
 

 

What you need to know 
• Banking regulators issued a joint statement encouraging financial institutions to 

provide relief for borrowers affected by the coronavirus (COVID-19) pandemic. 

• The joint statement includes guidance developed in consultation with the FASB staff 
stating that short-term loan modifications (e.g., deferrals of payments) made to help 
borrowers who are current manage their liquidity needs are not to be considered 
troubled debt restructurings. 

• Under the guidance, financial institutions also do not have to designate loans with 
deferrals granted due to the coronavirus as past due or put them on nonaccrual 
status solely because of such a payment deferral.  

Overview 
Five federal financial institution regulatory agencies and state banking regulators1 issued a 
joint statement that encourages financial institutions to work with borrowers affected by 
the coronavirus pandemic and states that financial institutions don’t have to automatically 
categorize a short-term loan modification as a troubled debt restructuring (TDR). The statement 
also says that financial institutions that provide short-term loan modification relief don’t have 
to designate modified loans as past due or put them on nonaccrual status.  

The Financial Accounting Standards Board (FASB) said in a media advisory that the banking 
regulators’ statement “was developed in consultation with the staff of the FASB who concur 
with this approach and stand ready to assist stakeholders with any questions they may have 
during this time.” 
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https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20200322a1.pdf
https://www.federalreserve.gov/newsevents/pressreleases/files/bcreg20200322a1.pdf
https://www.fasb.org/cs/Satellite?c=FASBContent_C&cid=1176174374016&pagename=FASB%2FFASBContent_C%2FNewsPage
https://www.fasb.org/cs/Satellite?c=FASBContent_C&cid=1176174374016&pagename=FASB%2FFASBContent_C%2FNewsPage
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Key considerations 
Accounting for loan modifications 
The statement reminds financial institutions that not all modifications of loan terms result in a 
TDR and states that the regulators confirmed with the FASB staff that short-term modifications 
made on a good-faith basis in response to the coronavirus for borrowers who were current 
(i.e., less than 30 days past due at the time a modification program is implemented) before any 
relief are not TDRs. The guidance applies to short-term modifications (e.g., for six months), 
such as payment deferrals, fee waivers, extensions of repayment terms or other delays in 
payment that are insignificant in accordance with Accounting Standards Codification (ASC) 
310-40-15-17 to 15-192 and would, therefore, not be considered a concession.  

In addition, the statement says that modification or deferral programs mandated by the 
federal government or a state government related to the coronavirus are not in the scope of 
ASC 310-40. For modification programs designed to provide temporary relief for current 
borrowers affected by the coronavirus, financial institutions may presume that borrowers 
who are current on payments are not experiencing financial difficulties at the time of the 
modification for purposes of determining whether the modification is a TDR.  

By not designating a loan modification as a TDR, entities are able to avoid certain accounting 
and financial reporting challenges, such as determining when a TDR is reasonably expected in 
the ASC 326 credit loss estimate, potentially unique measurement and incremental disclosures. 

How we see it  
The statement addresses how the TDR guidance in ASC 310-40 may be applied to financial 
institutions providing modifications to borrowers in response to the effects of the coronavirus. 
We do not believe applying this guidance represents a change in accounting policy. 

The banking regulators said they will exercise judgment in reviewing loan modifications, 
including those considered TDRs, and will not automatically adversely risk rate credits that 
are affected by the coronavirus. 

Past due and nonaccrual reporting 
The statement says that when a bank provides a coronavirus-related loan payment holiday or 
deferral, the loan should not be reported as past due or put on nonaccrual status.  

Regulatory capital 
The Board of Governors of the Federal Reserve System (FRB), the Federal Deposit Insurance 
Corporation (FDIC) and the Office of the Comptroller of the Currency (OCC) said providing 
relief to borrowers in single-family residential mortgages that were prudently underwritten 
and are not past due or carried in nonaccrual status will not result in the loans being considered 
restructured or modified for the purposes of their respective risk-based capital rules. Additionally, 
loans modified as a result of the coronavirus should not be considered past due or in nonaccrual 
status for the purposes of applying the risk-based capital rules. As a result, entities can avoid 
the potential negative effects to regulatory capital related to certain restructured, modified, 
past due or nonaccrual loans.  

http://www.ey.com/UL/en/AccountingLink/Accounting-Link-Home
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How we see it 
This guidance provides financial institutions with greater flexibility to conclude that a loan 
modification made to provide liquidity to a borrower affected by the coronavirus would not 
be a TDR. By not designating a loan modification as a TDR, financial institutions are able to 
avoid certain accounting and reporting challenges, in addition to avoiding potential 
negative effects on regulatory capital. 

1 Jointly issued by the FRB, the FDIC, the National Credit Union Administration, the OCC, the Consumer Financial 
Protection Bureau and the State Banking Regulators.  

2 ASC 310-40, Receivables — Troubled Debt Restructurings by Creditors. 
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