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EBA and Basel Committee Mitigation Measures

§ The Covid-19 pandemic and the resulting profound economic crisis we are experiencing has prompted
several regulators to implement support measures for the banking sector to ensure the continuation of
financing activities for the real economy.

§ In the period March-April 2020 ECB, EBA, ESMA and BIS have undertaken a series of initiatives that we
could categorize into two directions such as:

1. Relief measures for prudential requirements and other supervisory measures.

2. Credit risk mitigation measures.

§ In the continuation of this short note, we will focus on some initiatives aimed at mitigating credit risk
announced by:

§ EBA
§ Statement on the application of the prudential framework regarding Default, Forbearance 

and IFRS9 in light of COVID19 measures - 25 March 2020.
§ Guidelines (GL/2020/02) on legislative and non-legislative moratoria on loan repayments 

applied in the light of the COVID-19 crisis - 2 April 2020.

§ Basel Committee on Banking Supervision
§ Measures to reflect the impact of Covid-19 - 3 April 2020.
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§ The extraordinary measures taken by national governments and EU bodies to address systemic-risks
in the banking sector can be divided in (i) payment moratoria and (ii) loan government guarantees.

§ Despite the exceptional nature of the interventions, financial institutions have still the obligations to
assess the credit quality of the exposures benefiting from these measures: this is crucial to provide
true information about the quality of banks’ portfolios and to ensure that banks are adequately
capitalized.

§ Payment moratorium periods (public or granted by

banks on a voluntary basis) can be excluded by

banks from the counting of days past due.

§ The careful assessment of unlikeliness to pay should

be based on whether the borrower is unlikely be

able to repay the rescheduled payments
(diminished financial obligation), and where there

are no concerns in that regard the exposure may

remain in the current classification status (no

automatism).

§ Public and private moratoria should be treated

similarly to the extent they have similar purpose and

characteristics.

Past due and unlikeliness to pay

These approaches implies a mitigation in terms of bank risk-based capital 
requirements.

§ Payment moratorium (public or granted by

banks on a voluntary basis) or loans public
guarantees should not automatically lead to the

loan being categorized as forborne (performing

or non-performing).

§ No automatic reclassification is needed when

general measures are being offered.

Forbearance
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§ It is of paramount importance that in the period directly after the moratoria, banks should pay
attention to those exposures which experience delays in payments on the revised schedule and
identify potential unlikeliness to pay in a timely and discriminative manner.

§ Very important: COVID-19 measures are not related to borrower specific creditworthiness.

Loans that are subject to government guarantees must follow a risk-based capital 
treatment based on the sovereign risk weight used in the RWA calculation of 

Standardized or IRB Approach.

Payment 
moratoria 

Loans
(Government guarantees)

Past Due Exclusion from the number of days past 

due (90 days)
N/A

Unlikely to Pay
Assessment of whether the borrower is 

unlikely be able to repay the rescheduled 

payments

N/A

Forbearance Payment moratoria or government guarantee should not automatically lead to 

categorized as forborne
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§ The payment moratoria (public or granted by banks on a voluntary basis) are taking different forms
but they tend to have similar objectives and economic substance: the common element of all of
these measures is that they all provide for a payment relief for obligors affected by the COVID-19
pandemic by allowing suspension or postponement of payments within a specified period of time.

§ Following the conditions that moratoria must fulfil:

§ it was launched in response to the COVID-19 pandemic: it is required that the moratorium is
announced and applied before 30 June 2020;

§ it has to be broadly applied;
§ it has to apply to a broad range of obligors;
§ it may be based on an application from the obligor requesting the application of the

moratorium;
§ the same moratorium offers the same conditions;
§ it changes only the schedule of payments;
§ it does not apply to new loans granted after the launch of the moratorium.

Banks need to collect information about the scope and effects of the use of the 
moratoria, providing relevant information to their competent authorities, while 
specific disclosure requirements to the public will be published by EBA at a later 

point in time.



www.iasonltd.comCopyright © 2020 - Iason Consulting Ltd. All rights reserved

04
Accounting Treatment



Copyright © 2020 – Iason Consulting Ltd. All rights reserved

11

Accounting Treatment

11

IFRS 9
§ IFRS 9 is based on a set of principles that by nature are not mechanistic and require the application of a

certain degree of judgment.

§ In the pandemic and economic crisis contest we are living, there are high levels of uncertainty
currently surrounding the forward-looking information relevant to estimating expected credit losses
(ECLs) and to applying the IFRS 9 assessment of significant increases in credit risk (SICR).

§ The application of public guarantees or payment moratoriums should not be considered by
themselves as an automatic trigger to conclude that the exposures should move from a 12-month ECLs
to a lifetime ECLs measurement: it must be mitigated any potential cliff effect of transfers between
stages (the issue of pro-cyclicality).

§ Banks may apply the existing transitional arrangements (which allows preparers to spread the day 1
capital impact over the period of five years) even if they were not initially implemented when they first
adopted the ECL model.
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Potential risks on banking activities and related remediation
Risk Impact Remediation

Credit Risk

§ Minimize inconvenience to customers in order to 

facilitate access to the measures.

§ Ensured timely and uniformity of application.

§ Simplifications and speed-ups of the processes 

must not be detrimental to a rigorous assessment 

of the creditworthiness of the potential obligor.

§ Review the credit process both in the 

origination and in the monitoring phases.

§ Goals of the process’ review and simplification 

to be achieved with a team made up of the 

various players from the credit, business, legal, 

risk/internal validation, IT, organization and 

human resources departments.

Operational
and IT Risks

§ Inadequacy of the credit process and of the 

legacy systems could lead to fraud (both internal 

and external), process operational errors, cyber

attacks and/or operational slowdowns, third-

party services provider gaps. 

§ Enhance monitoring activities in order to have 

an effective control system and to speed up 

both the "agile" work mode and the digital 

innovation.

Liquidity Risk § Funding costs increasing

§ Liquidity stress and/or crisis

§ Optimal management of short- and long-term 

liquidity with review of both the Funding Plan 

and the Contingency Funding Plan.

AML and 
Terrorist 

Financing Risk

§ The deep crisis underway is particularly fertile 

ground for criminal organizations.

§ Follow obligations under the anti-money 

laundering regulations, calibrating the depth 

and intensity of the checks to be carried out 

for the purpose of adequate customer 

verification.

Strategic and 
Reputational 

Risks

§ If not adequately managed, the elements 

highlighted in the previous risks will lead to the 

emergence of business and reputational risks for 

banks.

§ Banks need to arrange and manage a proper

remediation plan for all the previous risks
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