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Recommendation EB 02/2020 
Restrictions on capital distributions in the context of COVID-19 
 
 
Since the beginning of the situation regarding this health crisis, the AFA has recommended to 
Andorran banks not to distribute any dividends from the profit for 2019; this recommendation was 
reiterated by this Authority on 7 May 2020 in Communiqué No 262/20-EB "Prudential measures 
adopted by the AFA in the context of COVID-19". 
 
In this context, on 27 March 2020, the European Central Bank (hereinafter referred to as the ECB for 
its acronym in English) issued recommendation ECB/2020/19 in which it recommended that, until at 
least 1 October 2020, credit institutions should refrain from distributing dividends or from making 
irrevocable commitments to distribute them in respect of the financial years 2019 and 2020, as well 
as from repurchasing own shares with the aim of remunerating their shareholders. 
 
In the same approach, on 31 March 2020, the European Banking Authority (hereinafter EBA for its 
acronym in English) issued a Statement on dividend payment, share repurchase and variable 
remuneration, calling on all banks to refrain from distributing dividends or repurchasing shares to 
remunerate shareholders when involving a distribution of capital outside the banking system, in order 
to maintain adequate solvency levels. The EBA maintains that distributions of capital within a banking 
group must respond to the need to support and/or finance individuals and companies. 
 
The EBA also notes that competent authorities should ask banks to assess their remuneration policies 
and practices to ensure that they are consistent with the current economic situation and that they 
promote sound and effective risk management in line with the above situation. The EBA places 
particular emphasis on variable remuneration, which they believe should be set at a conservative level. 
Consequently, in order to be aligned with the risks arising from the health crisis caused by the COVID-
19, a large part of the variable remuneration should be deferred for a longer period and it proposes 
that part of the remuneration may be paid in equity instruments. 
 
These recommendations and decisions arise in response to the situation of global economic 
uncertainty as a result of the health crisis caused by the COVID-19 and consider that banks should 
maintain adequate levels of capital in order to prioritise supporting the real economy through financing 
individuals and businesses, and having the capacity to absorb losses, before distributing dividends 
and/or repurchasing own shares. 
 
On 27 May 2020, the European Systemic Risk Board also issued recommendation JERS/2020/7 on 
limiting capital distributions during the COVID-19 pandemic, by which it recommends to the competent 
authorities that, at least until 1 January 2021, financial institutions which are not part of a European 
Union group shall refrain from distributing dividends or from making irrevocable commitments 
regarding their distribution, repurchase of ordinary shares and/or from entering into an obligation to 
repay variable remuneration to employees when taking risks and involving a reduction in the amount 
or quality of own funds at individual level. 
 
Following to the evolution of this health crisis, the ECB considers that it is necessary to extend the 
deadline established in recommendation ECB/2020/19 due to the uncertainty at the economic level 
which continues to be high and, therefore, credit institutions are faced with a situation in which it is 
difficult to determine precisely what the medium-term capital needs will be and that is why, in the 
context of exceptional systemic uncertainty, on 27 July 2020, the ECB adopted a new 
recommendation, ECB/2020/35, which repeals recommendation ECB/2020/19 and recommends that 
until 1 January 2021 (same date as that set out in the recommendation of the European Systemic Risk 
Board JERS/2020/7), institutions should retain their capital and refrain from distributing dividends or 
from entering into irrevocable commitments to distribute them for the financial years 2019 and 2020, 
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as well as from repurchasing own shares with the aim of remunerating shareholders, of whether 
material or less significant entities. 
 
For the above mentioned and in line with the European guidelines, the AFA recommends that banks 
refrain, at least until 1 January 2021, from taking any of the following measures: 
 

• distributing dividends1 or taking irrevocable commitments in respect of their distribution; 

• carrying out repurchases of ordinary shares; and/or 

• entering into obligations to repay variable remuneration to persons assuming significant risks 2;  
involving a reduction in the quantity or quality of own funds at group, sub-consolidated or individual 
level. 
 
However and taking into account that this recommendation is temporary, the economic environment 
and the stability of the financial situation will continue to be assessed so that this deadline can be 
reviewed in the future, depending on economic developments in response to the current situation 
associated with the COVID-19 pandemic. 
 
Andorra la Vella, 14 August 2020 
 

 
1 The term «dividend» used in this recommendation refers to any type of cash payment that may affect Common Equity Tier 1 
capital and reduce own funds in quantity or quality. 
 
2 Persons assuming significant risks: personnel who, in the course of their professional activity, have a significant impact on the 
risk profile of the entity, including the employees referred to in Article 6undecies point 2 of Law 35/2018, of 20 December 2014 
on the solvency, liquidity and prudential supervision of banks and investment firms as defined in Regulation 604/2014, concerning 
appropriate qualitative and quantitative criteria for determining categories of staff with a material impact on the risk profile of 
an institution. 
 


