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Case Studies and Policy Changes 
 

UK, EU Move to Ease Impact of Accounting Rules for Borrowers Affected by 
COVID-19 
By Greg Feldberg 
 

Original post here. 

 

On March 20, the Bank of England and European Central Bank (ECB) provided guidance to 
banks on how to follow accounting rules in evaluating loans to borrowers affected by the 
COVID-19 crisis. 

 The new IFRS 9 accounting standard, implemented in most of the world outside the U.S., 
requires banks to set aside loan loss allowances against all future expected losses for loans to 
borrowers who are categorized in high-risk groups. For borrowers in the low-risk group, the 
standard only requires banks to set aside allowances for 12 months of expected losses. 

 Most borrowers are now in the low-risk group. But IFRS 9 could require banks to downgrade 
borrowers into a high-risk group if they miss payments because of the crisis. Such downgrades 
would affect banks’ capital negatively, making it harder for them to keep lending or provide 
forbearance to affected borrowers. 

 In different ways, UK and EU regulators gave guidance to banks to be flexible in such cases. 
Specifically, they said that banks should take into account government relief measures in 
evaluating borrowers and calculating expected losses on their loans. The guidance says that 
those relief measures, such as payment holidays or loan guarantees, should not automatically 
lead banks to move borrowers from 12 months of expected losses to lifetime expected losses. 

 The Bank of England said that, when firms calculate future losses, it expects they will “reflect 
the temporary nature of the shock, and fully take into account the significant economic support 
measures already announced by global fiscal and monetary authorities.” 

 The ECB said it would “exercise flexibility” regarding the classification of borrowers as unlikely 
to pay when banks call on new COVID-related public guarantees and on borrowers covered by 
legally imposed payment moratoria. 

 In the U.S., the Financial Accounting Standards Board (FASB) implemented the Current 
Expected Credit Losses (CECL) standard for large banks at the beginning of this year. Like IFRS 
9, CECL provides a forward-looking framework for banks’ calculation of expected losses. 
Bankers and some U.S. regulators this week called on FASB to loosen or delay the standard. 
FASB has said that is the regulators’ call. 

  

https://som.yale.edu/blog/uk-eu-move-to-ease-impact-of-accounting-rules-for-borrowers-affected-by-covid-19
https://nam05.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.bankofengland.co.uk%2Fnews%2F2020%2Fmarch%2Fboe-announces-supervisory-and-prudential-policy-measures-to-address-the-challenges-of-covid-19&data=02%7C01%7Cjune.rhee%40yale.edu%7C2ff9da2d83934b870bb708d7cd9f2b5b%7Cdd8cbebb21394df8b4114e3e87abeb5c%7C0%7C0%7C637203955826707227&sdata=dKl3ofjkIwd%2F4VoKqvfDlxONlUQJFv%2Fx2lrir6hfnz0%3D&reserved=0
https://nam05.safelinks.protection.outlook.com/?url=https:%2F%2Fwww.bankingsupervision.europa.eu%2Fpress%2Fpr%2Fdate%2F2020%2Fhtml%2Fssm.pr200320_FAQs%7Ea4ac38e3ef.en.html&data=02%7C01%7Cjune.rhee%40yale.edu%7C2ff9da2d83934b870bb708d7cd9f2b5b%7Cdd8cbebb21394df8b4114e3e87abeb5c%7C0%7C0%7C637203955826707227&sdata=tD9GHQQPW47zS3thhePLBMUBXR0pHnpr6XrUuM4qo4s%3D&reserved=0
https://nam05.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.americanbanker.com%2Fnews%2Fmcwilliams-urges-fasb-to-halt-cecl-implementation&data=02%7C01%7Cjune.rhee%40yale.edu%7C2ff9da2d83934b870bb708d7cd9f2b5b%7Cdd8cbebb21394df8b4114e3e87abeb5c%7C0%7C0%7C637203955826717220&sdata=IanHKChnaNaHNX%2FXS18tGZ4v%2F7xszZPDHFQtS%2BG2kqg%3D&reserved=0
https://nam05.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.risk.net%2Frisk-management%2F7507111%2Fcecl-working-as-intended-amid-covid-19-crisis-says-fasb&data=02%7C01%7Cjune.rhee%40yale.edu%7C2ff9da2d83934b870bb708d7cd9f2b5b%7Cdd8cbebb21394df8b4114e3e87abeb5c%7C0%7C0%7C637203955826717220&sdata=fgTCjGgMYuWO2hlPQpVI6h0jWkIzz1Nl6S41rWa9IIU%3D&reserved=0
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Denmark Plans to Pay Fixed Costs for SMEs Hit by Coronavirus Lockdown 
By Alexander Nye 
 

Original post here. 

On March 18, the Danish Minister of Finance introduced a plan to pay a significant portion of 
the cost of small and medium businesses whose revenues fall by more than 25% during the 
coronavirus pandemic. The plan, which the Parliament passed on March 19, would cost the 
government roughly 40 billion Danish crowns ($5.8 billion or about 1.6% of GDP) for the first 
three months (see details here in Danish). 

The Minister also announced programs for self-employed people and for owner-operated 
businesses with 10 or fewer full-time employees. These programs will complement Denmark’s 
strong existing unemployment insurance program. 

Denmark is the latest country to introduce a program to help small businesses struggling with 
an unprecedented global revenue shock. These programs range from asking banks to voluntarily 
delay payment dates to broader tax or debt holidays. In some cases, governments may ease the 
cost for banks through regulatory forbearance. In other cases, governments provide direct 
subsidies to prevent SMEs from missing payments (see India's vast farm loan waiver programs). 

In normal times, such programs may be criticized for creating moral hazard and raising long-
term borrowing costs. During the coronavirus pandemic, though, such programs may not raise 
moral hazard concerns if they will sunset when the virus has passed. Also, the Danish 
government, by linking eligibility to dramatically falling revenues, can be relatively assured that 
the funds will go to companies that need them (See Table 1). 

 

Table 1 

Decline in Expected Revenue (%) Government Compensation of Fixed Costs under 
Program 

100% (business ordered to close by the 
government) 

100% 

80%-100% 80%-100% 

50%-80% 60%-80% 

25%-50% 40%-60% 

  

In its SME compensation program, the Danish government noted six principles: 

• Businesses in any sector should be eligible for compensation; 

• Compensation will be targeted at companies with a large decrease in revenues earned 
domestically; 

• The compensation will cover at least 25% and as much as 100% of fixed costs; 

https://som.yale.edu/blog/denmark-plans-to-pay-fixed-costs-for-smes-hit-by-coronavirus-lockdown
https://www.reuters.com/article/health-coronavirus-denmark/denmark-plans-6-billion-aid-package-for-small-businesses-idUSL4N2BB46H
https://nam05.safelinks.protection.outlook.com/?url=https:%2F%2Fwww.fm.dk%2F%7E%2Fmedia%2Ffiles%2Fnyheder%2Fpressemeddelelser%2F2020%2F03%2Fcorona-1903%2Faftale-om-covid_19_initiativer.ashx%3Fla%3Dda&data=02%7C01%7Calexander.nye%40yale.edu%7C71343baed08a489b40bf08d7cd1e2c6e%7Cdd8cbebb21394df8b4114e3e87abeb5c%7C0%7C0%7C637203401784287322&sdata=IS8YsuNR%2BNlvhVzh210Mg5hyflVtavGNYrWZsJnhMvw%3D&reserved=0
https://www.gov.uk/government/speeches/the-chancellor-rishi-sunak-provides-an-updated-statement-on-coronavirus
https://drive.google.com/file/d/1ZTLbrJeVnXqPLsfHk74T2htJOMvlZifz/view
https://nam05.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.ifpri.org%2Fblog%2Floan-waivers-are-no-panacea-indias-farmers&data=02%7C01%7Calexander.nye%40yale.edu%7Ce16a70b67dda402efa6008d7cd02d377%7Cdd8cbebb21394df8b4114e3e87abeb5c%7C0%7C0%7C637203284325149870&sdata=BaUAVYpqnA7fWn%2F%2FOonMPPP%2FZsN8OQlW9a%2BlUBWaBYU%3D&reserved=0
https://nam05.safelinks.protection.outlook.com/?url=https%3A%2F%2Fftalphaville.ft.com%2F2017%2F06%2F13%2F2190038%2Fim-shocked-shocked-indian-farm-loan-waiver-edition%2F&data=02%7C01%7Calexander.nye%40yale.edu%7Ce16a70b67dda402efa6008d7cd02d377%7Cdd8cbebb21394df8b4114e3e87abeb5c%7C0%7C0%7C637203284325154863&sdata=IYJM7tRBSO%2BXvAwebLTQr1fCrhZH5QZtoWu%2B%2F1zjA8I%3D&reserved=0
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• The compensation will cover up to three months of fixed costs and will be dispensed as 
soon as possible; 

• If revenue decreases less than expected, SMEs must repay the government; and 

• Companies that are compelled to close due to a ban on staying open will receive 
compensation for 100% of fixed costs. 

The Danish program will seek to keep the administrative costs down by requiring outside 
accountants to audit the reported fixed costs and the decline in revenues. To receive aid, 
companies have to send audited statements of their fixed costs for the past three months and 
hire accountants to confirm that business revenue has or is expected to fall. The government will 
cover 80% of these auditing costs if a company joins the program. The government will also rely 
on auditors to identify fraud. Supervisors will conduct random checks, and checks at the end of 
three months, of auditors’ VAT reports. The government will use these VAT reports to adjust its 
aid to reflect the actual revenue losses these firms eventually suffer. 

  




