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§ This brief analysis is an overview of the Calendar Provisioning topic which calls for the

adoption of common approaches aimed at timely achievement of minimum provision

levels for banks.

§ Even if we are living in times of Covid-19 crisis, it is crucial for the banking sector to

continue identifying, reporting and managing asset quality deterioration and the build-

up of NPEs* in accordance with the existing rules (i.e. credit, operational, legal and

AML/CFT) so as to maintain a clear and accurate picture of banking’ risks.

§ At the same time flexibility, granted by different Regulators in time of Covid-19 crisis so

far, should be deployed to help banks absorb the impact of credit risk developments and

to mitigate the pro-cyclicality of that impact.

§ After a regulatory and supervisory examination, both on the Capital Requirements

Regulation - CRR and on the ECB Addendum, where it is clear that the banks' provisioning

must be adequate and timely in a prudential perspective, have been highlighted some

cross impacts and remediation on bank’ processes and procedures.

*It should be borne in mind that in this document the concepts of "non-performing exposure" (NPE) and "non-performing
loan" (NPL) are considered equivalent.
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•They generate less income, reducing profitability
capital.

•They tie-up large amounts of a bank's resources and
reduce the lend bank's capacity.

High stocks of NPLs burden 

on bank performance 

•Bank supervision and regulation.

•Reform of restructuring, insolvency and debt
recovery frameworks.

•Developing secondary markets for distressed assets

•Fostering restructuring of the banking system.

Areas of action plan to 

tackle NPLs

•Proactivity to address NPLs at an early stage and
avoid too large accumulation of NPEs.

•The disposal of stocks of NPLs is encouraged in 
efficient, competitive and transparent secondary 
markets.

Adequate resources when 

new loans become non-

performing

Context Situation
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Regulatory Intervention

“Prudential backstops could take the shape of compulsory prudential deductions from

own funds of NPEs, following an assessment of the most appropriate calibrations in line with

international practice. Insufficiently provisioned NPEs are more likely to remain on banks’

balance sheets in an attempt by banks to avoid or delay loss recognition. Under-

provisioning and loss forbearance are major obstacles to debt restructuring and asset sales,

since banks may postpone restructuring or deleverage in order to avoid loss recognition“.

(European Commission 14/03/2018 – COM(2018) 134 final)

Pillar II

ECB

Addendum to the ECB Guidance 

to banks on NPL 2
One of the most important goal of regulation 
should be avoiding that players in specific fields 
commit frauds

Avoid Fraud

1
Pillar I

European Commission

amending Regulation (EU) 

nr. 575/2013 (CRR) 1
Different but consistent approaches between

European Commission and ECB
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The approach regarding the expectations of coverage of the NPLs by the European

Commission and the ECB is defined by some documents

Document Authority
Proposal for a REGULATION OF THE EUROPEAN PARLIAMENT AND OF THE 

COUNCIL on amending Regulation (EU) No 575/2013 as regards minimum 

loss coverage for nonperforming exposures 

COM(2018) 134 final of 14 March 2018

European 

Commission

Addendum to the ECB Guidance to banks on non-performing loans: 

supervisory expectations for prudential provisioning of non-performing 

exposures 

March 2018

ECB

REGULATION (EU) 2019/630 OF THE EUROPEAN PARLIAMENT AND OF THE 

COUNCIL of 17 April 2019 amending Regulation (EU) No 575/2013 as 

regards minimum loss coverage for non-performing exposures

(EU) 2019/630 of 17 April 2019

European 

Commission

Communication on supervisory coverage expectations for NPEs

August 2019
ECB
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CRR modification - NPLs prudential deductions from own funds (TIER 1) to be applied if the

accounting provisions (IFRS 9) are not considered sufficient

1
Requirement for banks to cover up

to common minimum levels the

incurred and expected losses on

newly originated loans once such

loans become non-performing

(minimum coverage requirement).

The prudential backstop should not forbid competent authorities from exercising their

supervisory powers (see Capital Requirements Directive - CRD). Where authorities verified

case-by-case that, despite the application of the prudential backstop for NPEs, the NPEs of a

specific institution are not sufficiently covered, it should be possible for them to require

institutions to apply a specific provisioning policy or treatment of assets in terms of own

funds requirements.

“Proposal for a REGULATION OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL on 

amending Regulation (EU) No 575/2013 as regards minimum loss coverage for 

nonperforming exposures” - European Commission (14 March 2018)  

Where the minimum coverage

requirement is not met, a deduction

of the difference between the level

of the actual coverage and the

minimum coverage from CET1

items.
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CRR modification – pre-defined calendar

• The longer an exposure has been non-performing, the lower the probability for the

recovery of its value. Then, the part of the exposure that should be covered by provisions,

other adjustments or deductions should raise with time, following a pre-defined calendar.

• It should be possible to take forbearance measures into account for the purpose of

applying the relevant coverage factor. The exposure should continue to be classified as no-

performing but the coverage requirement should remain stable for one additional year.

Therefore, the factor that would be applicable during the year in which the forbearance

measure has been granted should be applicable for two years. (this should not lead to the

extension of the provisioning calendar).

The same calendar should be applied irrespective of the reason for which the exposure is

non-performing :

unsecured NPEs → 3 years calendar

NPEs secured by immovable collateral → 9 years calendar

other secured NPEs → 7 years calendar

“REGULATION (EU) 2019/630 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL of 17 

April 2019 amending Regulation (EU) No 575/2013 as regards minimum loss coverage for non-

performing exposures” - European Commission (17 April 2019)
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“REGULATION (EU) 2019/630 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL of 17 

April 2019 amending Regulation (EU) No 575/2013 as regards minimum loss coverage for 

non-performing exposures” - European Commission (17 April 2019)

1 ”Regarding the changes necessary in order to maximise the capacity of credit institutions to lend and to absorb losses
related to the COVID-19 pandemic, European Commission has requested to align the minimum coverage requirements for
non-performing exposures benefiting from guarantees granted by national governments or other public entities to those
benefiting from guarantees granted by official export credit agencies. Therefore, guarantees and counter-guarantees that are
extended in the context of the COVID-19 pandemic in accordance with State aid rules should be treated in the same way as
guarantees provided by official export credit agencies.” - European Commission 28/04/2020 - COM(2020) 310 final)

CRR modification - regulatory application only for exposures assumed after 26/04/2019

 by immovable 
collateral

by an official 
credit agency 1

Others 
secured

2° year - - - 35%
3° year 25% - 25% 100%
4° year 35% - 35% 100%
5° year 55% - 55% 100%
6° year 70% - 80% 100%
7° year 80% - 100% 100%
8° year 85% 100% 100% 100%
9° year 100% 100% 100% 100%

Years of 
classification 

as NPE

NPE
secured

unsecured
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Supervisory approach - summary of the concept of prudential provisions

“Addendum to the ECB Guidance to banks on non-performing loans: supervisory 

expectations for prudential provisioning of non-performing exposures” - ECB (March 2018)

One of the most important 
goal of regulation should be 
avoiding that players in 
specific fields commit frauds

Avoid Fraud

1
OWN FUND 

DEDUCTIONS

Respective EL shortfall or other 
CET 1 deductions from own fund 

One of the most important 
goal of regulation should be 
avoiding that players in 
specific fields commit frauds

Avoid Fraud

1
ACCOUNTING 

PROVISIONS

(IFRS 9)

One of the most important 
goal of regulation should be 
avoiding that players in 
specific fields commit frauds

Avoid Fraud

CAPITAL 

PROVISIONING BY 

BANK

+ =

1) Supervisory expectations → prudential provisioning expectations

2) Supervisory dialogue → supervisory dialogue on expectations including analysis

of bank-specific circumstances

3) SREP decisions → results of supervisory dialogue will be incorporated into

bank-specific SREP decisions
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Supervisory approach – pre-defined calendar

• The supervisory expectations define what the ECB consider to be a prudent treatment

of NPEs. Its goal is to avoid an excessive stock of not-covered aged NPEs on banks'

balance sheets in the future; this not substitute any applicable regulatory or

accounting requirements.

• The position provided does not bind banks but serves as a basis for a supervisory

dialogue. The ECB will judge any differences between banks' practices and the

prudential provisioning expectations.

• The scope will check the supervisory expectations to new NPEs classified as such from

1 April 2018 onwards.

The calendar provisioning of NPEs provides for a difference in treatment depending on

whether the exposure is secured or not:

secured NPEs → 7 years calendar

unsecured NPEs → 2 years calendar

“Addendum to the ECB Guidance to banks on non-performing loans: supervisory 

expectations for prudential provisioning of non-performing exposures” - ECB (March 2018)



Copyright © 2020 – Iason Consulting Ltd. All rights reserved

14

Regulatory Overview 7/8

14

Supervisory approach - key principles

“Communication on supervisory coverage expectations for NPEs” - ECB (August 2019)

•Low number of initial peer groups with different
convergence paths towards the respective coverage levels

•Intuitive parameters for grouping entities based on NPL
levels and their ability to cope with them.

•Flexible framework for the path to full provisioning levels.

Simplicity

•Achieve the same treatment of NPL stock and flow over
the medium term, but with full consideration of the
specific individual situation of each bank.

Promote a level playing 

field

•Recommendations are made only for the time starting in
end-2020 in order to support banks to implement their
NPL reduction strategies with the consideration that banks
with larger NPL challenges may confront additional issues
and may need more time than those with smaller NPL
challenges.

Adequate time to 

prepare
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Supervisory approach - SREP target on the NPL stock at 31/03/2018

• Banks were allocated to three different groups based on their net NPL ratios as of end-

2017. For each group, a gradual path to 100% coverage expectations was planned,

separately for unsecured and secured NPLs, with the goal of achieving adequate

provisioning levels of NPLs and the same coverage of the stock and flow of NPLs over the

medium term.

“Communication on supervisory coverage expectations for NPEs” - ECB (August 2019)

Group 2

net NPL ratio between 

5% and 12.5% 2One of the most important goal of 
regulation should be avoiding 
that players in specific fields 
commit frauds

Avoid Fraud

1
Group 1

net NPL ratio 

below 5% 1
Group 3

net NPL ratio 

above 12.5% 3
Group 1 Group 2 Group 3

Initial coverage target (2020) 60% 50% 40%
Annual coverage increase 10% 10% 10%
Full applicability (100%) 2024 2025 2026
Initial coverage target (2020) 70% 60% 50%
Annual coverage increase 10% 10% 10%
Full applicability (100%) 2023 2024 2025

Secured 
Exposures
(> 7 years)
Unsecured 
Exposures
(> 2 years)
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Main differences between the European Commission and ECB approaches

Pillar I approach Pillar II approach
The CRR Pillar I NPE treatment requires all banks to make a
deduction in an automatic manner from own funds where
NPEs are not sufficiently covered by provisions or other
adjustments.

The ECB’s supervisory expectations for prudential
provisioning under Pillar II approach are not legally binding
and follow a 3-step approach.

Forbearance exposure should continue to be classified as
no-performing but the coverage requirement should
remain stable for one additional year (the factor that would
be applicable during the year in which the forbearance
measure has been granted should be applicable for two
years).

Coverage requirements for Forbearance measures under the
Pillar II approach are assessed under the bank specific
circumstance; they are not legally binding.

Calendar calibration: 3/7/9 years vintage count for NPEs
that are unsecured/secured (other than by immovable
property)/secured by immovable property.

Calendar calibration: 2/7 years vintage count for
unsecured/secured NPEs.

The Pillar I NPE treatment applies only to NPEs that will
emerge from new loans originated from 26 April 2019
onwards.

The Pillar II NPE treatment applies also to the existing stock
of NPEs and the full population of existing performing loans
on the balance sheets of banks originated before 26 April
2019 which may turn into NPEs in the future.
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Pillar I approach Pillar II approach

The CRR Pillar I NPE treatment requires all banks to
make a deduction in an automatic manner from

own funds where NPEs are not sufficiently covered
by provisions or other adjustments.

The ECB’s supervisory expectations for prudential
provisioning under Pillar II approach are not legally
binding and follow a 3-step approach.

The CRR Pillar I NPE treatment is legally binding

and requires all banks to make a deduction from
own funds where NPEs are not sufficiently covered

by provisions or other adjustments in an automatic
manner.

The ECB’s supervisory expectations for prudential

provisioning under Pillar II approach are not legally

binding and follow a 3-step approach. In particular:

1- starting point for a supervisory dialogue;
2- dependent on a case-by-case assessment after

being thoroughly discussed during the supervisory

dialogue (including analysis of bank-specific

circumstances);

3- supervisory measure may be applied under the
Pillar 2 framework in the SREP cycle.

Regarding the different nature with which the deductions from own funds associated with 

the different treatments must be calculated, a different approach remains compared to that 

envisaged by the European Commission and the ECB

Main differences between the European Commission and ECB approaches
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Pillar I approach Pillar II approach

Forbearance exposure should continue to be classified
as no-performing but the coverage requirement should
remain stable for one additional year (the factor that
would be applicable during the year in which the
forbearance measure has been granted should be
applicable for two years).

Coverage requirements for Forbearance measures
under the Pillar II approach are assessed under the
bank specific circumstance; they are not legally
binding.

According to the European Commission approach, the
exposure should continue to be classified as no-
performing but the coverage requirement should
remain stable for one additional year. Therefore, the
factor that would be applicable during the year in which
the forbearance measure has been granted should be
applicable for two years..
This additional year should only be allowed for the first
forbearance measure that has been granted since the
exposure was classified as non-performing and this
should not lead to the extension of the provisioning
calendar.

According to the ECB approach, coverage expectations
will not automatically remain stable for one additional
year in the case of the first forbearance measure. The
reason for this is that NPEs with forbearance measures
under the Pillar 2 approach are assessed under the
bank specific circumstances.

Regrading the forbearance measures, a different approach remains compared to that envisaged by 
the European Commission and the ECB.

Main differences between the European Commission and ECB approaches
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Pillar I approach Pillar II approach

Calendar calibration: 3/7/9 years vintage count for

NPEs that are unsecured/secured (other than by

immovable property)/secured by immovable

property.

Calendar calibration: 2/7 years vintage count for

unsecured/secured NPEs.

The relevant time frames for NPEs

arising from loans originated before
26 April 2019 will be changed from

2/7 years to 3/7/9 years, to align these
time frames with those in the Pillar I

framework.

Moreover, for parts of NPEs
guaranteed or insured by an official

export credit agency, there are no
coverage expectations until the 7-

years vintage bucket.

Regarding the calendar calibration,
the two approaches have been
homogenized.

Source: “Communication on supervisory coverage expectations for NPEs” - ECB (August 2019)

Main differences between the European Commission and ECB approaches
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Source: “Communication on supervisory coverage expectations for NPEs” - ECB 
(August 2019)

Pillar I approach Pillar II approach

the Pillar I NPE treatment applies only to NPEs that

will emerge from new loans originated from 26
April 2019 onwards.

The Pillar II NPE treatment applies also to the

existing stock of NPEs and the full population of
existing performing loans on the balance sheets of
banks originated before 26 April 2019 which may
turn into NPEs in the future.

The scope of the ECB’s supervisory
expectations for new NPEs under the Pillar

II approach will be limited to exposures

not subject to Pillar 1 treatment – i.e. to
NPEs arising from loans originated before

26 April 2019.
NPEs arising from loans originated from 26

April 2019 onwards will in principle be

subject solely to Pillar I. However, the ECB
may still apply Pillar II measures if the

specific circumstances really warrant
them.

There are therefore no overlaps between
the two approaches.

Main differences between the European Commission and ECB approaches
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Source: “Communication on supervisory coverage expectations for NPEs” - ECB (August 2019)

Main differences between the European Commission and ECB approaches
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Impact Remediation

NPL 
management

• Recovery activities need to speed-up even via outsourcing.

• Increase number of NPLs disposal operations at a “fair price”.

• Monitoring system of 1Lod, 2Lod and 3Lod: more efficient both on NPE exposures and

collateral.

Loan
origination and 

monitoring

• Sectors and geographical location with a less volatile risk profile are to be preferred.

• Guaranteed exposures and consideration of the exposure duration are to be preferred.

• Pricing risk adjusted needs to revamp; possible change of managerial LGD models.

• Monitoring system of 1Lod, 2Lod and 3Lod: proactive management of exposures and

collateral is encouraged, far before exposure reaches a non-performing status.

• Incentive systems to be reviewed for both business and origination.

Capital 
requirements 

and 
profitability

• Higher capital requirements, considering the gradual provisioning to 100% of the
amount of the residual debt within certain deadline.
• Loss of profitability can be defeat with a fair disposal of the NPLs, contracts with

covenants, products with flexibility in terms of duration, loan-to-value, pre-
amortization.

• Changes to regulatory LGD models.

Market 
disclosure • Effects on market discipline and Pillar III disclosure reporting.

* It is crucial considerer that, due to Covid-19 pandemic crisis, banks have  benefited from a flexible Regulator’ treatment on the 
implementation of NPLs strategies/plan, default classification, forborne exposures identification and IFRS9 treatment.

Some impacts and remediation on bank’ processes and procedures* 
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