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ARTICLE

In times of crisis, it’s sometimes necessary to eschew rules and best practices in the interest 
of rapid, effective response. Over the last several months, governments and industries 
have experienced this first-hand, forced into a worldwide quickstep of reducing social and 
economic fallout from the coronavirus pandemic. 

Many countries have introduced programmes to help 
distribute relief funds and emergency loans to help 
businesses stay afloat during the crisis. 

While these programmes are critical to bolstering 
economic stability, they were also created quickly and 
under pressure. One inadvertent result has been an 
emerging uncertainty among financial institutions about 
the long-term outlook for how relief loans will be valued, 
governed and repaid.

In addition to COVID-19 financial support grants, the UK 
government has introduced four loan schemes designed 
to stabilise businesses experiencing cash flow disruptions. 
These include the Bank of England’s Corporate COVID 
Financing Facility (CCFF), Bounce Back Loan Scheme 
(BBLS), Coronavirus Business Interruption Loan Scheme 
(CBILS) and Coronavirus Large Business Interruption 
Loan Scheme (CLBILS). While each of these programmes 
have unique borrower eligibility requirements, lender 
accreditation parameters and loan limitations, they 
provide banks with a government-backed partial, or in the 

case of the BBLS full, guarantee against the outstanding 
balance of defaulted loans. They also include payment 
to cover the first 12 months of interest and other lender-
levied fees.

This paper will discuss key risks that are beginning to 
emerge as consequences of these loan schemes. It will 
cover the grey areas within their stipulations, and how 
misinterpretation of the government’s requirements may 
subject financial institutions to unexpected issues. The 
authors will also share proactive steps banks can take to 
reduce these exposures, including pre-emptive review 
of loans issued to date, and remediation of gaps and 
inconsistencies.

Risk Considerations for Banks Participating in 
Coronavirus Relief Lending

When evaluating the implications and risks of coronavirus 
relief lending, there are many lessons to be drawn from 
the 2008 financial crisis. The 2008 Special Liquidity 
Scheme, while designed to save the economy from 
total collapse, was not without issues and unintended 
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the acceptance criteria was biased; as well as applicants 
who believe the lender did not perform adequate due 
diligence. Early, rough sampling of coronavirus relief 
lending to date, using statistics from the BBB, indicates 
lenders may receive upwards of 300,000 complaints from 
applicants within the next 12 months.

Ultimately, financial institutions are likely to end up bearing 
the burden of proof to demonstrate that their loan decisions 
were consistent with the government’s criteria and that 
rejections were indeed valid. Banks that can show they have 
met the objectives set out by the loan schemes, including 
demonstration of a track record of lending to qualifying 
companies, will have more success in making a strong case.

fRAud 

Like the 2008 financial crisis, the current landscape is ripe for 
misconduct and fraud across many areas, particularly on the 
borrower side. In a recent Financial Times article2, one bank 
executive said, “Fraud risk is huge because there is currently 
no effective way of preventing multiple applications, and 
the speed required means the simplified application process 
might not allow for normal checks on ID.”

In this environment, lenders are often in a situation 
where they are lending to first-time customers with 
whom they have no prior history or businesses that have 
“thin” records with credit bureaus, making it difficult 
to properly vet borrowers. Banks are already seeing 
evidence of opportunistic and coordinated fraud in 
these new loan schemes, including multiple applications 
from the same borrower (on the same scheme or across 
multiple lenders), establishing new companies through 
which to borrow, using loans for unintended purposes 
and fabricating facts to fit with eligibility criteria. UK 
news organisations have reported recent arrests made 
in connection with fraudulent coronavirus relief loan 
applications, and the industry expects to see much more 
on this front.

Once the level of fraud under these schemes comes to 
light, which is expected to stem primarily from the BBLS 
given the volume of loans under the scheme and its 
criteria, banks may face significant reputational scrutiny 
and will need to demonstrate that they complied fully with 
the AML regulations. There will be additional tension as 
banks navigate whether and to what extent government 
repayment guarantees will include loans that turn out to 
be fraudulent or where the borrower has no intent to pay.

2 https://www.ft.com/content/5eef6033-b061-489f-ac34-b26b082bdb7f

consequences for banks and the public. For example, 
employee misconduct was encountered at some financial 
institutions, with attempts at fixing the “repo” rate. These 
and other activities, as well as the NAO’s emphasis on 
spending public money wisely, created a tenuous situation 
for financial institutions on the global stage. 

Now, the economy is again in a fragile state, and the 
government’s extensive coronavirus response programmes 
are calling on banks to expedite the availability of business 
relief funds. Many banks, though unsure of the extent of 
financial guarantees and risks involved, understand the 
critical role they play in the health of the economy and are 
ready to participate in relief programmes.  

Loans issued as of 20 September 2020 exceeded £57.3 
billion1, and many of these may sit with the potential to 
trigger problems and risks for lenders as interest becomes 
due and loan terms complete. In the coming years, as 
the guarantees on these loans come to bear, banks will 
face a myriad of risks, with the most critical among these 
outlined below.

ELIgIBILITY AMBIguITY 

The extent of a grey area—and in some instances, outright 
contradiction—in the loan scheme rules and criteria has 
left many banks nervous as to whether their loans wholly 
satisfy the requirements. For example, several decision 
points are subjective, including whether the loan portfolio 
meets the objectives of the lending framework and 
whether a borrower meets the standards of the Borrower 
Viability Test. Additionally, banks need to ensure they 
are meeting the wider objectives of ensuring loans were 
spread fairly across varied markets and applicants.

As written, the schemes place decision-making power over 
borrower eligibility fully in the hands of the lender, with 
the expectation that these decisions follow the same level 
of rigour as standard commercial loans. More, because the 
landscape of lenders is so varied, ‘standard commercial 
loan’ criteria span a wide spectrum across the industry. 
With so much open for interpretation, it’s still unclear 
how rigorous the government’s process will be for banks 
pursuing repayment under the schemes’ guarantees.

Another key risk around eligibility will be misconduct 
investigations and complaints driven by loan applicants. 
These are likely to span across applicants who were 
denied a loan and assert that they were treated unfairly, or 

1 https://www.gov.uk/government/collections/hm-treasury-coronavirus-covid-
19-business-loan-scheme-statistics
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for a secondary market in coronavirus relief loans remains 
unclear necessitating a complete re-think of collections for 
institutions that rely on the secondary market. Confusion 
and tension will persist until the market norms around 
these issues are determined. Banks will need to evaluate 
and be prepared to possibly adjust risk models as the 
situation evolves.

EXPEdITIng funds fRoM BBB

Lenders are also facing a lack of clarity on the specifics of 
the business interruption payment (BIP) claim process. 
Banks will need to understand their portfolio and prepare 
for an onerous and error-prone process in submitting BIP 
claims. Any non-compliance is likely to result in non-
payment or delay of government guarantees.

For lenders, the process for claiming interest and charges 
applicable to the first 12 months of Bounce Bank Loans 
and Coronavirus Business Interruption Loan Schemes is 
both vital from a commercial perspective but could also 
prove to be complex and onerous. To prepare submissions 
for payment from BBB, banks need to prepare detailed 
submissions. Key requirements are the extraction from 
source systems for account administration and set-up 
costs and interest during the period. Many banking 
systems are not set-up to provide this level of detail—and 
in some cases, interest is not separated from capital in 
monthly payments adding further complexity.

PAYBACk unCERTAInTY

Even as lending continues through the schemes’ durations 
(through the end of the year, and possibly beyond if 
needed), banks will continue to worry over whether and to 
what extent they will be able to recoup losses if loans and/
or interest are not paid back. This will be compounded by 
the expected second wave of COVID-19 implications. Some 
experts estimate roughly 20 per cent of these loans will 
default3, and the Big Four banks are allocating reserves for 
expected bad debt, with one reporting a reserve of £3.5 
billion. Among those that do default, banks will face rocky 
terrain in recovering lost funds. The steps banks must 
take to retrieve payment from borrowers before receiving 
government support are unclear. Further, doggedly 
pursuing payment from struggling businesses and/or the 
government may result in a public backlash, dilution of 
trust and reputational damage.

The economics and incentives around bad debt recovery 
are complex and potentially misaligned, creating 
additional impacts on collection and enforcement 
behaviour. For one, many of these loans are low value 
and issued to thinly capitalised SME institutions with 
minimal financial cushions. Secondly, banks will require 
an unprecedented scale of operations to collect on such a 
large volume of defaulted loans if this was needed and will 
struggle to balance the cost of chasing bad debt with the 
upside of the government guarantees. Finally, the outlook 

3 https://www.bbc.co.uk/news/business-54156530

Insights from the Inside

FTI Consulting recently hosted a roundtable 
discussion in collaboration with City & Financial with 
key stakeholders at financial institutions in the UK to 
discuss the key issues related to government-backed 
COVID-19 business support lending schemes. Key 
takeaways from the discussion include:

 — Lenders are feeling immense pressure to set 
up new infrastructure practically overnight 
and condense time-intensive processes—
documentation, training, underwriting, broker 
agreements—to get funds to borrowers as quickly 
as possible.

 — Most lending is conducted on legacy systems and 
fits with existing commercial lending frameworks 
that are not built to expeditiously adapt to 
government loan schemes.

 — Banks felt pressurized to accelerate lending 
decisions in place of normal measures to validate 
applications to reduce/mitigate fraud and 
misallocation.

 — Due to the rush to lending, the door was left open 
to fraudulent claims.

 — The first round of auditing has been initiated by 
the British Business Bank. The findings may mean 
lenders are hesitant to loan additional funds 
on the same basis out of fear of throwing good 
money after bad.

 — Public confusion over the purposes and intentions 
of these loans has led to high call volumes for 
enquiry desks, with up to half of calls being non-
starters.

 — Financial institutions are pressing for an industry-
wide approach to recovery to ensure consistency 
and compliance for claims against the guarantee 
and bolster against the perception of misconduct.
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Experts With Impact – Loan Portfolio Review

FTI Consulting’s team recently supported a domestic 
retail banking institution in a comprehensive 
review of its client on-boarding process as part of a 
broader regulatory compliance exercise. It involved 
processing more than 2 TB of structured and 
unstructured data across 3.2 million accounts. To 
streamline the process each account was risk scored 
across multiple criteria to select those accounts 
that warranted a manual review. High-risk accounts 
were thus expediently identified, and a process was 
established to off-board accounts deemed too risky 
to continue a business relationship and report on 
any suspicious activities.

steps to Minimise Exposure

To prepare for and mitigate the risks outlined above, 
banks participating in coronavirus relief loan schemes 
should look to proactively review their lending decisions, 
and remediate any gaps, red flags or misinterpretations 
of the criteria. This includes a close examination of the 
potential questions that may come from government 
authorities (in due course), including, “was government 
money well spent?” and, “did the money go to eligible 
applicants?”, as observed during the 2008 financial crisis.

A pre-emptive review and remediation of coronavirus loan 
practices could include the following:

 — Ensure the government policies and protocols which 
govern the process were correctly interpreted and 
applied

 — Whether the behaviour and conduct of bank employees 
was appropriate

 — That the bank performed the appropriate level of KYC/
due diligence to satisfy AML regulations as well as 

Experts With Impact – Loan Reconstruction 
and Interest Calculations

A client sought help following a series of regulatory 
breaches across a mixed lending portfolio including 
unsecured, secured and asset finance products. To 
rectify the breach, the client needed to report on all 
account administration fees and interest paid across 
the portfolio. Also, the client required ‘corrective 
transactions’ to be posted for each account to put 
each account into its correct state. This issue was 
compounded given the number of legacy systems 
supporting the portfolio and in some instances the 
inability to distinguish the split between interest and 
capital from monthly payments.

The team build a series of calculators that enabled 
bulk calculations to be performed externally from 
the lending platforms against a set of rules, enabling 
accurate and fully audited calculation to be performed 
based on key data for each loan (initial loan value, 
interest rate, loan term etc.)

Using this calculator it was possible to reconstruct 
each loan account at a granular level of detail, report 
on all account administration fees and interest 
charged and to construct ‘corrective transactions’ 
that were posted back to the lending platforms to 
put each account into its correct state.

Conclusion

Like the financial crisis of 2008, the coronavirus pandemic 
is placing the financial services industry under intense 
pressure and scrutiny. Establishing an understanding 
of the government’s coronavirus loan schemes, the 
requirements for lending under them and the associated 
risks of doing so will be paramount in avoiding a repeat 
of the fallout from the last financial crisis. With a focus on 
the key risk areas, financial institutions can take proactive 
steps to protect the integrity of their brand and portfolio, 
and strengthen their position for the inevitable National 
Audit Office and other government investigations that are 
expected to take place in the coming years.

The views expressed in this article are those of the 
author(s) and not necessarily the views of FTI Consulting, 
its management, its subsidiaries, its affiliates, or its other 
professionals.

the inclusion and exclusion policies, such as proving 
the business has been adversely affected due to the 
COVID-19 pandemic, proof of annual turnover etc.

 — Review communications (written and possible verbal/
audio) to audit whether the appropriate paperwork/
submissions are complete, consistent and appropriately 
stored

 — Review and identify if any lenders have been reported 
to Cifas from other lenders

 — Establish remediation steps to correct any issues and 
off-board/report any suspected fraudulent cases
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