..,)1/4,‘0,10/0/1‘@,%2__,m,‘w._w.@z,%ﬁé%,_.,..-..,._.
aOO/O/O/ PO A N SN
VR e et
,,a—O"//'QA/.’v ‘/%’f—./v.” ,..‘ .,

IMPLEMENTATION OF SELECTED

COVID-19 POLICIES

EBA/REP/2021/02

L
! T
[ =
| £
@)
-
o
O
4 Q.
w
o
<
(aa]
L

N.L ~icy n \ A mli...lrl.l-lf -.ﬂl;l — lcl.llll.lllnalllllnll!).
— = VIR \, s =~ -
—— ”ﬁrﬂﬂ#,ﬁ!ﬁeiﬂluu _.Wu%%ﬂrzq.ﬁﬂv\n ———
i e Yy ......_‘.. = n.. i | En T — = - = : ..lUVi%- = X
{of : I o | ) e TR T o =
: dvni e == X S % —

iz b

e




REPORT ON THE IMPLEMENTATION OF SELECTED COVID-19 POLICIES

EUROPEAN
BANKING

AUTHORITY

Contents

Abbreviations 4
Executive summary 5
1. Introduction 6
2. Guidelines on moratoria: implementation and monitoring 9
2.1 Questions and answers about the implementation of the guidelines on moratoria 10
2.1.1 Keyissues 10
Similar measures 10
Selection criteria 14
2.1.2  Other questions 15
2.2 Summary of notifications received 35
3. Operational risk 38
3.1 Background 38
3.2 General criteria on COVID-19-related operational risk losses 39
3.3 COVID-19 operational risk classification schema 40
3.3.1 Impacts of COVID-19 on institutions’ business continuity 41
3.3.2 Impacts of COVID-19 on institutions’ ordinary course of business 41
3.3.3 Impacts of COVID-19 on credit risk and potential consequences on operational risk
41
3.3.4 Impacts of implementing novel legislation in response to COVID-19 43
3.3.5 Impacts of COVID-19 on loss events 44
4. Guidelines on COVID-19 reporting and disclosure: implementation questions 52
4.1 COVID-19 reporting 52
4.1.1 General: definitions and scope 52
Level of application 52
4.1.2 F90.01: Overview of EBA-compliant moratoria (legislative and non-legislative) 55
Scope of the template 55
4.1.3  F90.02: Overview of other COVID-19-related forbearance measures 58
4.1.4 F90.03: Overview of newly originated loans and advances subject to public
guarantee schemes in the context of the COVID-19 crisis 58
4.1.5 F91: Information on loans and advances subject to measures applied in response
to the COVID-19 crisis 60
4.1.6 F92.01: Measures applied in response to the COVID-19 crisis: breakdown by
Nomenclature of Economic Activities (NACE) codes 62
4.1.7 F93.01: Interest income and fee and commission income from loans and advances
subject to COVID-19-related measures 63
4.1.8 F 93.02: Prudential information on loans and advances subject to public guarantee
schemes in the context of the COVID-19 crisis 63
4.2 COVID-19 disclosure 64

4.2.1 General: definitions and scope 64



REPORT ON THE IMPLEMENTATION OF SELECTED COVID-19 POLICIES
EUROPEAN
BANKING

AUTHORITY

4.3. Additional implementation questions on COVID-19 reporting received after the first
remittance date 66

4.3.1. General issues 66
4.3.1 F90.01: Overview of EBA-compliant moratoria (legislative and non-legislative) 69
4.3.2  F90.03: Overview of newly originated loans and advances subject to public

guarantee schemes in the context of the COVID-19 crisis 70
4.3.3 F91: Information on loans and advances subject to measures applied in response to
the COVID-19 crisis 71

4.3.4 F92.01: Measures applied in response to the COVID-19 crisis: breakdown by
Statistical Classification of Economic Activities in the European Community (NACE) codes 71
4.3.5 F93.01: Interest income and fee and commission income from loans and advances

subject to COVID-19-related measures 72
5. Downturn LGD estimation 74
5.1 Identification of (a likely) COVID-19 downturn period 74
5.2 Calibrating COVID-19 downturn LGDs 76
6. Treatment of public guarantee schemes 79
6.1 Approaches available to recognise public guarantees 79
6.2 Categorisation of the changes to the rating systems 82

6.3 IRB guarantors and changes in the scope of PPU 84



REPORT ON THE IMPLEMENTATION OF SELECTED COVID-19 POLICIES

EUROPEAN
BANKING

AUTHORITY

Abbreviations

AMA advanced measurement approach
ASA Alternative Standardised Approach
B&R background and rationale

BIA Basic Indicator approach

CA competent authority

CRR Capital Requirements Regulation
EBA European Banking Authority

GL guidelines

HDP high default portfolios

IRB internal ratings based

NPV net present value

RWA risk-weighted asset
SA standardised approach
TSA The standardised approach for operational risk

SMEs small and medium-sized enterprises



REPORT ON THE IMPLEMENTATION OF SELECTED COVID-19 POLICIES
EUROPEAN
BANKING

AUTHORITY

Executive summary

The COVID-19 pandemic has raised a significant number of policy challenges, at both the EU and
national levels. The EBA took decisive actions, including, in particular, the publication of the
Guidelines on legislative and non-legislative moratoria on loan repayments (hereinafter the GL on
moratoria), whereby the flexibility embedded in the regulatory framework is applied with the aim
of preserving comparable metrics. The EBA has also published the Guidelines on reporting and
disclosure of exposures subject to measures applied in response to the COVID-19 crisis (hereinafter
the GL on COVID-19 reporting and disclosures). The objective of these guidelines is to address the
data needs and to coordinate short-term additional supervisory reporting and disclosure necessary
for monitoring the implementation of the measures introduced in response to the COVID-19 crisis
across the EU Member States. It is however also clear that a significant number of policy issues have
arisen and are still arising. This report, therefore, is a third COVID-19 implementation report, which
provides clarifications on questions raised in the context of the EBA’s monitoring of the
implementation of COVID-19 policies. Given that new issues may continue to arise, EBA might
update the report at a later stage.

The implementation report, at the current stage, includes questions and answers brought to the
attention of the supervisory community on the GL on moratoria; this is accompanied by a summary
overview of the general payment moratoria in place in the EU. The implementation report covers
also questions and answers in relation to the implementation of the GL on COVID-19 reporting and
disclosure. The GL on moratoria and the GL on COVID-19 reporting and disclosure have been
developed under extremely tight deadlines and, therefore, providing a clarification of certain
paragraphs is deemed of broader interest to the industry and the public.

The report also includes considerations of criteria that institutions should adopt with regard to
operational risk in the context of COVID-19, enriched with respect to the previously published
version (EBA/REP/2020/19) to address questions raised in the meantime by institutions and
supervisor. The common criteria provided in the report aim to reduce possible inconsistencies in
the calculation of capital requirements and supervisory reporting related to operational risk. This
will allow institutions to have a clear view of supervisory and regulatory expectations, when dealing
with operational risk events and losses stemming from COVID-19 pandemic.

The report also includes clarifications on the likely identification of a COVID-19-triggered downturn
period and its incorporation into downturn LGD estimation.

Finally, the report includes clarifications on the treatment of the COVID-19 public guarantee
schemes as a form of credit risk mitigation under the A-IRB approach.
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1. Introduction

The EBA has taken a number of steps to clarify the flexibility embedded in the regulatory capital
framework and provide operational relief in response to the COVID-19 pandemic; this is most
clearly summarised in its Statement on the application of the prudential framework regarding
Default, Forbearance and IFRS9 in light of COVID-19 measures of 25 March 2020.* Following up this
statement, the EBA published on 2 April 2020 the Guidelines on legislative and non-legislative
moratoria on loan repayments (EBA/GL/2020/02; hereinafter the GL on moratoria),? whereby
conditions are provided under which exposures covered by the moratoria should not necessarily
be classified as forborne under Article 47b of Regulation (EU) No 575/20132 (Capital Requirements
Regulation — CRR) and, consequently, would not have to be automatically assessed as distressed
restructuring under the definition of default.

The GL on moratoria allow institutions to grant payment holidays for a pre-defined set of obligors,
for which there need not be an automatic regulatory reclassification, due to the unprecedented
situation, which customers and institutions face today with the COVID-19 pandemic. It however
remains of utmost importance that institutions continue to monitor the portfolio and recognise
losses in line with the remaining prudential framework. Therefore, while the application of the
Guidelines remove the obligation to perform an automatic reclassification, when granted payment
holidays under a broad moratorium, it does not remove the responsibility of institutions to continue
loan monitoring and ensure that credit issues, both in the prudential, but also accounting
framework, is recognised.

In order to allow effective monitoring of the effects of the COVID-19 pandemic and the application
of response measures, it is necessary for credit institutions to collect information about the scope
and effects of the use of the moratoria and other COVID-19-related forbearance measures.
Monitoring of the application of the moratoria on loan repayments, COVID-19-related forbearance
measures and the use of public guarantees to new lending is crucial for the purposes of risk analysis
of individual institutions and for the overall financial stability in the EU. The templates introduced
under the Guidelines on reporting and disclosure of exposures subject to measures applied in
response to the COVID-19 crisis (EBA/GL/2020/07; hereinafter the GL on COVID-19 reporting and
disclosures)* are expected to achieve this objective.

! Link to the statement on the application of the prudential framework regarding Default, Forbearance and IFRS9 in light
of COVID19 measures.

2 Link to the guidelines on moratoria.

3 As amended by Regulation (EU) 2019/630 of the European Parliament and of the Council of 17 April 2019 amending
Regulation (EU) No 575/2013.

4 Link to the guidelines on COVID-19 reporting and disclosure.



https://eba.europa.eu/sites/default/documents/files/document_library/News%20and%20Press/Press%20Room/Press%20Releases/2020/EBA%20provides%20clarity%20to%20banks%20and%20consumers%20on%20the%20application%20of%20the%20prudential%20framework%20in%20light%20of%20COVID-19%20measures/Statement%20on%20the%20application%20of%20the%20prudential%20framework%20regarding%20Default%2C%20Forbearance%20and%20IFRS9%20in%20light%20of%20COVID-19%20measures.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/Guidelines%20on%20legislative%20and%20non-legislative%20moratoria%20on%20loan%20repayments%20applied%20in%20the%20light%20of%20the%20COVID-19%20crisis/882537/EBA-GL-2020-02%20Guidelines%20on%20payment%20moratoria.pdf
https://eba.europa.eu/eba-issues-guidelines-address-gaps-reporting-data-and-public-information-context-covid-19
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These Guidelines address data gaps associated with such measures to ensure an appropriate
understanding of institutions’ risk profile and the asset quality on their balance sheets for both
supervisors and the wider public.

The aim of the first part of the report is twofold: (i) to provide a follow-up on the implementation
issues around COVID-19 credit risk policy relief measures and, in particular, the GL on moratoria;
and (ii) to monitor how such measures are implemented. Implementation aspects in the context of
COVID-19 are also analysed for EBA policies regarding own funds requirements, such as the CRM
framework and the draft RTS on the specification of the nature, severity and duration of an
economic downturn in accordance with Articles 181(3)(a) and 182(4)(a) of Regulation (EU)
No 575/2013 (hereinafter the RTS on economic downturn)® and the Guidelines for the estimation
of LGD appropriate for an economic downturn (hereinafter the GL on downturn LGD estimation)®.
Moreover, while the report focuses on credit risk policies, it also provides some considerations
around operational risk in the context of the COVID-19 pandemic, in particular related to the
recognition of credit and operational risk losses stemming from COVID-19.

This report also answers frequently asked questions by the credit institutions in the implementation
of the reporting and disclosure requirements set out in the GL on COVID-19 reporting and
disclosure.

The structure of the report is as follows:

= Section 2 focuses on the implementation issues around the GL on moratoria. In particular,
several CAs and institutions brought up aspects of the guidelines that may deserve further
clarification. The most relevant questions and answers, which should reflect the views of the
EBA’s members, are gathered in Section 2.1. Section 2.2, moreover, presents a summary
overview of the moratoria in place in the EU as a follow-up to the notifications that the EBA
received from CAs.

= Section 3 focuses on common criteria that institutions should follow for the identification and
treatment of COVID-19 related operational risk events and losses, through the provision of a
dedicated ‘risk classification schema’. The schema aims to reduce possible inconsistencies in
the calculation of capital requirements by institutions, in the context of COVID-19. This is done
through the provision of general criteria, a dedicated ‘risk classification schema’ and
interpretative elements for the identification and quantification of the one-off attribute of
COVID-19 operational risk costs. In particular, the general criteria and the interpretative
elements of the one-off operational risk costs have been added to the Section 3 in order to
address the questions raised by institutions and supervisors after the publication of the
previous version of this report.

> Link to the RTS on economic downturn.

6 Link to the Guidelines on downturn LGD estimation.



https://eba.europa.eu/sites/default/documents/files/documents/10180/2459703/3136b895-0dfb-454f-8984-beddb888b8cc/EBA%20BS%202018%20xxx%20(Final%20draft%20RTS%20on%20economic%20downturn)_final%20(002).pdf
https://eba.europa.eu/sites/default/documents/files/documents/10180/2551996/f892da33-5cb2-44f8-ae5d-68251b9bab8f/Final%20Report%20on%20Guidelines%20on%20LGD%20estimates%20under%20downturn%20conditions.pdf
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= Section 4 focuses on the implementation issues around the GL on COVID-19 reporting and
disclosures. This section brings together several points that CAs and institutions brought to
the EBA’s attention and asked for clarification.

= Section 5 clarifies how the policies in the RTS on economic downturn and the GL on downturn
LGD estimation should be applied in the light of the COVID-19 pandemic.

= Section 6 clarifies certain aspects of how public guarantee schemes provided in response to
the COVID-19 crisis should be treated for credit risk mitigation purposes by institutions
applying the IRB approach with own estimates of LGDs.

Whereas this report was first published on 7 July 2020, this report has been updated on 7 August
2020 in order to provide additional clarity on the implementation of the reporting and disclosure
framework in the context of COVID-19 measures. This has been done by adding Section 4 of the
report.

In a second update, on 21 December 2020, the EBA has included few additional FAQs in Section 2
in relation to the GL on moratoria, and amended some FAQs in order to align them with the
requirements stemming from the reactivation of the GL on moratoria on 2 December 2020.
Furthermore, Section 3 on operational risk has been amended in order include the answers to
additional question raised by institutions and competent authorities (CAs) on general aspects
concerning the COVID-19 related operational risk events and losses and on how to identify and
quantify the “one-off” attribute of the COVID-19 operational risk costs. Section 4 of this report has
been reviewed to include additional questions that have been raised by the CAs and credit
institutions for the implementation of the COVID-19 reporting and disclosure guidelines
(EBA/GL/2020/07), together with the answers to these questions. Finally, Sections 5 and 6 are new
sections, which have been included in the second update on 21 December 2020. These sections
provide clarity on the interaction of the COVID-19 pandemic with the RTS on economic downturn,
the GL on downturn LGD estimation, as well as the treatment of COVID-19 related public guarantee
schemes for credit risk mitigation purposes for institutions applying the Advanced IRB approach.

In a third update, on 29 January 2021, EBA added further FAQs’, among others clarifying the
functioning of the nine-month cap which limits the period of time for which payments on a certain
loan can be suspended, postponed or reduced as a result of the application (and reapplication) of
general payment moratorium, as well as on the GL on reporting and disclosure, clarifying the
treatment of loans and advances subject to expired moratoria.

Finally, it is important to note that, in consideration of the rapid succession of COVID-19-related
events, the report may be updated in the future with additional clarification on the prudential
treatment of COVID-19-related measures, as well as on the implementation issues around existing
policies in the context of the current pandemic.

7 FAQ 26 — 29 in section 2.1.2. and FAQ 42, 44, 47-bis and 47-ter in section 4.3.1.
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2. Guidelines on moratoria:
implementation and monitoring

The EBA published the GL on moratoria on 2 April 2020. In these guidelines, the core issue is the
clarification that the payment moratoria do not automatically trigger forbearance classification,
under Article 47b of the CRR, and similarly do not automatically trigger the assessment of distressed
restructuring under the definition of default (i.e. not requiring the application of the 1% threshold
for the NPV decrease in the case of moratoria) for obligors under legislative or non-legislative
moratorium. The GL on moratoria set out in detail the criteria that legislative and non-legislative
moratoria must fulfil for the treatment to apply.

Subsequent to the publication of the GL on moratoria, the EBA has received a number of questions
from institutions, industry associations and CAs about the interpretation of certain paragraphs in
the GL. Section 2.1 lists the questions and issues raised after the publication of the GL on moratoria
and presents the EBA’s clarification of these aspects. This is particularly relevant, given that on
18 June 2020 the EBA extended the possibility for institutions to benefit from the treatment set out
in the GL until 30 September 2020.%

The EBA communicated on 21 September the phase-out of its GL on moratoria®. However, in the
light of the second COVID-19 outbreak and the resulting government restrictions in many EU
countries, the EBA has decided to reactivate the GL on moratoria® by introducing a new deadline
for the application of moratoria set to 31 March 2021, replacing the previous date of 30 September
2020, under two constraints: (i) the overall length!! of payment holidays granted under general
payment moratoria after 30 September 20202 is subject to a cap of nine months at exposure level,
and (ii) institutions are requested to notify the relevant competent authority or authorities about
their plans for ensuring that assessments of customers’ unlikeliness to pay in relation to exposures
subject to the moratoria are performed in an adequate manner. The EBA has introduced these two
new constraints in order to ensure that the support provided by moratoria is limited to bridging
liquidity shortages triggered by the new lockdowns and that the mechanism of the unlikeliness to
pay assessment is reinforced.

8 Link to the press release on the extension of the deadline for the GL on payment moratoria.

? Link to the press release on the phase out of the GL on payment moratoria

10 Link to the press release on the reactivation of the GL on payment moratoria

1 Note that these GL do not require these nine months to be consecutive, i.e. a loan may for instance benefit from a six
month payment extension, resume payments for three months, and afterwards benefit again from the treatment
foreseen in the EBA GL for another three months.

2 This implies that rescheduling of payment granted after 30 September 2020 should take into account payment holidays
already granted under general payment moratoria before 30 September 2020. To be clear, however, payment holidays
exceeding the 9-month cap granted under general payment moratoria before 30 September would be eligible for the
treatment set out in these guidelines.



https://eba.europa.eu/eba-phases-out-its-guidelines-legislative-and-non-legislative-loan-repayments-moratoria
https://eba.europa.eu/eba-reactivates-its-guidelines-legislative-and-non-legislative-moratoria
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Moreover, as a follow up of the numerous questions received on the application of the GLs on
moratoria to securitisation exposures, EBA provided the necessary clarifications in a dedicated
section of the EBA statement on additional supervisory measures in the COVID-19 pandemic.

Furthermore, CAs are notifying the EBA about the compliance with these GLs!* and about key
aspects of the moratoria schemes that have been introduced in their jurisdictions. Section 2.2
presents an overview of these moratoria schemes in the EU as part of the EBA’s COVID-19-
monitoring efforts.

2.1 Questions and answers about the implementation of the
guidelines on moratoria

A significant number of questions have been raised by CAs, industry associations as well as
institutions related to relevant aspects in relation to the implementation of payment moratoria. To
ensure a harmonised and swift implementation of the GL, the EBA has continually engaged with
CAs. The issues raised have also been shared widely among CAs to foster a convergent
implementation of the GL, which is particularly relevant for three key aspects deemed crucial for
harmonised implementation. However, with the publication of this report and given the nature of
the questions, this report makes these considerations public, as EBA recognises that this is of
broader interest.

Section 2.1.1 provides clarification on three key aspects of the GL on moratoria. The first key aspect
further clarifies the condition that the moratorium has to be broadly applied, to ensure that the
moratoria are similar in economic substance, regardless of whether they are legislative or non-
legislative. Second, this report provides further details about the condition that a moratorium
should change only the schedule of payments, and that the moratorium should not affect other
conditions of the loan. The third key aspect concerns the selection criteria in the moratorium, which
determine the conditions under which obligors are allowed to benefit from the moratorium; these
are usually related to the extent to which the obligor is affected by the COVID-19 pandemic.
However, further clarification seems needed on how this interacts with such criteria allowing any
assessment of the obligor’s creditworthiness.

In addition to these broader issues, Section 2.1.2 contains a list of other detailed questions that
have been received, along with their answers. The questions include topics pertaining to, for
instance, cross-border issues, the general scope of the guidelines, the date of application, how to
treat the renewal of loans, bullet loans or seasonal loans, and the counting of days past due.

2.1.1 Key issues

13 Link to the statement on additional supervisory measures in the COVID-19 pandemic.

14 |ink to the provisional compliance table for the GL on moratoria.

10


https://eba.europa.eu/sites/default/documents/files/document_library/News%20and%20Press/Press%20Room/Press%20Releases/2020/EBA%20Provides%20further%20guidance%20on%20the%20use%20of%20flexibility%20in%20relation%20to%20COVID-19%20and%20Calls%20for%20heightened%20attention%20to%20risks/882754/EBA%20statement%20on%20additional%20supervisory%20measures%20in%20the%20COVID-19%20pandemic.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/Guidelines%20on%20legislative%20and%20non-legislative%20moratoria%20on%20loan%20repayments%20applied%20in%20the%20light%20of%20the%20COVID-19%20crisis/882858/EBA%20GL%202020%2002%20-CT%20GLs%20on%20legislative%20and%20non-legislative%20moratoria%20on%20loan%20repayments%20applied%20in%20the%20light%20of%20the%20COVID-19.pdf
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This section provides further clarity on the requirement specified in paragraph 10(a) of the GL on
moratoria that under a certain moratorium scheme similar payment relief measures must be taken
by relevant institutions. This aspect is considered in relation to other conditions in these GL, in
particular paragraph 10(d), which specifies that the moratorium offers the same conditions for the
changes of the payment schedules to all exposures subject to the moratorium, and paragraph 10(c),
which specifies that the only changes permitted to the payment schedule offered under the
moratorium are suspending, postponing or reducing the payment of principal amounts, interest or
full instalments, for a predefined limited period of time.

Specific questions that the EBA has received are:

= [f the industry-wide moratorium offers X months of payment delay to all business loans up to
EUR Y million, would it be allowed, under the GL on moratoria, that some institutions offer a
longer payment delay than X months?

= [f the industry-wide moratorium offers X months of payment delay to all business loans up to
EUR Y million, would it be allowed, under the GL on moratoria, that some institutions offer the
same X months’ payment delay to business loans above EUR Y million?

= Can a moratorium offering postponement of the payment of the principal amount be
considered similar to a moratorium offering postponement of the payment of the principal plus
interest? In particular, would it be allowed that one institution offers to its obligors a
moratorium whereby payments of principal amounts are postponed during the moratorium,
whereas another institution offers to its obligors a moratorium whereby payments of both
principal amounts and interest amounts are postponed?

= Can individual institutions offer different changes to the payment schedules when
operationalising a general payment moratoria? In particular, would it be allowed that one
institution offers, to all its obligors, an extension of the payment schedule of six months,
whereas another institution offers an extension of the payment schedule of four months to its
obligors?

=  Would a moratorium granting obligors the right to choose the postponement of either (i) capital
part of instalments only or (ii) full instalments (both capital and interest) under the moratorium
be considered compliant with the GL on moratoria?

EBA considerations

When assessing whether the individual payment relief measures can be considered similar, they
should be assessed in the broader context rather than by focusing on stand-alone elements. First
and foremost, such an assessment must ascertain that the payment relief measures do not include
borrower-specific criteria, in particular in relation to financial difficulties (in accordance with
Article 47b of the CRR). Second, such an assessment must also take into account all relevant aspects
to determine whether the relief offered under individual schemes can be considered similar.
Certain differences in individual elements, such as the duration of the payment extension or the

11
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extent of the relief measure (only principal or principal and interest) may be permitted as long as
they do not undermine the similarity of the measures.

More specifically, with regard to the duration of the moratorium, the industry- or sector-wide
moratoria schemes may specify a minimum or maximum length of the payment pause to be offered
by institutions to a specific range of clients. In this case, it is possible that different institutions offer
moratoria of different lengths, as long as the length is within the range specified in the general
moratorium scheme and these payment relief measures are similar. However, the payment relief
offered by an institution as part of an industry- or sector-wide moratorium scheme has to offer the
same conditions to all customers of that institution within the scope of the moratorium.

Furthermore, the moratorium offered by an institution to its customers as part of a general
moratorium scheme may specify a maximum length of the payment pause (e.g. up to 12 months).
In this case, it would have to be up to the obligor, and not the institution, to exercise this choice
and opt for a payment delay equal to or shorter than 12 months. Hence, a differentiation has to be
made between what is offered by the bank, which has to apply to all exposures within the scope,
and the solution chosen by the obligor, which may be different for different obligors.

Similarly, with regard to the maximum amount of the loan, a general moratorium scheme may
specify the maximum amount of the loans to which the moratorium can be applied, leaving a
degree of flexibility to individual institutions to apply the moratorium up to a lower limit of the loan
amount. However, once the exact limit is chosen, the institution has to offer the moratorium to all
loans within the scope of the moratorium with the amount below the specified limit.

Paragraph 10(d) of the GL on moratoria requires that the moratorium specifies certain conditions
for the changes of the payment schedules, as the same conditions have to be offered to all
exposures subject to the moratorium. Paragraph 10(c) of the GL on moratoria further specifies that
such changes to the payment schedules may include suspending, postponing or reducing the
payment of principal amounts, interest amounts or full instalments for a predefined limited period
of time. Therefore, in general, individual institutions participating in a general payment moratorium
should not individually decide on the exact modalities of the change in the payment schedule, as
these should be consistently defined in the moratorium itself for all participating institutions.
However, in some specific circumstances, the general conditions of the moratoria may leave a
limited number of choices to the institutions, for instance by allowing the postponement of
payments of either principal amounts or full instalments. In such cases, an individual participating
institution may choose the preferred approach and offer it consistently to all of its clients.
Alternatively, this choice may be left to the obligors, ensuring that the same range of options is
offered to all obligors within the scope of the moratorium.

Similar considerations apply to the length of the extension of the payment schedule. While in
principle this should be specified as part of the conditions for the changes of payment schedules,
certain limited flexibility may be allowed to participating institutions. Similarly to the length of the
moratorium period, the general conditions may specify a maximum length of the extension of the
payment schedule. In this case, however, where an institution choses a specific length of the

12
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extension within the range specified in the general conditions of the moratorium scheme, it has to
offer the same conditions to all of its clients within the scope of the moratorium, such that it is left
to the discretion of the client to request a shorter length. In a specific case where individual
institutions participating in a general payment moratorium offer an extension of the payment
schedule equal to the duration of the moratorium, and they offer to all of their clients different
durations of the moratoria, individual institutions can offer different extensions of the payment
schedule (equal to the duration of the moratoria) to all of their clients.

To summarise, while the notion of ‘similar measures’ used in paragraph 10(a) of the GL on
moratoria leaves room for some minor differences in implementation between institutions, it is
important that the number of options available to institutions participating in the general
memorandum schemes is limited to ensure that the relief measures offered by individual
institutions remain similar. These options may relate to the length of the moratorium, the length
of the extension of the payment schedule, the application of the moratorium to principal amounts
or full instalments, or other specific aspects of the conditions offered, but not to all of these
elements at the same time.

Furthermore, the implementation of the moratorium may specify a limited list of options for which
the choice lies with the obligor and not with the institution. In this case, however, it is important
that the same range of options is presented to all obligors of the institution within the scope of the
moratorium. Moreover, the list of options must be in line with the conditions of the general
moratorium scheme in which the institution participates.

In this context, it should be noted that this does not imply that the same offer has to be made by
an institution to all of its customers. In accordance with the last subparagraph of paragraph 10 of
the GL on moratoria, ‘separate general payment moratoria may apply to different broad segments
of obligors or exposures’. Therefore, institutions may apply a different moratorium to retail
mortgages, for example, and a different condition may apply to SMEs.

The GL on moratoria mention in paragraph 24 of the background and rationale that ‘the
moratorium changes only the schedule of payments’ and ‘the moratorium should not affect other
conditions of the loan, in particular the interest rate, unless such change only serves for
compensation to avoid losses which an institution otherwise would have due to the delayed
payment schedule under the moratorium, which would allow the impact on the net present value
to be neutralised.’

Specific questions that the EBA has received are:

= Do | understand correctly that the financial position of the lender should not be diminished by
the moratoria (i.e. the net present value of the credit obligation should be the same post
moratorium as it was pre moratorium)? So, therefore, the interest amount has to increase for
the borrower/obligor?
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= In cases where institutions decide collectively to forgo a slice of the interest across the board,
would that be considered as compliant with the moratorium if the NPV threshold of 1% is
adhered to?

EBA considerations

These GL on moratoria do not specify what the effect of the moratorium on the NPV should be.
Given this, it is up to the institution to follow the conditions set out in the legislative or non-
legislative moratorium. There may be a decline in the NPV if the obligor makes use of the
moratorium and postpones one or several payments and no interest is charged for the time covered
by the moratorium. Alternatively, the moratorium may be NPV-neutral (i.e. no change in the NPV)
if subsequently at least one of the instalments is adjusted upwards or added.

Paragraph 10(c) of the GL on moratoria permits that payments of interests may be suspended,
postponed or reduced during the length of the moratorium. While this will trigger an NPV
reduction, under the GL on moratoria it will not be considered a distressed restructuring and the
NPV assessment does not need to be made, as the 1% threshold for NPV reduction specified in
paragraph 51 of the EBA GL on the application of the definition of default® is not applicable. Hence,
the conditions of paragraph 10 of the GL on moratoria can be met even if the NPV decreases by
more than 1%.

The legislative or non-legislative moratorium could also be set up in a way that incentivises shorter
payment pauses. It would, for instance, be in line with the GL on moratoria to specify a moratorium
whereby payment delays of up to three months would not increase the subsequent instalments
(which implies a decline in the NPV of the loan), whereas instalments would increase if the obligor
opts for a payment delay of longer than three months (which could make the loan NPV-neutral).

The third key issue concerns the application of the selection criteria determining the scope of
application of the moratorium. It was clarified in paragraph 22 of the background and rationale that
the moratorium may be offered to clients based on their request to apply the moratorium,
presenting the extent to which the obligor is affected by the COVID-19 pandemic. This section
provides further clarity on how this possibility interacts with the requirement in paragraph 10(b) of
the GL on moratoria that an obligor should be allowed to take advantage of the moratorium without
the assessment of its creditworthiness.

Specific questions that the EBA has received are:

=  What kind of assessment should the institution make with regard to an application of an
obligor to make use of a moratorium?

= Does the institution have the right to reject such an application?

15 Link to the guidelines on the application of the definition of default.
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=  Which information needs to be included in the application?
EBA considerations

Paragraph 22 of the background and rationale of the GL on moratoria clarifies that the moratorium
may be offered to clients based on their request to apply the moratorium, presenting the extent to
which the obligor is affected by the COVID-19 pandemic. The GL on moratoria do not specify the
content of such an application, as it would have to reflect specific selection criteria defined by the
moratorium. However, in order to apply the treatment specified in the GL on moratoria, the
selection criteria would have to meet the conditions specified in paragraph 10(b) of these GL.
Therefore, as further explained in paragraph 22 of the background and rationale, the acceptance
of the obligor’s application cannot be dependent on the assessment of creditworthiness of the
obligor, but must depend on the objective general criteria specified in the moratorium. Such criteria
may include a check on whether the obligor has a performing status, if defined in the moratorium.

However, while the decision on the application of the moratorium should not be based on the
assessment of creditworthiness or payment capacities of the obligor, institutions should still
perform the assessment of unlikeliness to pay based on the most up-to-date schedule of payment,
in accordance with the normal timeline for such assessments. Whenever this assessment concludes
that the obligor is unlikely to pay its credit obligations to the institution, a default shall be
considered to have occurred. Based on this assessment, institutions should not reject any
application for the general payment moratorium, but they should nevertheless apply the definition
of default and assess the potential unlikeliness to pay of obligors in accordance with the usual
policies and practices. It is therefore possible that an exposure subject to a moratorium will not be
considered forborne, because the criteria of the GL on moratoria are met, but it will be classified
as defaulted based on the assessment of unlikeliness to pay.

2.1.2 Other questions

Question Paragraph Implementation stance

What is the date of application
of these GL? Is it the date of
publication in English on the Paragraph9 The date of application of the GL is 2 April

! EBA website (i.e. 2 April) orisit of these GL 2020.
the date of publication of these
GLin all EU languages?
As implied by paragraph 6 of the GL, they
apply to those credit obligations that are
5 Are these GL also applicable to Paragraph 6 subject to the definition of default and the

CRR-regulated leases?

of these GL

definition of forbearance. Hence, CRR-
regulated leases fall within the scope of
these GL.
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Question

Do these GL allow the
application of the moratorium
to a sub-exposure class that is
defined as clients whose
income has decreased or
whose financial situation has
deteriorated due to COVID-19?
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EUROPEAN
BANKING

Implementation stance

A sub-exposure class is understood as a
specific sub-category of an exposure class as
defined in the CRR (e.g. specialised lending
exposures within corporate exposure class
or exposures secured by immovable
property within retail exposure class under
the IRB approach, or SMEs within either
corporate or retail exposure class). Sub-
exposure class is an example of a possible
criterion for delineating broad groups of
obligors without reference to their
creditworthiness, but other criteria may be
used instead. While the proposed criterion
based on decreased financial situation
would not be considered a sub-exposure
class, it would meet the requirements set
out in paragraph 10(b) of the GL. As further
specified in paragraph 22 of the background
and rationale, the moratorium may be
addressed specifically to clients affected by
the COVID-19 pandemic. Therefore, in this
context, deterioration of financial situation
should not be understood as differentiating
between customers according to their
individual rating or its decrease and
institutions can select customers only on the
basis of whether they have been affected by
the COVID-19 pandemic.

Please specify how branches
are to be treated under the
non-legislative moratorium.

None

These GL do not foresee any particular
treatment for branches. Depending on the
scope of application of the specific
moratorium, the branches would have to
either follow the policy applied by the
institution or participate in the moratorium
scheme applicable in the jurisdiction in
which they operate.

Is it allowed for the bank to
charge fees for the application
of the moratorium (as a fee for
a change of contract)?

Paragraph 2
4 of the
background
and
rationale

Yes, institutions are allowed to charge fees
for handling the application for the
moratorium, as long as this is in line with the
terms and conditions of the loans. However,
while it is not prohibited to charge fees,
institutions should be mindful of customer
protection issues and the objective of the
contingency 