CENTRAL BANK OF SRI LANKA

DEPARTMENT OF SUPERVISION OF NON-BANK FINANCIAL INSTITUTIONS
21 May 2019 CIRCULAR No. 1 0f 2019

In view of the adverse impact on tourism industry due to the current situation of the country,
Licensed Finance Companies / Specialised Leasing Companies (LFCs/SLCs) are requested to

grant the following concessions to those individuals and entities in the tourism industry, who wish

CONCESSIONS GRANTED TO TOURISM INDUSTRY

to avail such concessions.

®

(i)

(iii)

(iv)

)

(vi)

(vii)

(viii)

LFCs/SLCs may grant a moratorium to individuals and entities who have registered
with Sri Lanka Tourism Development Authority or any other authority/agency to

provide services to tourism, on a case-by-case basis (Annex I)

The moratorium shall be granted for performing loans (both capital and interest) till

March 2020, in respect of outstanding credit facilities as at 18 April 2019.

The Board of Directors of the LFCs/SLCs or any authority delegated by the Board

of Directors shall approve the granting of moratorium.

LFCs/SLCs shall convert the capital and interest falling due during the moratorium
period into a term loan which shall be recovered from July 2020 onwards. A

concessionary rate of interest may be charged for this facility.

LFCs/SLCs and the borrower shall agree on the repayment period and the rate of

interest on the above loans.

LFCs/SLCs may maintain non-performing loans in the same category for

classification and provisioning purpose, during the moratorium period.

LFCs/SLCs shall waive off the penal interest to be charged on non-performing

loans, during the moratorium period.

LFCs/SLCs shall maintain necessary documents to substantiate the granting of such

concessions.



CENTRAL BANK OF SRI LANKA
DEPARTMENT OF SUPERVISION OF NON-BANK FINANCIAL INSTITUTIONS
21 May 2019 CIRCULAR No. 1 of 2019

(ix) LFCs/SLCs shall report the moratorium availed by borrowers as per the format in
Annex II, to the Director, Department of Supervision of Non-Bank Financial

Institutions on a monthly basis by 15 of the succeeding month.

anaweera
Director, Department of Supervision of Non-Bank Financial
Institutions, Central Bank of Sri Lanka



(1)

(ii)

Annex I

Interpretations for Circular No.01 of 2019

. Individuals

Individuals include persons providing services to tourism sector and permanent employees of

entities who provide services to tourism sector.

Registration

Persons and entities providing services to tourism sector shall be registered with any of the
following Institutions, as at 18.04.2019.
(a) Sri Lanka Tourism Development Authority
(b) Agencies under Sri Lanka Tourism Development Authority
i.  Sri Lanka Tourism Promotion Bureau

ii.  Sri Lanka Tourism Convention Bureau

iti.  Sri Lanka Institute of Tourism and Hotel Management
(c) The Hotels Association of Sri Lanka
Persons and entities who have not registered with any of the Institutions referred in 2(1)
above as at 18.04.2019, shall have at least registered their business/services with the local
government authorities such as Pradeshya Sabha, Urban Council or Municipal Council as
at 18.04.2019 and in order to avail the moratorium, such persons and entities shall now be

required to register with the relevant institution/s referred in 2(i) above.

3. Granting of moratorium

@

(i)

(iii)

Individuals or entities who wish to avail the moratorium shall make a request to the
relevant LFC/SLC seeking such moratorium.

LFCs/SLCs shall evaluate such request individually, including the requirement stipulated
in para 2 above, in order to assess the eligibility.

The moratorium shall be granted for any performing credit facilities (both capital and

interest) as at 18.04.2019 of such individuals or entities.

4. Accounting treatment under SLFRS 9
LFCs/SLCs shall comply with the instructions provided by the Chartered Accountants of Sri

Lanka in relation to recognitions of interest income and accounting for financial assets (Annex

).
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13 May Faig

Mr H A Karunaratne
Deptity Governor

Centras Bank of Sri Lanka

# 30 Janadhipath; Mawatna,
Colcmbe 01

e Me Karunaratne

Re: Concessions fo the Tourism {ndustry

Pl ik the Central Bank of Sri Lanka for refermnng (o us the proposed Concess:ons fo the 1eunsm industy
LR g

annsuncel by the government requesing Lo clarify the accountng beatinent as per SUFRE 9 Fuinincad

sl s

ALy, witn reference 10 yout leller dated 07 May 2014 under the above heading please find below
G asbenaton you sougnt as per e reconmendation made 3l the GA 5 Lanka Fioane ki FHoporting
Sl ds Jeydementation & Intepretanon Task Fores et

p)

lssue 10 Recognition of interest income during the moratorium period

Fatrrgpd B oy L ERS

eterest sevanoi Shall De calcuiated by using e etfertve ntetes] method Trus £hal e oo diated L
3ppying e effective mtarest rate o the gress carrying amount of a finansal asact exeep foy

ik

s

[XZH

purchasid of enginated crodtampatitedd fmanciy assels For those inancial assels e wntity shail

appy the credil-adjusted effective uterest rate to the amortised cost of the finaneiat asset frem matial

recogntion.

bt fnanciad assets that are nol puichased or originated aredit- imparred inancial assete but sutsenuently
have pecome creditimpayed inancisl assets For those fisancial assete the entty shall apply the

wuhive mterest rate (o the amortised cost of the fnarcial azset subsequent repoting penods

ol 542 ot SLFRS 9

Anentity that. o areporing penog  calculates nterest revenye by applying the eftective nterest method to
st accoriance with paragiaph 5 4 b shall o SUDSHHUEL RLGYg

e anmnrteed sost ol & finangat a
vEncds Calrpiate e nintost revenye by applyng the cliective wtessst 1ate 1o the GIOSS CAT0A0G ATGnT
Pt croclit ose an B financiol instrunient uproves s that the bnancial asset s no longer credit-mnmared
At thes stnpeovement can be related obfectively to an event oncirmng after the requirements i pataygrapn
Ol wete appicd (SUen As an mprovernent I the boroweses credit tating)

Aoootihpely inere$t Income can be recogmsed by the banks by using the Effective inlerest Rate (E 11
APt 10 e grass Cattying amount or the net carrying amount otsidenng the stage inlo wnch that luan
betongs 0 at the tme of the modificaton

A e et



CRRILRED

issue 2: Consideration of the rescheduled loans (terms loans) under the same category for
classification and provisioning purposes

Based on the giveny informatior, banks ate requested 16 convert the capital and interest talling due dunng
the moratonum period inte a loan  Accordingly. there would be a modification of the financial asscts where
the hanks would be required to re-estimate the cash flows attached 1o the hinanoial assels

i these crcumstances the banks may need 10 assess whether the financial asset need o be derecognizad
nnder SLFRS 3 2 3(a) which states that an entity shail derecognize a financial asset when and only when
(a) the contractual nights to the cash flows from the financial assel expire. On that basis. de-recognition of
a financral asset on the revised termns would occur where the moratorium results in substantial modification
tos the ongmal cash flows which could be seen as an expiry of those cash flows.

As per 85 5 78 of SLFRS G in some circumstances. the renegohation or modification of the contractual
cash flows of 3 fingnudl asset can lead to the derecognition of the existing findanctat assel n gceardance
with tns Standard. When the madification of a financial asset results i the derecognition of the existing
financial asset and the subsequent recognition of the modified financial asset the maodified asseal is
considerad a new' financii asset fof the purposes of this Standard

A« pet BA 526 Accordingly the date of the modificalion shall be treated as the date of mnal recagniion
af that finanaial assel when anplyng the gnpairment requirements to the motited financial assot The
typicatly means measuring the loss aliowance atan armnunt equal to 12 month expectad cradit losses untd
fhe reruiements tor e ecogriuon of ifetime expected credit lossaes in paragraph £ 5.3 are met However
N some creumstances following a modification that results in derecagnition of the onginal inanciai asset,
there may oe evidence that the modified financial assel is credit-impaired at initial recognition. and thus
the financial asset should be recogrised as an originated creditimparred financial assel This rmight occut,
for example 11 a situation n which there was a substantial modification of a distressed assel that resuited
in the derecognition of the original financial agset In such a case it may be possible for the madification to
result 10 a new financial asset which s creditimpaired atnbial recognition

Accordingly the hoider of the financial asset should perform a guantitative and qualitative evaluation of
whether the maditication is substantal

As per SLFRS & para 54 3 when the contractual cash flows of a financial asset are renagohiated of
atrerase modified and the renegotation of modificalion does not result in the derecognition of that financial
assat i aceordance with this Standard. an enbity shall tecalculate the gross carrying ameunt ot the fmancial
osat A shall recogmse » madification gain or 10ss m profit or loss, The gross catryig amount of the
Fanoidl assut shall be recatculited as the present value of tha reneqotiated ol modifiend contractaal cash
floms Pl are discounted at the hnancial asset s onginal etfective interest rate

Paragraph B85 26 ot SUFRS 9

Accurdingly the Jate of the modification shall b yeated as the date of nitial recagrtion of that financal
asset when applying the wnpainment reguurements to the madified financial asset This typically means
measuring the loss allowance at an amount equal to 12-month expected credit losses untl the requirements
for Ihe récoanition of lifetime expected credit losses in paragraph 5 5 3 are met,




{HARILMED -

Faragroph 85 5.27 of SLFRS 9

It the contractual cash flows on a financial asset have been renegohiated or otherwise modified. but the
hnancial asset is not derecognised. that financial asset is not automatically considered to have lower cradit
risk An entity shall assess whether there has been a significant increase in credit risk since initial
recognition on the basis of all reasonable and supportable information that is available without
undue cost or effort. This includes historical and forward-looking information and an assessment of the
credit nsk over the expected Ife of the financial asset, which inciudes information aboul the cicumstances
that led to the moddication Evidence that the criteria fur the recognition of lifetime expectad credit losses
are no longer met may include a tustory of up-to-date and timely payment performance against the modified
contractual terms  Typically, a customer would need to demonstrate consistently good payment hehaviour
over a penod of ime before the credit risk is considered to have decreased

Accordingly. the modified fean referred 1o above i order to grant concessions to the tounsm sector should
be: classdied in an appropriate stage considering the bank's assessment on whether thene has been a
significant increase in credit risk since initial recognition on the basis of all reasonable and supportable
information at the time: of modification and In subsequent reporling periods. Otherwise the modified loan
result n the derecognition of the financial assel, guidance given i paagraph BS 5 25 and B 5 5 26 shail

he apphed

issue 3: What should he the disclosure requirements in relation to the above?

General disclosuwres in tetms of SLFRS 7 Financial Instruments. Disclosimes need o be followed by the
banks in the financial statements. In addition to the general disclosures requued. in relation o impairment
regquiresnants of financial assets which have had modifications to ther contraciual cash flows reed to
provide disclosures required by SLFRS 7 (35F (i), (351){b) and (35J)

This expianation is provided purely based on the limited facts and information provided by you and as such
the Institute of Chartered Accountants of St Lanka kakes no responshility f the explanation would have
been differant had more information been available Further, the application of the Sri Lanka Accounting
Stanaards requires exercise of judgemeni. Therefore, the ultimate responsibility for the recognition.
measurement, prosemtation and disclosures of any transaction rests with the preparers of the financial
statements 0 providing this clarification, we have exercised due care and diiigence and therefore we
helieve that the clanfication given is appropriate. f you require further clarifications on the issue. we advisc

you to seek professional advice

Thank you

Youls sincerely
THE INSTITUTE OF CHARTERED ACCOUNTANTS
OF SRI LANKA

Jagath Perera
PRESIDENT






