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IMF — EFF STAFF LEVEL AGREEMENT ON THE COMBINED 5™ AND 6™ REVIEW

FLASH NOTE

IMF REACHES STAFF-LEVEL AGREEMENT ON THE COMBINED 5™ AND 6™ REVIEW UNDER SRI LANKA’S EXTENDED FUND
FACILITY ARRANGEMENT

The International Monetary Fund (IMF) and the Sri Lankan authorities have reached a staff-level agreement on the policies required to
complete the combined 5™ and 6 Review of Sri Lanka’s reform program under the Extended Fund Facility (EFF). Upon approval by the
IMF Executive Board, the country will gain access to approximately USD 700Mn in financing, bringing the total IMF financial support
disbursed under the arrangement to SDR 1,778Mn (about USD 2.4Bn).

IMF Executive Board approval would be contingent on:

1. The restoration of cost-recovery electricity and fuel pricing while protecting the vulnerable.

2. The completion of the financing assurances review, to confirm multilateral partners’ financing contributions and assess
adequate progress with debt restructuring.

Recap of events that transpired leading to a postponement of the original 5" review

The 5" Review initially reached staff-level agreement on 09-Oct-2025, with key prior actions including parliamentary approval of the
2026 Budget in line with program targets, completion of financing assurances, and continued progress on debt restructuring, alongside
reforms in revenue mobilization, energy pricing, and SOE governance. This staff level agreement was to render a total of USD 347Mn in
financing to Sri Lanka.

However, the review was subsequently deferred following the impact of Cyclone Ditwah, which struck Sri Lanka on 28-Nov-2025, and
created significant humanitarian, fiscal, and Balance of Payments (BOP) pressures. The disaster resulted in widespread infrastructure
damage, displaced over 230,000 individuals according to the World Health Organization, and generated urgent reconstruction needs,
prompting the IMF to provide emergency financing of c.USD 206Mn under the Rapid Financing Instrument (RFI).

Given the scale of the shock and the need to reassess macroeconomic conditions and program parameters, the IMF deferred completion
of the 5% Review to allow time for impact assessment and policy recalibration, with discussions resuming in early 2026.

Key Reasons for Postponement:

= Cyclone Ditwah impact: Following Cyclone Ditwah, the IMF executive board approved emergency funding under the Rapid
Financing Instrument (RFI) to address rehabilitation requirements, causing the IMF to prioritize this over the fifth review.

= Shift in policy priority: IMF focus temporarily shifted from program review completion to crisis response and stabilization efforts.

=  Fiscal slippages and recalibration: The additional expense, along with the government’s shift to a 2026 budget, meant that the
previously agreed upon staff-level agreement (expected to conclude in Dec-2025) needed revisions to accommodate the higher
spending.

= Need for impact assessment: Additional time was required to fully assess the macroeconomic and BOP impact of the disaster
before proceeding with the review.

The current combined 5" and 6" Review therefore reflects a consolidation of pending program assessments, supported by: improved
macroeconomic performance, continued reserve accumulation, stronger fiscal outturns, and progress in debt restructuring, enabling
Sri Lanka to realign with the IMF program trajectory.




G

First Capital
A omshakiGoupCompan

It was further highlighted that in order to obtain IMF Executive Board approval Sri Lanka should:

Restore and maintain cost-recovery fuel and electricity pricing, while ensuring targeted support for vulnerable groups.

Complete the financing assurances review and demonstrate adequate progress in debt restructuring, including finalization
of remaining bilateral agreements.

Strengthen revenue mobilization through improved tax compliance, broadening the tax base, and minimizing leakages,
while maintaining prudent expenditure management.

Enhance public financial management and ensure transparent, well-targeted, and time-bound fiscal support, particularly in
response to exogenous shocks.

Continue to protect vulnerable groups by improving the targeting, adequacy, coverage, and responsiveness of social safety
nets.

Maintain monetary policy independence with a data-dependent approach to safeguard price stability, including avoiding
monetary financing.

Rebuild external buffers through reserve accumulation while allowing exchange rate flexibility.

Safeguard financial sector stability by resolving non-performing loans, promoting sound credit growth, and addressing
vulnerabilities in smaller finance companies.

Advance governance and structural reforms, including strengthening anti-corruption frameworks, ensuring independence
of oversight institutions, and improving legislation on SOEs, PPPs, procurement, and public asset management.

Commentary on program performance so far:

“Sri Lanka’s ambitious reform agenda continues to deliver commendable outcomes. The economy grew by 5%YoY in 2025.

Inflation has returned to positive territory and rebounded to 2.2%YoY in March, and gross official reserves reached USD 7Bn

in end-March 2026. Fiscal performance in 2025 was strong, primarily supported by taxes on motor vehicle imports. Debt

restructuring is nearing completion, with the successful completion of Sri Lankan Airlines’ debt exchange and further

progress in finalizing remaining bilateral agreements.”
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Disclaimer:

This Review is prepared and issued by First Capital Holdings PLC based on information in the public domain, internally developed and other sources, believed to be correct. Although all reasonable care
has been taken to ensure the contents of the Review are accurate, First Capital Holdings PLC and/or its Directors, employees, are not responsible for the accuracy, usefulness, reliability of same. First
Capital Holdings PLC may act as a Broker in the investments which are the subject of this document or related investments and may have acted on or used the information contained in this document,
orthe research or analysis on which it is based, before its publication. First Capital Holdings PLC and/or a connected person or associated person may also have a position or be otherwise interested in
the investments referred to in this document. This is not an offer to sell or buy the investments referred to in this document. This Review may contain data which are inaccurate and unreliable. You
hereby waive irrevocably any rights or remedies in law or equity you have or may have against First Capital Holdings PLC with respect to the Review and agree to indemnify and hold First Capital
Holdings PLC and/or its principal, their respective directors and employees harmless to the fullest extent allowed by law regarding all matters related to your use of this Review. No part of this
document may be reproduced, distributed or published in whole orin part by any means to any other person for any purpose without prior permission.

This report providing a snapshot of fixed income, equity and unit trustis composed and circulated by First Capital Holdings PLC aninvestment bankin Sri Lanka. The company operates in the capital
market of Sri Lanka with operations in government securities - treasury bills and bonds, stock brokering and share market investments, asset management, private wealth management, retirement
planning, personal financial planning, unit trust, margin trading, capital market research, trustee services, corporate finance advisory services including corporate debt structuring (debentures, trust
certificates, commercial papers), valuations, restructuring, mergers and acquisitions, initial public offerings (IPOs) and project advisory. The First Capital Group consists of First Capital Treasuries PLC,
First Capital Limited, First Capital Markets Limited, First Capital Asset Management Limited and First Capital Equities (Private) Limited covering Colombo, Negombo, Matara, Kandy and Kurunegala.



