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Goals For Today:
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• Understand CARES Act vs. Interagency Guidance 

• Industry Trends – Loans and Credit Loss

• Allowance and Financial Reporting Considerations

• Audit considerations



Loan Modifications
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Loan Modifications –
Interagency Guidance 

5

• Issued March 22, 2020, prior to the signing of the 
CARES act, in response to the COVID-19 pandemic

• FASB issued a statement of agreement with the 
interagency guidance

• Encourages working with borrowers to modify loans

• Includes detailed examples of modifications along with 
regulatory expectations

• Guidance refers to modifications of up to 6 months 
potentially not being considered troubled debt 
restructurings (TDRs) if pandemic related

• Delinquency reporting eased in this area

• https://mossadams.com/articles/2020/03/financial-
institution-guidance-covid-19

https://mossadams.com/articles/2020/03/financial-institution-guidance-covid-19
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Loan Modifications – CARES Act

• Option to suspend requirements under US GAAP for loan 
modifications related to the pandemic that potentially would have 
otherwise been considered troubled debt restructurings. 

• Must be current at December 31, 2019 (under 30 days past due) and 
the modification performed due to the pandemic to qualify. 

• Includes modifications such as forbearance agreements, interest-
rate modifications, repayment plans, or other arrangements that 
defer principal and interest payments.

• Election may begin on March 1, 2020 and last no later than the 
earlier of December 31, 2020 or 60 days after lifting of the 
coronavirus national health emergency.

• https://mossadams.com/articles/2020/03/cares-act-includes-cecl-
and-tdr-relief

https://mossadams.com/articles/2020/03/cares-act-includes-cecl-and-tdr-relief
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Modification Considerations

9

• What are the controls in place to ensure proper documentation and classification of the modifications 
under policy, Interagency guidance or CARES ACT?

• What are the flagging/tracking mechanisms in place?  Are they automatic or manual given multiple loan 
systems in play? 

• Will regulators be critical if modifications are outside the six month deferral period as mentioned in the 
Interagency guidance?  

• What documentation will be required to prove modifications are pandemic related?

• How will the Credit Union prepare for processing additional modifications?

• How should we be treating interest recognition (accrue or not) given varying modification programs?

• Loan Payment Deferral Accounting Considerations During COVID-19

https://www.mossadams.com/articles/2020/04/loan-payment-deferrals-during-covid-19


What Percentage of Loans Have Been 
Modified or Deferred Due to COVID-19 

A) less than 1%

B) 1 - 5%

C) greater than 5%

D) Unsure

Polling Question 1
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Industry Trends
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Charge-Offs and Delinquencies Slightly Increasing

 Compared to March 31, 
2019, over 30 day 
delinquencies have 
increased 7 basis points to 
1.56%

 Delinquencies are being 
somewhat masked due to 
modification efforts and 
CARES Act relief efforts

 With some modifications 
expiring, Q2 & Q3 will be 
interesting!
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Expected Surge in Loan Losses

 Losses are expected to surge in 
Q2 and beyond for many large 
commercial banks

 Initial relief periods should be 
expiring on many loans, and 
expectation is there will be 
additional 
extensions/modifications for 
many.

 Continued business failures 
projected to continue due to 
COVID-19 impact.  
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Expected Surge in Loan Losses
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Business Lending Growth

 Business loans have 
increased 16% year over 
year

 Industry has over $82 
billion outstanding

 PPP loans are a contributor
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Auto Loans Finally Decline

 Auto loans grew only 2% 
year over year to $380 
billion

 First quarter over quarter 
decline in 9 years

 The COVID-19 impact to 
the economy, and 
businesses (such as 
dealers), contributed to the 
decline
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Allowance and 
Financial Reporting 
Considerations
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Allowance and Financial Reporting Considerations
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• How are we comprehensively analyzing members with multiple loans?  
• Grading considerations in general and by industry (higher risk industries)
• What about members that are attached to these businesses?
• Did they receive PPP loans? 

• How are we analyzing unfunded commitments and potential increased utilization by product?

• Are we monitoring credit reports, and are we just focused on FICO?  Or are we paying attention to 
other trends identified?

• How are we building upon qualitative factors within the allowance estimate within each major segment, 
breaking down by concentrations of employment? Industry?

• How can delinquency masking occur, how can we monitor this?



Allowance and Financial Reporting Considerations
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• Financial reporting risk – Liquidity is high, margins are thin, fee income is low, there could be pressure 
for manipulation in general.  Increased risk attention.

• Financial reporting risk – knowing re-defaults will occur, have we ensured modification protocols and 
reporting stay intact?  

• Call reporting – How is management ensuring accurate preparation of the 5300 Call Report?  
• Modified loans
• Delinquencies
• Changes on the horizon



Additional Audit 
Considerations
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Has Your Audit Plan or Risk 
Assessment Been Updated Since 
the COVID-19 Impact? 

A) Yes

B) No, but on the agenda

C) No and no plans to update

Polling Question 2
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Additional Audit Considerations

22

• Has the Supervisory/Audit Committee discussed the control environment related to pandemic 
modifications?

• Audit programs should be updated based on assessed level of risk. For instance:
• Increase focus on file maintenance controls
• Targeted testing of modifications
• Testing accuracy of reports
• Use of non-lending employees to process loans
• Post-boarding quality control reviews

• What other areas of the Credit Union may be suffering due to increased focus on collections?

• Balance sheet – have assumptions been updated within financial modeling?  

• How rigorously will IT controls be tested:
• Have IT controls related to system updates been implemented?
• Have user access controls been monitored?
• Any compromises to IT systems? 



Do You Expect to Complete Your 
Audit Plan During 2020?

A) Yes 

B) Yes, but we are outsourcing 
more audits

C) No, we will reduce audits 
completed

Polling Question 3
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We are in unprecedented times which will change daily, and financial 
institutions need to keep up to speed on various accounting, tax, 
regulatory and economic changes.  

We maintain an active COVID-19 dedicated website:

https://www.mossadams.com/covid-19-implications

We also encourage you to sign up to receive our insights and alerts:

https://mossadams.com/insights

Navigating Through Challenging Times

https://www.mossadams.com/covid-19-implications
https://mossadams.com/insights
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