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S i z e a n d S c o p e o f t h e N P L P r o b l e m i n I t a l y

� I ta ly is the 4th largest economy in the European Union

� European Central Bank (ECB) est imates of I ta l ian NPLs equal to Euro 360

bi l l ion ($402 bi l l ion dol lars ) and continues to grow

� Publ ic Debt to GDP is est imated at 135%

� I ta ly has a low employment rate and is considered among the weakest

economies in the EU

� There are over 600 indiv idual lending inst i tut ions in I ta ly ;

Consol idat ion must occur ; No one solut ion f i ts a l l banks!
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S i z e a n d S c o p e o f t h e N P L P r o b l e m i n I t a l y

� Delayed ac t ions have had a negat ive impac t on investor and consumer

conf idence

� Analysts at Berenberg est imate the Euro 360 bi l l ion of NPLs equates to

18 percent of bank ing system assets

� Analysts also fear that banks may be holding another Euro 45 bi l l ion which

have yet to be deemed NPL

� O f the Euro 360 bi l l ion outstanding NPLs as much as Euro 200 bi l l ion was

lent to borrowers already deemed insolvent . O f those, Euro 85 bi l l ion have

not already been written down
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N P L I s s u e s U n i q u e t o I t a l y

� ECB has imposed restr ic t ions on the I ta l ian governments’ so - cal led “bai l - in”

to rescue I ta l ian banks

� I ta l ian banks with suppor t of the government sold senior subordinated debt

(bonds) to 60,000 retai l investors

� Approximately one -third to one -hal f of the Euro 60 bi l l ion of bonds were sold

to smal l reta i l investors

� According to new EU bank ing rules ( imposed by Germany) a large percentage

of these smal l reta i l investors would lose money before a s ingle Euro of publ ic

money can be used to rescue the falter ing bank ing system

� The Judic ia l System in I ta ly is highly ineff ic ient and histor ical precedents

indicate that the average loan recover y can take up to eight years !
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N P L I s s u e s U n i q u e t o I t a l y

� Banks have written down bad loans to approximately 40 percent of or iginal

face value

� Ac tual recover y rate of NPLs from 2011-2014 amounted to approximately

40 percent of the or iginal loan amount

� Sav v y internat ional NPL investors that have reviewed mult iple por tfol ios of

NPLs indicate that the current market value (trans-ac table value) is bet ween

18 to 20% of the or iginal book value

� Goldman Sachs has est imated the GAP bet ween the Bid-Ask pr ice wi l l require

a capita l infus ion of approximately $38 bi l l ion to shore -up bank balance

sheets. Credit Suisse est imated the bank ing sec tor wi l l need Euro 30 bi l l ion

to “solve the NPL issue”
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N P L C h a r a c t e r i s t i c s i n I t a l y

� NPL’s are under-repor ted and over-valued based on investor reviews of

sample por tfol ios

� As much as 80% of the borrowers are non-f inancia l corporate borrowers

� Unl ike in I re land or Spain, the major i t y of I ta ly ’s nonper forming loans are not

real estate secured (res ident ia l mor tgages) or backed by real estate col latera l

� Corporate unsecured loans have a histor ical low recover y rate and is highly

dependent on an eff ic ient judic ia l system

� A weak economy and lack of government consensus bet ween the PM Matteo

Renzi and Pier Car lo Padoan, M inister of Finance as to the appropr iate ac t ions

to “ k ick-star t ” the economy has led investors to delay aggress ive ac t ion for

fear of “catching a fal l ing sword”
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F a i l e d G o v e r n m e n t E f f o r t s T o D a t e

� M M atteo Renzi faced a pol i t ica l back lash over a Euro 3.6 bi l l ion rescue plan

for four smal l banks af ter thousands of reta i l investors lost money and

mounted protests. M r. Renzi indicated that the government may have to pay

a “socia l subsidy ” to subordinated ( junior) bond holders in saving Banca

Etrur ia , Banca Marche, Car iFerrara and Car iChiet i

� New “ bai l - in” rules to come into force nex t year (2017) wi l l force losses on

junior creditors before taxpayer funds can be used to rescue fai led banks

� The ECB under i ts own pressures (and from those in Germany) wi l l not al low

the use of ECB funds to back-stop I ta l ian government bai l - in plans

� Government suppor ted effor t to create a fund (At lante Fund I) was suppor ted

by a consor t ium of large banks
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F a i l e d G o v e r n m e n t E f f o r t s T o D a t e

� Atlante Fund I to date has been ineffec t ive in changing the dynamics in I ta ly

� I n 2015, a total of only Euro 19 bi l l ion of bad loans were sold at market value

� Recent effor ts to fund Atlante Fund I I a consor t ium of I ta l ian pension funds

has been met with mixed results and many complain that At lante 2 was

“over-paying” for NPLs at Monte dei Paschi
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I n v e s t o r C o n c e r n s

� There is no “organized process” for disposing of nonper forming loans in I ta ly

� The large GAP bet ween the bid and ask pr ice requires s igni f icant bank capita l

infus ions in an environment where banks shares are down as much as 70-80%

� I nvestor and consumer conf idence is at an al l t ime low to be attempting to

raise new capita l for the banks

� I ta ly is fac ing weak economic prospec ts for recover y exacerbated by

geo -pol i t ica l issues (migrants) and a slowing global economy
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I n v e s t o r C o n c e r n s

� Debtors are under no pressure to resolve debts given the weak judic ia l

system

� Unl ike Spain and I re land that had a large amount of res ident ia l NPLs, there is

no “ benchmark ” by which investors can value I ta l ian NPLs

� The large percentage of unsecured corporate loans compris ing I ta l ian NPLs

requires investor to have a strong onshore “ser vic ing platform”. To date

investors have been reluc tant to bui ld these platforms due to a lack of

disposal ac t iv i t y



C R O S S W A T E R
R E A L T Y A D V I S O R S

2 0 0 N o r t h L a r c h m o n t B o u l e v a r d

L o s A n g e l e s , C a l i f o r n i a 9 0 0 0 4

T 2 1 3 6 2 9 9 9 0 1

C 3 1 0 8 7 4 1 7 4 9

t l e a r y @ c r o s s w a t e r a d v i s o r s . c o m

r o d m a n . c h i n a @ g m a i l . c o m


