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EBA’s clarifications on the application of the prudential framework in light of moratoria granted by 
credit institutions due to the Covid-19 emergency

On 25 March 2020, the European Banking Authority (“EBA”) provided clarity to banks and consumers on the 
application of some aspects of the prudential framework in light of moratoria granted by credit institutions 
due to the Covid-19 pandemic.

I Clarifications on the impact of moratoria

The EBA has provided clarifications on the impact that public and private moratoria granted or that will be 
granted by credit institutions due to the Covid-19 pandemic will have on certain aspects of prudential 
framework.

More in details, the Authority, welcoming the choice of national governments, European institutions and credit 
institutions to grant general moratoria on payments, deemed necessary to provide certain clarifications on 
the impact these moratorium periods will have on:

- the prudential identification of default of loans;

- the classification of forbearance according to supervisory reporting regime; and

- the accounting treatment of exposures for the purposes of IFRS 9.

a. Prudential identification of default

With reference to the criteria set out under Article 178 of the CRR to identify the default of an obligor, the EBA 
has clarified that:

 the moratorium periods granted due to the Covid-19 emergency will have to be taken into account in 
the calculation of the past due criterion1 set out in Article 178(1)(b) of the CRR; 

1 According to which a default shall be considered to have occurred with regard to a particular obligor when certain conditions are fulfilled, including a “90 

days past due on any material credit obligation”.
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 although this possibility is currently envisaged only for public moratoria2, EBA announced that it will 
provide criteria to determine under what characteristics such treatment may apply to private 
moratoria;

 restructurings of loans which do not diminish the position of the lender (i.e. where the net present 
value of cash flows of the loans remains the same after restructuring) should not be classified as 
"distressed restructurings" within the meaning of Article 178(3)(d) of the CRR; and

 in any case, the past due criterion is intended to operate only in presence of material amounts past 
due.

Moreover, with specific reference to moratoria, the EBA stressed that:

- banks will have to continue to carry out case-by-case assessments on the obligors’ unlikeliness to pay 
under Article 178(1)(a) of the CRR, but such assessments shall refer to the longer period granted as a 
result of the modified schedule of payments; and

- such assessments should not entail any automatism in the classification and, if they are numerically 
significant, credit institutions should prioritize the analysis using a risk-based approach and focusing 
on those individual exposures most likely to have had a significant impact.

b. Classification of forbearance according to supervisory reporting regime

The EBA also noted that the moratoria granted due to the Covid-19 emergency should not automatically lead 
to a reclassification under the definition of “performing forborne” or “non-performing forborne”. 

For the purpose of supervisory reporting, the definition of forbearance is designed to be reported when credit 
institutions offer specific measures to the client (e.g. modification of the terms and conditions of a debt 
obligation, etc.) due to the specific circumstances affecting only the latter.

On the other hand, the moratoria granted due to the Covid-19 emergency aim to address systemic risks and 
they are not borrower-specific, and therefore such measures should not lead to the automatic reclassification 
of exposures under the definition of “performing forborne” or “non-performing forborne”.

c. Considerations on IFRS 9

Lastly, the EBA has provided guidance to credit institutions in applying IFRS 9. In this respect, the EBA has 
coordinated with the European Securities and Markets Authority (“ESMA”), which issued a statement on the 
accounting implications of the Covid-19 outbreak on the calculation of expected credit losses in accordance 
with IFRS 9. Both statements should be read jointly as regards the aspects related to IFRS 9.

In particular, the Authority pointed out that:

- IFRS 9 allows credit institutions a certain level of flexibility in identifying when a significant increase in 
credit risk has occurred, without any automatism. Provided that, in the EBA's view, the application of 
public and private moratoria should not be considered themselves as an automatic trigger to conclude 
that a significant increase in credit risk has occurred;

- credit institutions must pay particular attention while determining which information can be 
considered reasonable and supportable as foreseen under IFRS 9;

- credit institutions should also distinguish between obligors for which credit standing would not be 
significantly affected by the current situation in the long term, from those that would be unlikely to 
restore their credit worthiness;

2 Cfr. EBA’s Final Report on Guidelines on the application of the definition of default under Article 178 of Regulation (EU) No 575/2013 (EBA/GL/2016/07).
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- in any case, credit institutions, in determining the impact on their income statements stemming from 
the recognition of the expected credit losses (ECL), would consider the mitigation provided by the 
existence of collateral or public guarantees; competent authorities should also consider the 
exceptional circumstances when authorizing credit institutions to opt for the application of IFRS 9 
transitional arrangements envisaged in the CRR.

For further information, please reach out to your usual Chiomenti contact.




