 
Empirical evidence shows that high NPE levels of erode profitability, efficiency and lending 
growth and have a negative impact on the resilience and viability of individual banks and of 
the banking sector and pose serious systemic risks in terms of the broader financial system 
and economy as a whole. We therefore welcome the EBA’s intention to provide banks with 
effective tools to address the existing elevated stock of NPEs and prevent or at the very least 
limit their re-emergence in the future. 
 
More specifically, we welcome EBA’s provision of operational guidance to banks on how to 
build an effective NPE strategy, organise various stages of NPE workout process and other 
elements of the credit process as well as the Guidelines’ alignment with the ECB’s Guidance 
to banks on non-performing loans issued in March 2017 (the “ECB Guidance”).  
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Nevertheless, we would like to point out some matters of concern which mainly relate to the 
definition of non-performing loans ratio (“NPL ratio”) and the criteria for classification of high 
and low value NPL banks, application of the proportionality principle, implementation date, 
NPE strategy, threshold for property-specific valuation and requirements for movable property 
valuation, as envisaged in the Guidelines, and kindly ask you for your consideration of our 
remarks. 

 
 
 The fact that the Guidelines rely heavily on the ECB Guidance is highly appreciated, 

but on the other hand calls for inclusion of more explicit room for proportionality (in 
addition to that referred to in paragraph 15). As the ECB Guidance is intended for 
significant institutions only, we propose that clear concessions are granted to smaller 
and less complex banks, despite full awareness of the importance of managing NPEs 
also by them in a responsible, timely and efficient manner. 

 
 As far as the implementation of the Guidelines is concerned, we see 1 January 2019 

as the proposed implementation date as too strict and too ambitious. Given the fact 
that similar requirements have been implemented by the ECB in March 2017 to which 
banks supervised directly by the SSM (according to ECB, they hold more than 80% of 
banking assets in the euro area), must adhere (most of the foreseen measures are 
therefore already implemented and in full use) and that also other banks have 
undoubtedly been addressing the issue of NPE management although not necessarily 
in strict accordance with the envisaged provisions set out in the Guidelines (e.g. 
concerning the technical infrastructure under item 5.2.5, control framework under item 
5.3, EWS under item 5.5., back-testing under item 9.5, IT database requirements in 
respect of collateral under item 9.6.) and, last but not least, taking into account the 
objective resource limitations faced by smaller banks we propose to postpone the 
implementation of the Guidelines by at least one year in order to give banks sufficient 
time to carry out the necessary preparations.  

 
 Pursuant to paragraph 10 in Chapter 2 (Subject matter, scope and definitions), the 

EBA considers 5% NPL ratio as a line of demarcation between banks with a high level 
and those with a low level of NPLs. Considering the serious related implications of 
such criteria (i.e. the fulfilment of all the requirements stated under Chapters 4 and 5 
of the Guidelines and disclosure of 6 additional templates under the draft EBA 
Guidelines on disclosure of non-performing and forborne exposures (»Disclosure 
Guidelines«), we suggest to conduct an economic analysis prior to the final 
determination of the selection rule with the aim to provide supportive evidence of the 
appropriateness of the determination of foreseen selection criteria. In addition, you will 
agree that the adequacy of application of this criterion could differ across jurisdictions, 
points of the economic cycles and individual banks. To illustrate the last point 
anecdotally, we can imagine (a) a bank which went through a difficult economic 
downturn and managed to achieve a markedly decreasing trend in reducing the share 
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of NPLs (e.g. from 20 to 6%) in only 1 year without fulfilling all the requirements 
contained in the Guidelines and (b) a bank which operates in a rather stable but less 
favourable economic environment which recorded a slight and temporary increase in 
its NLP ratio from 4.8 to 5.1%. In both cases, it might not be necessary/beneficial/ 
economically justified, considering all the explicit and implicit implementation costs, to 
compulsory carry out all the measures required under Chapters 4 and 5 of the 
Guidelines and the Disclosure Guidelines. 

 
 Another comment regards the definition of the NPL ratio referred to in paragraph 10 in 

Chapter 2. As to the computation of the NPL ratio definition, the Guidelines refer to the 
EBA Risk dashboard which uses non-performing loans and advances as the numerator 
and total gross loans and advances as the denominator. Whereas there is no doubt as 
to the clarity of the numerator, there are various approaches with regard to the content 
of the denominator. Therefore, and for the avoidance of doubt, we propose that the 
EBA introduces definition or criteria for classification of the appropriate common 
denominator in calculating ratio of non-performing loans and advances, that is to 
specify NPL ratio definition (e.g. definition in the context of the FINREP). 

 
 Reference is also made to Chapter 4 (NPE strategy). Regarding the requirement on 

establishing and implementing a NPE strategy to target a time-bound reduction of 
NPEs over a “sufficiently ambitious time horizon”, we believe more flexibility should be 
allowed. We propose the withdrawal of the request which sets forth a reduction of 
NPEs over an ambitious time horizon, and propose that such a strategy should focus 
more on management, not primarily on reduction, of NPEs. Although the reduction of 
NPE stocks is undoubtedly an important aim and measure to strengthen bank's 
balance sheets, it should be noted that overambitious, or even radical approach, which 
prescribes the reduction of NPEs at all costs could negatively affect the economy as a 
whole, especially the volatile MSME sector, and thereby increase costs for banks in 
the long run. As to the latter, banks have so far established permanent workouts units 
(WU) which consist of a dedicated staff with interdisciplinary knowledge and skills that 
should be preserved and further strengthened in order to prevent further build-up of 
NPEs and provide their responsible management in a potential future crisis. In addition, 
it should be noted that certain external factors, such as prolonged judicial proceedings, 
also contribute to the build-up of NPEs, which should be taken into consideration when 
assessing bank's ability in reducing NPEs. Moreover, efficiency and effectiveness of 
NPEs reduction, let alone liquidation of collateral, should always be assessed on 
individual (“case by case”) basis.   

 
 As regards EBA's specific question No. 9 concerning the proposed threshold for 

property-specific valuation which is defined in paragraph 205 of the Guidelines at the 
level of EUR 300,000, we clearly object to the requirement for regular property-specific 
appraisals of collateral for NPEs which exceed this threshold and would propose a 
threshold of EUR 500,000 or higher, valid up to 24 months, except when collateral is 
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subject to divestment or materially adverse changes occurred. In addition to the issue 
of valuation of the movable property (as defined in paragraphs 222 and 223), we 
suggest to set a threshold below to which the requirements of these paragraphs would 
not apply (e.g. EUR 300,000). 

 

 Furthermore, please note that in Slovenia banks use the valuation results (generalised 
values) of the centralised Mass Appraisal System (CAMA) which is managed by the 
Mass Real Estate Valuation Office of the Surveying and Mapping Authority of the 
Republic of Slovenia (»GURS«). Generalised values of GURS are derived from the 
use of the mass valuation method in accordance with the Real Property Mass 
Valuation Act and has proven to be a reliable, conservative, individualised computer 
assisted mass appraisal system. This mass valuation method represents an 
independent expert method of assessing market value, which takes into account the 
professional starting points of the market valuation of real estate values and provides 
appropriate assessment of the value with unquestionable quality. The method is based 
on the same methods of assessing the market value of immovable property as for 
individual assessment, and is based on the standards for the valuation of real estate 
values as defined by the IFRS of the International Valuation Standards Board. 
Furthermore, any registered legal transaction in real estate is also checked in the field 
and evaluated from the perspective of the free market. Different models are designed 
for groups of types of real estate with similar market characteristics (today, there are 
21 models in the system, from the model for housing, family houses, as well as to 
establishments, offices, industrial buildings, agricultural land, etc.). The models are 
adapted to the characteristics of the Slovenian market, taking into account the specific 
impact of the location and are constantly monitored from the viewpoint of the reliability 
of the estimates and, if necessary, change, at least biennially. The results of the 
valuations of GURS have been used for various public purposes for determining the 
material position of natural persons in procedures for exercising rights from public 
funds, for the management of immovable property of the state and municipalities, for 
the purposes of statistics, for the purposes of consumer loans and by passing the new 
law on the mass valuation of real estate it will be used also for tax purposes. This 
system has been recognised also by the Bank of Slovenia which allows banks to rely 
on valuations of GURS for the purpose of computation/assessment of impairments and 
provisions and would strongly encourage EBA to allow the use of such methods with 
the aim to reduce unnecessary regulatory burden and costs.  

 
 
 Finally, we would like to draw your attention to paragraph 224 in Chapter 9 (Collateral 

valuation for immovable and movable property), specifically to term »discounted 
replacement cost« contained therein. Please note that this valuation method is not 
recognized within the framework of international valuation standards EVS, RICS or 
IVS. We believe that this is an inadvertent and minor slippage, which is repeated from 
the ECB’s Guidance to banks on non-performing loans issued in March 2017, but 
nevertheless propose to replace the term “discounted replacement cost” with 
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“depreciated replacement cost” which is used in international valuation standards 
within the framework of cost approach (e.g. IVS 105 70.3, EVS 6.4.2, RICS 7.19). 

 
 

All told, BAS and its members welcome the EBA’s efforts for preparing the Guidelines and 
fully support EBA’s objective to reduce NPEs on banks’ balance sheets by providing 
supervisory guidance. Nevertheless, given the time necessary to adopt internal systems and 
policies, we propose to the EBA to postpone the implementation of the Guidelines by at least 
one year, to reassess the criteria for elevated level of NPEs at 5%, to include more exact and 
clear rules regarding the principle of proportionality and to moderate its requirements 
concerning the valuation of movable and immovable property. 
 
Thanking you once again for giving the opportunity to participate in this consultation process,    

 
 
 

Sincerely,  
 
 
 
 
            Kristijan Hvala, M.Sc. 

Head of Economics of Banking Operations 
 


