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Objective

The objective of this brief is to provide insights into 
non-performing loan (NPL) write-off practices in the 
world and in the CESEE2 region specifically. It will 
suggest potential policy actions by prudential regu-
lators to reduce the outstanding stock of NPLs. 

Background 

Europe and Central Asia (ECA) stands out as the re-
gion worst affected by the global financial crisis. The 
crisis left a lasting legacy of high NPLs in many coun-
tries, which in some cases exceed 50 percent. The 
buildup of NPLs was a clear indication of deficiencies 
in loan underwriting and NPL resolution frameworks, 
and a failure by banks and authorities to recognize 
and respond in a timely manner to the growing 
problem. 

Many authorities failed to implement strict regula-
tion on NPL recognition that consequently delayed 
the resolution of NPLs3. Ambiguous and inconsis-
tent NPL definitions across countries and regulatory 
environments that allowed banks to be too slow to 
recognize the true state of asset quality were indi-

cations of insufficient rigor in authorities’ attempts 
to implement adequate prudential regulation based 
on good practice4. This protracted and complicated 
the resolution of banks’ asset quality, which in many 
cases was further complicated by deep-rooted weak-
nesses in the insolvency framework. 

On many occasions, banks were not willing and/
or able to recognize the scale of the asset quality 
problem. This was due to i) expectations that the 
economy, including asset prices, would recover in 
the foreseeable future, ii) lack of capital space and/
or negative earnings that would crystalize in the case 
of proper recognition and provisioning of impaired 
assets, or iii) the limitations of the International 
Accounting Standards (IAS), in particular IAS 39. 
Together with regulatory forbearance practices in 
certain jurisdictions adopted for similar reasons, this 
led to a delay in NPL resolution in the ECA region.

By 2019, the European Single Supervisory Mechanism 
(SSM)5, the European Banking Authority (EBA), and 
the Basel Committee finished work on i) a common 
definition of NPLs and non-performing exposures 
(NPEs), ii) rules for NPL migration between credit risk 

1 With thanks to Miquel Dijkman, Juan Ortiz, and Valeria Salomao Garcia 
for their comments on this brief. 

2 Central Europe and South-East Europe
3 For example, Greece and Ukraine.
4 FinSAC Overview Paper. Loan classification and provisioning: current 

practices in 26 countries. August 2014. 
5 Established in 2014.
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categories, upgrades in particular, and iii) operation-
al aspects of NPL resolution. In addition, SSM and 
EBA  elaborated on i) NPL provisioning rules and ii) 
collateral valuation frameworks. Regulation and/or 
guidance on NPL write-offs were not, however, ad-
dressed extensively. Regulators might have felt that 
this particular aspect should be left purely for banks 
to decide and they opted for mandatory rules on loan 
write off in only a limited number of cases, mostly in 
countries where the NPL problem was systemic. 

The transition towards expected credit loss (ECL) 
models, as part of International Financial Reporting 
Standard (IFRS) 9 effective from January 20186, 
should in principle help to promote the recognition 
and adequate provisioning of problem assets at an 
earlier stage. The standard requires provisioning 
based on a forward-looking ECL model to compare 
with the incurred loss model under IAS 39. 

6 With transition periods in some jurisdictions. 
7 IFRS 9. Article 5.4.4.
8 It is assumed that banks write off NPLs and sell uncollectable loans to debt collection agencies. If banks decide to hold assets over a short term (1 year) 

in their off-balance sheets, the efforts to collect those debts are less than during the initial NPL workout process (collaterals have been perfected, court 
processes initiated). 

9 Statute of limitations is a defense that may be asserted by the borrower to defeat collection actions brought against him by creditors after the appropriate 
time has elapsed. In these cases, it is understood that the creditor has waived his right to pursue collection of the debt if no action is brought within a 
certain period.

1. What is a write-off and why it is necessary?

A write-off is an accounting term for the formal rec-
ognition in the financial statements that a borrower’s 
asset no longer has value. Usually, loans are written 
off when they are 100 percent provisioned and there 
are no realistic prospects of recovery. These loans 
are transferred to the off-balance sheet records. IFRS 
9 requires a whole or partial write-off if “an entity 
has no reasonable expectations of recovering the 
contractual cash flows on a financial asset”7.  

A write-off does not preclude the bank from enforc-
ing, selling, or transferring the credit to another en-
tity. Writing-off a loan does not entail forgiving the 
debt. The borrower still owes money to the bank; 
however, the bank has derecognized this asset from 
its financial statements due to uncollectibility. In case 
the borrower resumes servicing its debt, or the ex-
posure is sold, a recovered amount would be directly 
recorded in the profit and loss (P&L) account. 

While the exact timing of a write-off is not defined in 
accounting standards, the prudential regulator might 
impose regulatory requirements or set supervisory 
expectations for write-off based on quantitative (e.g., 
days-past-due) or qualitative parameters. If the NPL 
problem is of a systemic nature the regulator might in-
troduce such a framework more forcefully and quickly. 

An ambitious NPL write-off policy provides several 
benefits for banks and the financial system. Firstly, 

by resolving NPLs banks can focus on core business 
(i.e., financial intermediation) in terms of time and 
resources8. By efficiently dealing with NPLs, includ-
ing writing off, the bank can allocate its productive 
resources to new lending, instead of becoming an as-
set management company of “bad assets”. Secondly, 
while the main aim is the liquidation of assets with 
low recovery prospects, the consequence of an NPL 
write-off typically is a decrease of the NPL ratio in 
banks. Country experience shows that this is a partic-
ularly efficient way to decrease the NPL ratio quickly 
(see country examples in section 2.3.). Thirdly, there 
are no negative effects on financial statements, 
provided that loans are already fully provisioned 
and losses already recorded in the P&L statements. 
Fourthly, a decrease in NPL ratio should improve a 
ratings agency assessment of credit risks in the bank 
or in the financial system.

Often banks, and sometimes regulators, raise argu-
ments against write-offs, these can include: 

a. By writing-off a loan, banks are giving up their 
enforcement right on the borrower. This is incor-
rect. Banks maintain their legal position against 
the borrower, even after a write-off, if they have 
fulfilled certain actions during a collection period, 
which is usually three years in European jurisdic-
tions. The legal term for this action is “statute of 
limitations”9. 
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b. Banks will encounter additional loss through ad-
ditional provisioning in case they hold collateral 
against a loan, which in many cases is overvalued. 
This is a valid point as usually banks should provi-
sion for the uncollateralized part of an exposure 
only. The European Central Bank’s (ECB) initiative 
introducing phase-out periods for collateral treat-
ment for provisioning purposes (see more in sec-
tion 2.1.) partly addresses this issue. A common 
problem in ECA countries is collateral overvalu-
ation10, which leads to inappropriate provisioning 
of NPLs. 

c. Judicial and tax impediments are preventing 
banks from writing off problem assets fully. In 
many jurisdictions, judges’ interpretations and 
ambiguous or restrictive tax rules constrain banks 
from writing off NPLs. A more detailed discussion 
on specific cases is provided in section 3.  

An effective write-off can take place if a loan loss 
provisioning framework in a country is robust and 
allows for realistic loss recognition in a timely man-
ner. Regulatory forbearance practices, which can be 
observed in a few countries, do not facilitate an effi-
cient NPL write-off.

While the loan is in an active restructuring phase, 
there is more chance of the borrower’s financial lia-
bilities being restructured in a holistic and meaning-
ful way capable of restoring financial viability. After 
writing off, the chances of the borrower’s revitaliza-
tion decrease. Country experiences show (Greece11, 
Albania12, Ukraine13) that in cases with high national 

NPL ratios many companies are classified as “zombie 
companies”, and a meaningful restructuring of their 
debts is constrained, mainly due to non-viability of 
business. Additional constraints for NPL restructuring 
include: i) inefficient in- or out-of-court resolution, ii) 
complicated multi-lender cases, or iii) strategic de-
faulters14. On a system-wide basis, this means that 
borrowers might not be “bankable” and resources 
are used sub-optimally.

Regulatory requirements for writing off NPLs stim-
ulates NPL resolution as can be seen in country 
examples in section 2.3. However, it is vital to avoid 
situations where written off NPLs remain off-balance 
sheet for a long time without further action, which 
can be observed in few CESEE countries. A viable op-
tion for these assets is a sale, even at a very low price, 
instead of keeping assets with a low recovery value 
for many years, in extreme cases even over 15 years.  

While a sale of written-off assets is one of the three 
main avenues for NPL resolution, there are cases 
where borrowers themselves repurchase banks’ 
written-off assets at a low price (e.g., Ukraine, Serbia, 
and Greece). Anecdotal evidence suggests that stra-
tegic defaulters avoid servicing their debts, wait for 
(sometimes even facilitate) the debt to be written 
off, then buy (directly or via auctions) those assets 
at substantial discount to the nominal amount. This 
creates a moral hazard problem. State-owned banks 
(SOB) and related party loans are two categories par-
ticularly vulnerable to this issue.

10 Policy Brief “Collateral valuation in the CESEE region”. FinSAC, the World Bank Group. May 2018.
11 PWC study (2015). 50 percent of companies were classified as zombie and almost zombie companies in Greece. These companies accounted for 43 percent 

of total revenue, 58 percent of capital employed, and 79 percent of net debt.
12 Deloitte study (2018). 54 percent of companies were classified as low and almost low performers relating to financial health rating statistics.  
13 National Bank of Ukraine Financial Stability Report. Issue 3. June 2017. The top-20 business groups accounted for 49 percent of gross corporate loans, while 

49 percent of this debt is accumulated in non-operating companies. 
14 Borrowers hiding their true wealth or using or abusing legal frameworks in place. The term willful defaulters is also used with the same meaning.  
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2. Non-performing loan write-off – international experiences.

International experiences regarding NPL write-
off differ. According to a Bank for International 
Settlements (BIS) survey15, most jurisdictions16 do 
not prescribe a timeline for loan write-offs, leaving 
this at the discretion of banks. In some jurisdictions, 
a loan assignment to the lowest credit risk category 
– Loss – prompts a write-off obligation; however, the 
timeline differs or is not specified.  
   
2.1. Non-performing loan write-off 

practices in the EU and the US.

In the European Union (EU), the regulator (EBA) does 
not provide mandatory NPL write-off rules but some 
jurisdictions have introduced local guidelines in this 
regard (e.g., Portugal, Ireland, Slovenia, and Spain17). 
In most cases, these guidelines are principles-based. 
Moral suasion has been used by a few regulators and 
supervisors to write-off NPLs. To facilitate full provi-
sioning and consequent write off, the ECB has issued 
a guidance manual on prudential provisioning back-
stop18, providing that unsecured loans should be fully 
provisioned after two years and secured loans after 

seven years since recognition. The ECB considers NPL 
write-off practices as part of banks’ NPL resolution 
strategies and intends that it is included in the SSM’s 
supervisory review and evaluation process (known as 
SREP, or Basel pillar 2).

In the US, the loan should be written off within the 
same month that it is placed in Loss category. Under 
the US regulatory classification, the loan is classified 
as Loss when its collectability is questionable. 

2.2. Non-performing loan write-off 
practices in Latin America and the 
Caribbean and Asia19. 

Based on the BIS survey, two of 11 countries in 
Asia20 and six out of 10 in the Latin America and 
the Caribbean (LAC) region21 set a requirement for 
mandatory NPLs write-off when the loan is classified 
in Loss category and is considered unrecoverable. 
The time limits set for write-offs in six LAC countries 
range from seven to 24 months, sometimes depend-
ing on the original maturity of the loan.     

15 BIS study (2018).
16 Survey included: 11 countries from Asia, 10 from the LAC region, 19 from the EU, and the US.
17 ECB. Country stocktake (2017).
18 ECB. Addendum to Guidance on NPLs (2017).
19 Data from BIS (2018) survey.
20 For example, Hong Kong SAR.
21 For example, Argentina, Brazil and Panama.
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2.3. Non-performing loan write-off 
practices in the CESEE region. 

In many CESEE region countries, regulators are not 
setting specific rules for writing off NPLs beyond ac-
counting standards (i.e., IFRS 9 or IAS 39). Thus, leav-
ing banks themselves to create internal guidelines 
for write-off actions. However, in a few countries 
(Albania, Serbia, Macedonia, and Romania) regula-
tors have decided to impose prudential regulation 
rules as a backstop to accounting practices. Albania, 
Serbia, and Romania, as part of their national com-
prehensive NPL reduction plans, introduced time-
bound rules for NPL write-offs. 

In 2014, the Bank of Albania (BoA) amended the 
regulation on “Credit Risk Management” by intro-
ducing a new requirement for NPL write-off after 
three years of the loan being classified in Loss cate-
gory. Following this amendment, the NPL ratio in the 
banking system fell from 22.9 percent in March 2015 
to 18.2 percent in December 201522. The action by 
BoA was well justified due to the considerable build-
up of Loss loans during 2012-2014.

An additional measure taken by the BoA in 2016, as 
part of the national Action Plan for NPLs23, aimed to 
facilitate the return to the economy of assets repos-
sessed during loan collateral enforcement by banks.  
The new regulation required gradually increasing 
provisioning for repossessed assets which are held in 
bank’s off-balance sheet for too long - a five percent 
provision after one year and 100 percent after seven 
years for immovable assets and full provisioning after 
one year for movable assets24. The measure aimed 
to avoid a situation where banks become asset man-
agement companies of repossessed assets. 

The National Bank of Serbia (NBS) issued a regulation 
on loan write-offs in August 2017 to tackle the NPL 
stock in the country. The regulator requires an imme-
diate accounting write-off of NPLs when allowances 
for impairment equals 100 percent of its gross book 
value25. Partly due to this action, the NPL ratio in the 
country dropped from 12.2 percent in Q3 2017 to 7.2 
percent in Q2 201826. 

22 WB. Program document for a proposed loan in the amount for $100 million to Albania for the Financial Sector Development Policy Loan. Annex 5. February 
2017.

23 https://www.bankofalbania.org/Supervision/Action_plan_for_non-performing_loans/ 
24 Bank of Albania. Regulation on Credit Risk Management. April 2016. Article 19. https://www.bankofalbania.org/Supervision/Regulatory_Framework/

Supervision_regulations/Regulation_On_Credit_Risk_Management_from_Banks_and_Branches_of_Foreign_Banks.html 
25 NBS regulation (2017).
26 NBS. Q2 2018 Financial Stability data. https://www.nbs.rs/internet/english/18/pregled_grafikona_e.pdf 
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The National Bank of the Republic of Macedonia 
(NBRM) introduced amendments to credit risk man-
agement27 in December 2015. According to these 
amendments, banks must write off fully provisioned 
loans after “two years have passed from the date as 
of which the bank had been required to make im-
pairment or allocate special reserve in the amount 
of 100 percent”. Mostly due to this measure, the 
NPL ratio decreased from 10.8 percent at the end of 
2015 to 6.6 percent at the end of 201628. The NBRM 
estimated that loans in the amount of 4.8 percent of 
the total loan portfolio were written off during 2016.

In 2014, the National Bank of Romania (NBR) issued 
a set of recommendations to banks29 to clean the 
system of seasoned NPLs. The following recommen-
dations were introduced: i) write-off or sale of fully 
covered uncollectable NPLs; ii) provisioning for all 
exposures after 360 days-past-due and for which no 
legal proceedings have been initiated; iii) the estab-
lishment of IFRS provisions for exposures to debtors 
of insolvent legal entities; iv) performing an external 

audit of the provisioning process for the loan portfo-
lio as of June 30, 2014,  and v) collateral valuation to 
be in compliance with international valuation stan-
dards. The outcome of these actions was a drop in 
the NPL ratio from 22.3 percent in March 2014 to 
13.9 percent in December 2014. 

2.4. Examples of non-performing loan 
write-off practices in Africa.

The regulators of Kenya and Uganda have opted for 
regulatory measures to prevent the accumulation 
of uncollectable loans on banks’ balance sheets. In 
2013, the Central Bank of Kenya issued Prudential 
Guidelines requiring the write-off of loans classified 
as Loss within 180 days since classification and no 
recoveries within this period30. The Bank of Uganda 
requires banks to write off fully provisioned loans in 
Loss category within 90 days since the date of classi-
fication31. Both countries introduced these measures 
despite low NPL ratios at the time of adoption.

27 NBRM amendments to the Decision on Credit Risk Management. December 2015.  
28 NBRM Financial Stability Report. 2016. 
29 Speech of Florin Georgescu, the first deputy governor of the National Bank of Romania. February 2015.
30 The Central Bank of Kenya. Prudential Guidelines. January 2013. 
31 The Bank of Uganda. Credit Classification and Provisioning. 2005.
32 For example, Croatia and Ukraine in 2017. Since then, some remedial measures have been applied. 
33 World Bank Doing Business Index 2018. Insolvency time in Turkey, Slovenia, Greece, Romania, Bulgaria, Bosnia-Herzegovina it takes 5, 4, 3.5, 3.3, 3.3, and 

3.3 years respectively. 

3. Tax and legal and judicial impediments for non-performing loan write-off.

One of the problems for efficient NPL write-offs is 
related to tax issues. In some jurisdictions, both 
internationally and in the CESEE region, local tax 
regulations play an important role in the timing of 
write-offs. In many cases, tax regulations i) require 
exhausting all possible measures, including legal, for 
loan recovery before the loan is fully provisioned and 
written off, or ii) do not recognize write-offs for tax 
deductibility purposes at all or in full (for example by 
introducing caps). One reason for such practice is tax 
authorities’ concern that banks will overprovision to 
minimize corporate income tax. 

The exhaustion of all possible measures to collect a 
loan, in some jurisdictions32, means getting a final 
ruling of the court. In some countries getting even 
a first ruling might take a period of up to four years, 
which could subsequently be appealed. Furthermore, 
anecdotal evidence shows that some judges in CESEE 

countries have gone as far as denying banks’ access 
to the collateral if they had fully provisioned or 
written off the loan. They argued that the claim did 
not, or only partially, exist. The requirement to un-
dertake judicial process is particularly burdensome 
for banks that hold many NPLs with small nominals 
outstanding (e.g., SME or retail loans). Opening a 
judicial process for each of these loans is a costly and 
time-consuming process.    

In many instances, the enforcement of borrower’s 
liabilities, involving national judicial systems, takes 
an excessively long time33. It means that a write-off 
could be delayed due to legal or judicial constraints 
which are beyond the reach of financial sector regu-
lators. Hence, the removal of these impediments is 
an important precondition for an effective NPL res-
olution and requires the involvement of many local 
authorities. 
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34 Vienna Initiative. Tax impediments to the sale of NPLs in the CESEE. September 2016.
35 Update on the Progress of the NPL Resolution Strategy in Serbia. 16th NPL Working Group Session, December 2018. 
36 In jurisdictions where the NPL ratio is high or is increasing for more than 5 years. The average NPL resolution period is 5-7 years, according to an IMF study.
37 Jurisdictions in which almost all banks have high NPL ratios.
38 For example - Greece.
39 World Bank Doing Business Index subcomponent “enforcing contracts” could provide some guidance.

A Vienna Initiative study34 on tax impediments in the 
CESEE region shows that in most of the five countries 
studied (Romania, Croatia, Hungary, Montenegro, 
and Serbia) tax deductions for NPL write-offs are al-
lowed but require the fulfillment of many precondi-
tions. For example, in Serbia, a write-off was eligible 
for tax purposes if two years have elapsed from the 
past-due date and the bank has provided evidence of 
debtor’s insolvency. 

A few CESEE countries have applied remedial mea-
sures in response to identified tax and judicial imped-
iments either by the Vienna Initiative study or other 
initiatives. For example, in response to the identified 
tax impediments for NPL write-off, the Ministry of 
Finance of Serbia amended the Corporate Income 
Tax Law in December 201735. This action was part of 
a comprehensive national NPL Resolution Strategy 
initiated in 2015.       

4. Potential actions by prudential regulators.

IFRS 9 provides general terms for a write-off which 
could be interpreted by banks and auditors in differ-
ent ways. Therefore, prudential regulators may issue 
additional (more calibrated) requirements for a loan 
write-off. The rationale for such a regulation can be 
justified by a need to clean up bank balance sheets 
more forcefully and quickly. This might be particular-
ly important for countries with i) a protracted NPL 
problem36,  ii) a high national NPL ratio, or iii) a sys-
temic37 NPL problem.    

Concern about banks’ capital is a common issue in-
hibiting regulators in the ECA region from setting a 
stricter regulatory framework, including mandatory 
loan write-offs. In several jurisdictions38 there is reg-
ulatory forbearance due to concerns about banks’ 
ability to raise the additional capital required, which 
could crystallize after proper provisioning of prob-
lematic assets. 

4.1. Options available for loan write-off 
rules. 

The country examples illustrate that there are two 
types of write-off regulations available: i) with refer-
ence to time spent in Loss category (e.g., Albania), or 
ii) with reference to 100 percent provisioning (e.g., 
Serbia). It seems that the former framework might 
be more efficient as Loss category is usually defined 
in the respective credit risk regulation, while full pro-
visioning depends on banks’ internal rules that can 
be stretched if needed.

Regulators should have the discretion to decide on 
the form of regulation. It can be either mandatory 
regulation or guidance (based on an obey or explain 
principle). Country experience shows that guidance 
does not work in certain countries. SREP might not 
work well in countries where financial market de-
velopment is at an early stage or good governance 
principles are not working. In these countries, clear 
regulations are the most effective way to implement 
prudential regulation rather than guidance. Empirical 
examples show that guidance is simply ignored by 
banks in some jurisdictions.  

In addition, regulators might introduce differentiated 
periods for write-offs based on the original maturity 
of the loan. To facilitate write-offs, regulators should 
consider introducing phase-out periods for collateral 
treatment for provisioning purposes (e.g., EU - see 
also section 2.1). However, phase out periods should 
be conservative (much shorter than currently in the 
EU regulation) and collateral valuations should be 
based on realistic net-present recovery values dis-
counted by enforcement and maintenance costs. 
Each country, and sometimes even each region with-
in a country, has different collateral enforcement 
periods and associated costs. This is related to the 
effectiveness of the local judicial system39. Phase-out 
periods for collateral treatment should be aligned 
with the real collateral enforcement period in a 
country. The practice of a phase-out period that is 
two-times longer than a real collateral enforcement 
period is hard to justify.
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Country experiences show that often banks do not 
write off loans due to collateral pledged against the 
loan. Even if this collateral is worth 1 cent, banks 
might argue that a loan should not be 100 percent 
provisioned; hence, it cannot be written off.  

The introduction of prudent provisioning and write-
off rules during a period of economic stability or 
growth would be easier and would provide a neces-
sary counter-cyclical buffer. 

4.2. The most efficient way to deal with 
NPL stock. 

To deal with NPL stock most efficiently, a holistic ap-
proach to NPL resolution should be applied. In this 
regard, a comprehensive review of existing imped-
iments and a time-bound strategy for eliminating 
them should be undertaken. It is important to have 
the right sequence of envisaged works. The amount 
of NPL write-offs will be small if provisioning and 
loan migration rules are loose, and tax and judicial 
impediments are not removed.  

The regulator should consider implementing the fol-
lowing steps to achieve good results:

1. Introduce a strict provisioning framework based 
on forward-looking expected credit loss mod-
els, where feasible40. It is of utmost importance 
that prudent loss given default rates are used 
and conservative collateral value estimates are 
applied. A strict cure period after loan restruc-
turing (with meaningful principal and interest 
repayments during it) should be implemented. 
The EBA Guidelines on the management of 
non-performing and forborne exposures41 pro-
vides good practice in this regard. In addition, 
a penalizing loan provisioning system where 
multiple loan rescheduling not returning the 
borrower to viability might be considered.  

2. A conservative phase-out of collateral treatment 
for provisioning purposes should be imple-
mented to avoid situations where NPLs are only 

partly provisioned for an extended time due to 
collateral value, which in many cases is overesti-
mated. These actions should ensure that viable 
loans are restructured in a meaningful way and 
non-viable loans are efficiently enforced and/or 
written off.   

3. Mandatory NPL write-off rules should be im-
plemented based on a specific (short) period 
recorded in Loss category. If tax and judicial 
impediments for NPL resolution are removed, 
a short quantitative criterion (number of days) 
for loan write off would provide an efficient way 
to tackle NPL stock. Applying a qualitative crite-
rion for this purpose might create unnecessary 
ambiguity. 

4. In countries with an acute related-party lend-
ing problem, tight governance arrangements 
should be in place for monitoring the write-offs 
of related-party NPLs. 

5. Countries with SOBs should consider introduc-
ing detailed laws or regulations on how NPLs are 
resolved in SOBs. This will facilitate SOBs man-
agers to take NPL resolution decisions, including 
write-offs, minimizing concerns that state prose-
cutors will sue them for the mismanagement of 
state property.  

6. Regulators should require banks continuing 
monitoring written-off loans to decide on the 
best way to achieve a final resolution. Binding 
reporting periods (e.g., reporting every six-
months to management) could maintain active 
pressure on the ultimate resolution of NPLs. In 
addition, banks should maintain detailed re-
cords of all NPL write-offs performed.  

7. To avoid a situation where banks become asset 
management companies of repossessed assets, 
including after write-offs, a regulator should 
require progressive provisioning of repossessed 
assets after a certain (conservative) period. 

41 The introduction of expected credit loss models might be premature in countries with insufficient historic data and/or lacking supervisors skillful enough to 
review sophisticated internal credit risk models.  

42 EBA. October 2018.
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8. An opening of the NPL market in a specific ju-
risdiction will enable the sale of written-off or 
repossessed assets in the secondary market. 
A vibrant secondary market would ensure that 
competitive bids are available to banks in case 
they decide to sell written-off loans. Although 
prices for seasoned uncollateralized or poorly 

collateralized loans most probably will be very 
low, this will provide banks with an important 
NPL resolution tool. Experience shows that with 
NPL market development higher credit quality 
loans are traded there at a later stage. While the 
opening of the NPL market is desirable it is not, 
however, always feasible. 



10

References

IMF Country Report No. 18/6. Economic recovery and credit growth: the case of Croatia. 
December 2017. https://www.imf.org/~/media/Files/Publications/CR/2018/cr1806.ashx 

IFC. Distressed Asset Transfer Handbook: General Guidelines for the Purchase and Sale of 
Distressed Assets in the Financial Sector. 2012. 
https://www.ifc.org/wps/wcm/connect/9e40a3004dcf6f63a784a7ab7d7326c0/DA_Transfer_
Handbook_2012.pdf?MOD=AJPERES 

BIS. Financial Stability Institute. FSI Insights on policy implementation No 3. Resolution of non-per-
forming loans – policy options. October 2017. https://www.bis.org/fsi/publ/insights3.pdf  

BIS. Financial Stability Institute. FSI Insights on policy implementation No 5. Prudential policy 
considerations under expected loss provisioning: lessons from Asia.      
https://www.bis.org/fsi/publ/insights5.pdf   

BIS. Financial Stability Institute. The identification and measurement of nonperforming assets: a 
cross-country comparison. April 2018. https://www.bis.org/fsi/publ/insights7.pdf 

PWC’s study “Stars and Zombies. Greek corporates coming out of the crisis”. September 2015. 
https://www.pwc.com/gr/en/publications/assets/stars-and-zombies-september-2015.pdf 

Deloitte’s benchmarking survey in Albania “Insights and financial health of top Albanian corpo-
rates”. April 2018.

The National Bank of Ukraine. Financial Stability Report. Issue 3. June 2017. 
Policy Brief “Collateral valuation in the CESEE region”. FinSAC, World Bank Group. May 2018. 
http://pubdocs.worldbank.org/en/170621527522945918/Collateral-valuation-in-the-CESEE-
region.pdf 

EBA. Guidelines on the management of non-performing and forborne exposures. October 2018. 
https://eba.europa.eu/documents/10180/2425705/
EBA+BS+2018+358+Final+%28Final+report+on+GL+on+NPE_FBE+management%29.
pdf/371ff4ba-d7db-4fa9-a3c7-231cb9c2a26a 

ECB. Addendum to the ECB Guidance to banks on nonperforming loans: Prudential provisioning 
backstop for non-performing exposures. October 2017. 

ECB. Stocktake of national supervisory practices and legal frameworks related to NPLs. June 2017. 

The Bank of Albania. Amendments to Credit Risk Management. Article 17. 2014.    https://
www.bankofalbania.org/rc/doc/Regulation_On_Credit_Risk_Management_from_Banks_and_
Branches_of_Foreign_Banks_3281_2_6113.pdf 

Inter-Institutional Working Group in Albania. Action Plan for NPLs. June 2015. https://www.
bankofalbania.org/Supervision/Action_plan_for_non-performing_loans/   



11

The National Bank of Serbia. Decision on the accounting write-off of bank balance sheet assets. 
August 2017. https://www.nbs.rs/internet/english/20/kpb/accounting_write_off.pdf 

Vienna Initiative. Tax impediments to the sale of non-performing loans (‘NPLs’) in Central and 
South Eastern Europe. September 2016. http://npl.vienna-initiative.com/wp-content/uploads/
sites/2/2016/09/NPL-Tax-Article-KPMG-08092016.pdf 

NBRM amendments to the Decision on credit risk management. December 2015. Official Gazette 
of the Republic of Macedonia No. 223/15. http://www.nbrm.mk/WBStorage/Files/Regulativa_
Odluka_krediten_rizik_izmena_ENG.pdf  

NBRM Financial Stability Report of 2016. July 2017.  http://www.nbrm.mk/content/Regulativa/
FSR_2016_ENG.pdf 

Florin Georgescu’s, the first deputy governor of the National Bank of Romania speech at the 
conference “Romania’s Development in the New European Financial Context”. February 2015. 
http://www.bnr.ro/Discurs-sus%C8%9Binut-la-conferinta-’Dezvoltarea-Romaniei-in-noul-context-
financial-european’-12074.aspx 

The Central Bank of Kenya. Prudential Guidelines (page 144). January 2013. https://www.central-
bank.go.ke/wp-content/uploads/2016/08/PRUDENTIAL-GUIDELINES.pdf 

The Bank of Uganda. Statutory Instruments 2005 No. 43. Credit Classification and Provisioning. 
May 2005. https://www.bou.or.ug/bou/bou-downloads/acts/supervision_acts_regulations/
FI_Regulations/FI_CreditClassificationRegulatns2005.pdf 

FinSAC Overview Paper. Loan classification and provisioning: current practices in 26 countries. 
August 2014. 
http://pubdocs.worldbank.org/en/314911450690270267/FinSAC-LoanClassification-Provisioning-
Paper.pdf 


