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Sri Lanka signs IMF deal in Mar-23, in-line with First
Capital Research expectations
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.4 1.0Summary of
Creditor Meeting

“Authorities revealed that T-Bills held by the
govt. would be considered for the debt
restructuring process and T-Bond re-
structure would be voluntary”



Sri Lanka has pledged to implement further

extensive reforms to secure long term recovery...

Kparliamentary approval of welfare \ / \ / \

benefit payment scheme (Enhanced - Revamping the VAT system by
Social Safety Nets) removing almost all product  Introduction of reforms making the

_ _ specific VAT exemptions Mlnlster_of Powc_ar and Ene_rgy

» Cabinet approval of a comprehensive responsible for implementing cost-
strategy to restructure the balance recovery based fuel and electricity
sheets of key SOEs price adjustments

« Submitting the Public Financial
Management (PFM) Law to

_ _ Parliament _ _
» Parliamentary approval of new anti- * Introduction of a property tax, a gift

corruption legislation . Parliamentary approval for the full and an inheritance tax

revision of the Banking Act

» Parliamentary approval of the new
KCentral Banking Act / K /

202023

Source: Investor Presentation — March 2023 (CBSL and Ministry of Finance)

IMF review is scheduled for every 6 months:
1st review - Sep 2023
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...which may allow the economy to fully recover and

restore macroeconomic stability...

GDP to turn positive in 2024E
4.8%

2024E 2025E

2026E

«=IMF Estimates

©-FCR Estimates
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Inflation expected to be stabilized from
2H2023

46.4%

52% 5.1%

hsve o

7.2%

2021 2022 2023E 2024E 2025E 2026E 2027E

«O=IMF Estimates «=@=FCR Estimates

Source: Investor Presentation — March 2023 (CBSL and Ministry of Finance),
First Capital Research



@ ...and improves business confidence and the trade q

potential of the country

Primary Account surplus to be stabilized at 2.3% as a Current Account deficit expected to contract and
percentage of GDP by 2025 remain -1.4% as a percentage of GDP by 2025

3.0%

2.3% 2.3% 2.3%
0.8%
< 7
/

0.0%

- 2022 2023E 2024E 2025E 2026E 2027E
-1.0% -0.7% ZOZSE
-2.0%
-3.0% -

N
/
4.0% 2023E
et -3.8%
-5.0% Source: Investor Presentation — March 2023 (CBSL and Ministry of Finance) -
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@ Sri Lanka aims to achieve Gross International

Reserve target of USD 14.0Bn by end-2027

Sri Lanka’s estimated external financing gap of The contemplated debt treatment enable the country to
USD 23.6Bn from 2023E-2027E to be bridged reach Debt sustainability targets reflected in the IMF
through multiple financing: framework
(USD Bn)
Other IFIs 959 of GDP
financing

16%

by 2032

The external
debt
treatment is

expe_gtef[:ihto lMFﬁlr;?/?Cing 13% of GDP
provide the - )
hecessary In 2027-32
relief.

External debt
relief
71%

4.5% of GDP
In 2027-32

Source: Investor Presentation — March 2023 (CBSL and Ministry of Finance)
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@ 68% of the external debt is considered for debt

treatment

Central Government and Guaranteed SOEs Foreign Currency
Debt (USD 45.5Bn)

Considered for debt
treatment

(USD 30.8Bn, 68%)

Excluded for debt treatment
(USD 14.7Bn, 32%)

Multilateral

Emergency
creditors (USD ggma assistance credit
11.5Bn) lines (USD 0.8Bn)

Bilateral creditors Private creditors
(USD 10.6Bn, (USD 20.3Bn,
34%) I0%)

Bilateral Swap CPC and CEB

o
5
o
Q

=
%))
c
o

O

Lines (USD forex payables
2.0Bn) (USD 0.3Bn)

Not Considered

Source: Investor Presentation — March 2023 (CBSL and Ministry of Finance)
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@ Debt treatment for local currency debt

Central Government Local Currency Debt
LKR 13,189Bn (USD 36.3Bn)

T-Bills T-Bonds Other Loans CBSL Advances
LKR 4,126Bn LKR 8,722Bn LKR 104Bn LKR 236Bn
(USD 11.4Bn) (USD 24.0Bn) (USD 0.3Bn) (USD 0.6Bn)

T-Bills Holders

only T-Bills held by the CBSL,
will be considered for
treatment (restructuring) in
order to free up some fiscal
space

= CBSL
= Deposit Taking

Institutions
Non-Deposit Taking

Institutions For T- Bonds, a voluntary
= Other domestic debt optimization
operation without coercion is
= Non-residents' planned
holdings
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T-Bonds Holders

Superannuation Funds

= Other Non-Deposit Taking
Financial Institutions

= Deposit Taking
Institutions

= Other 44.5%

= Non-residents' holdings

= CBSL 9.0%

Source: Investor Presentation — March 2023 (CBSL and Ministry of Finance)



Targeted timeline for the Debt Restructuring Process

August

ACTION PLAN March ‘ April ‘ May ‘ June ‘ July Sept. ‘

1. Key milestones with respect to the IMF

Board Approval J
1st Program Review -

2. Engagement with domestic creditors

Assessment of the domestic debt optimization operation %/////%-

IMF

Implementation phase

3. Engagement with external creditors (both official and private)

Technical discussions with creditors W-=-

Negotiation phase

CREDITOR ENGAGEMENT

Implementation phase

Source: Investor Presentation — March 2023 (CBSL and Ministry of Finance)
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1.0 FCR - Previous
Recommendation

“Yields returning to normalcy after Sri
Lanka secured the USD 3.0Bn IMF deal ”




@ Overall yield curve movement

Yield curve quarter end comparison Interest Rate Change (bps)

34.00%

32.00%

L | - L | -
30.00% 3M 24.50% 30.50% -600 31.50% -700
6M 23.50% 32.25% -875 29.50% -600
28.00% 1Yr 22.50% 29.25% 675 29.50% -700
ﬂ 2 Yrs 30.13% 32.75% 1262 29.50% + 63
26.00% 3Yrs 27.63% 31.25% -362 31.25% -362
24.00% 4 Yrs 27.55% 28.50% 95 30.25% -270
5 Yrs 25.25% 28.00% -275 31.25% -600
22.00% Currepy v 6 Yrs 25.00% 28.00% -300 31.25% -625
e/ds 7 Yrs 23.50% 27.50% -400 29.75% -625
20.00% 8 Yrs 23.00% 27.50% -450 29.75% 675
15 00% 9 Yrs 22.75% 27.50% 475 29.75% -700
S & \.\& IO IR T I T T T 10 Yrs 22.75% 26.75% -400 30.13% -738
LN A 2 I I LA\ 12 Yrs N/A N/A N/A N/A N/A
15 Yrs N/A N/A N/A N/A N/A
—e—31-Mar-23 31-Dec-22 —e—30-Sep-22 20 Yrs N/A N/A N/A N/A N/A
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30th Sep-22 to 034 Apr-23 bond yields

plunged by nearly 600bps
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Previous Recommendations

21st Sep 2022

“Bond yields are expected to moderate in
4Q2022E and gradually witness a decline as
political instability resolves and as Govt. secures
an IMF Board Level agreement”

- Accurate

281 Feb 2023

“Bond yields are likely to witness a continuous dip
towards Mar 2023 on successful progression that
is likely to be made on the board level agreement
and receiving of the 1st tranche from the IMF”

- Accurate



3.0 Fixed Income
Health Score

“Fixed Income health score show signs
of improvement in months to come”




@ FI Economic Health Score — Mar-23

Fixed Income Health Score records a significant improvement during the 1Q2023 supported by multiple
factors in primary and secondary criteria inclining the health score to 41 points.

Economic Health Score _ 41

[Mar 2023]

[As against 33 in Dec 2022 &

Source: First Capital Research 15 in Mar 2023 ( 1 Year a go )]
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@ Changes to Health Score

'o"i rp\‘;

Primary Criteria — Jan-Mar 2023

03/15 03/15 02/15 02/10 10/10 10/10

Mar 2023- Score

Foreign Reserves Liquidity Inflation Foreign Activity Credit CBSL Holdings

Foreign reserves Liquidity level was CCPI continued to Foreign Investment Private sector credit CBSL holdings

improved gradually highly volatile and decline for the 6th in Govt. securities further contracted to remained steady

and recorded at USD closed the month of consecutive month significantly inclined LKR 7,318.0Bn in Jan above LKR 2,600.0Bn

2. 2Bn for Feb 2023. Mar 2023 positively  and recorded at to LKR 71.6Bn amidst 2023 compared to during the month of
at LKR 27.4Bn 50.3% in Mar 2023, the high interest LKR 7,414.1Bn in Dec Mar 2023.
compared to LKR - and expected to rates. 2022 due to the

129.4Bn recorded at  stabilize from sharp escalation in
the beginning of the  2H2023. lending rates.

@ montbh.
01/15 03/15 00/15 01/10 10/10 10/10
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Changes to Health Score

Secondary Criteria — Jan-Mar 2023
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Rating Outlook External BOT & BOP Political Risk Investor Confidence
- Environment ,

S&P has downgrald?d Sri Foreien exchanee Trade deficit Political stability is The BCl registered
Lankan bonds to D', markit remainf contracted and maintained. only a marginal
representing default. Hiohiv volatile while  ecorded at USD However, popularity ~ decline of one basis
Meanwhile, Moody’s ghly ’ 449.0Mn in Feb 2023  of the govt. is points to 34 in 4Q2022

downgraded Sri Lanka's ~ USD/LKR has

dobt Mk boreciated b while BOP turned deteriorating due to cf- 35in 3Q2022.

) et rf;\tlng to Ca frgm 18p9cy YTD ?j/ 9.5% into surplus and uncertainties. However, we believe
Caa2 in Apr 2022. Fitch o ° h an " ]‘c’ recorded at USD business confidence to
downgrades SL Long- Moo MOMOT 317, 0Min amidst the improve gradually
Term Local-Currency ar ' rise in foreign inflow considering the

Issuer DlefaEJIt Ratl?g from tourism and economic rebound
(IDR) to 'CC’, from "CCC. worker remittances. post IMF

00/05 02/05 03/05 03/05 00/05



4.0 New
Recommendation

“Maintain bullishness on Bonds”




FI Health score
nOSEd|V6d |n J un-22 First Capital Fixed Income Health Score
and Is gradually on the s
uptrend after Sri Lanka o
secured the IMF staff ”
level agreement in Sep .
2022. We expect it to T
further improve from B
202023 considering the .
potential development ,
In key economic &
Indicators (mainly IMF ?
reforms) ,

Post signing IMF deal
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Bond Yield risk premiums reduce with
CBSL clarifying stance

Apr 2023

FIRST CAPITAL RESEARCH

First Capital Research accurately predicted
that domestic debt restructuring probabilities
stand low at 20%.

At the creditor meeting held on 30t of Mar
2023, CBSL clearly highlighted the way
forward on domestic debt restructuring. As
illustrated in slide 9, out of T-Bills, only the
instruments held by CBSL are expected to
be reprofiled, while in relation to T-Bonds, a
voluntary domestic debt optimization
operation without coercion will be
performed.

We believe that most of the reprofiling in the
T-Bonds are likely to be for the
superannuation funds while the deposit
taking financial institutions are likely to have
minimal impact.



Recap: Bond Yield Expectations of Feb

2023 (Investment Strategy): Maintained

We expect the complete normalization of the economy with the
country entering into an IMF EFF support program. Thereby with  35.00%

the complete stabilization of economic indicators, concentration
would be shifted towards fast tracking the revival of the 20.00%
economy giving rise to a possibility of a rate cuts from 2Q2023
onwards. 20-30
25.00% 150bps  4Q
Rate cut is likely to be a strong probability towards 2Q-3Q2023 100bps
where we target about 2 rate cuts amounting to a cumulative 20.00% 16.50%
dip of about 150bps and another 100bps in 402023 1550% ol
CLture Policy Rate F t 15.00% / ab TSN

uture Policy Rate Forecas —_——lc
oot 14.50% 15.50% 14.509%  14.00%
90% 10.00%
80%
70%
0%  00% 4.00%
40% / TEEsT
30%
20% 0.00%

10%

0% X'

: N ¥ N
RIS @6\5‘}0 Pt oé‘\o“oef’ e vﬁ‘@&\é“ 3\"?9‘)%& P F S Vé\g\o“ 5\‘onng oél\o“oo"

e==SDFR «===S|LFR e==SRR =1 Yr T-Bill

Jun-23 Jul-23 Aug-23

mRate Cut mNo Change
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@ Recap: Bond Yield Expectations of Feb

2023 (Investment Strategy): Maintained

In line with the expectations following the IMF Board Level Agreement and the subsequent creditor meeting bond yields
recorded a steep drop falling into the targeted ranges of First Capital Research. With the completion of domestic debt
restructuring or towards Dec-23 we believe the overall yield curve is likely to drop below 20%.

Mar 2023E / IMF Board Level ) > Dec 2023E / Completion of DDR
. Market yields as
,,,,,,,,,,,,,,,,,,,,,,,,, Achieved @ . feb 5023

19.0% 19.0% 19.0%

17.0% 17.0% 17.0%

Current Market
yields of bonds

1Yr 5Yr 10 Yr 1Yr 5Yr 10Yr

Apr 2023 FIRST CAPITAL RESEARCH Source: First Capital Research



@

First Capital Research remains Bullish
on bonds as yields stay attractive

Attractive BOND YIELDS

DDR impact, lower than anticipated: Bond yields remained on an accelerated
moderation path, post creditor meeting by the CBSL where investors were given clear
direction on the domestic debt restructuring process. With bills (excluding holdings by
CBSL) not being subjected to any restructuring and bonds being restructured on a
voluntary basis, the expected impact from debt restructuring is lesser than initially
anticipated. Thereby the premium attached to bonds are likely to reduce amidst lower
risk.

Attractive Yields: With economic indicators improving, clarity of DDR being provided,
yields are expected to return to normalcy, possibly reaching a range of 17%-19% by the
end of the year, with the yield curve across the board likely to shift downwards. Yield
curve continue to remain attractive with short-mid tenors still hovering in the range of
25%-26%.

Higher coupon bonds: As the newly issued 5-10yrs bonds are providing a coupon rate
of 18.00% to 20.00%, FCR recommends to take the opportunity to restructure the
existing portfolio and reinvest or newly invest into higher coupon bonds.
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FCR recommends to increase exposure to 4YR-5Yr Bonds
With the sizeable supply to

the market by CBSL the 20.0%
2Yr-5Yr bonds are yet to

fully adjust in the yield 27 0%
resulting in odd shaped

yield curve. 25.0%

Prevailing Rate

Potentially the
highest
capital gain

Comparing the expectations

by the end of the year of the 23.0%

completion of domestic debt

restructuring, the yield curve 21.0%

IS expected to normalize

while also dipping to a e —
range of 17%-19% as ______4""

depicted in slide 22. 17.0% meld curve by Dec 2023E/

We believe that the 4Yr-5Yr 5 0% Completion of PP

bond range provides the <3M <6M 1y 2y 3Y 4y 5Y 6Y 7Y 8 9y 10Y
opportunity for investors to

attain the best pOSSible Low Band === Mid Band == High Band Prevailing Rate

return.
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Potential Capital Gains if yield curve AYR-5Yr Bonds to provide
declines to targeted range stronger capital gains =

2Y 01-Jul-25 18.00% 26.38% 100,000,000 18.25% 13,366,274.20
3Y 15-May-26 22.50% 25.63% 100,000,000 18.35% 14,183,069.17
4Y 15-Sep-27 20.00% 25.38% 100,000,000 18.45% 17,594,362.84
5Y 15-Jan-28 18.00% 24.50% 100,000,000 18.50% 16,461,540.80
6Y 01-Jan-29 13.00% 22.75% 100,000,000 18.50% 13,047,157.44
7Y 15-May-30 11.00% 22.75% 100,000,000 18.50% 13,086,300.71
8Y 15-May-31 18.00% 22.00% 100,000,000 18.50% 12,877,161.63
9Y 01-Jul-32 18.00% 21.50% 100,000,000 18.50% 11,823,996.83
10Y 15-Jan-33 11.20% 21.50% 100,000,000 18.50% 9,968,949.60
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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, or the research or
analysis on which it is based, before its publication. First
Capital Holdings PLC and/or its principal, their
respective Directors, or Employees 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 or in part by any means to any other
person for any purpose without prior permission.




Thank You

“SUCCESSFUL INVESTMENTS IS
ABOUT MANAGING RISKS”

Contact Us

First Capital Holdings PLC
No: 02, Deal Place,
Colombo 00300,

Sri Lanka.

E: research@firstcapital.lk

000

Dimantha Mathew Ranjan Ranatunga Vinodhini Rajapoopathy Tharusha Ashokgar Zaeema Jihan Nethmi Fernando
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T:494 11 2639 853 T:494 11 2639 863 T:+94 11 2639 866 T: 494 11 2639 866 T: 494 11 2639 868 T: 494 11 2639 868

E:dimantha@firstcapital.lk E: ranjan@firstcapital.lk E: vinodhini@firstcapital.lk E: tharushaash@firstcapital.lk E: zaheema@firstcapital.lk E: nethmi@firstcapital.lk


https://lk.linkedin.com/company/first-capital-holdings-plc
https://www.facebook.com/firstcapital.lk/
https://www.youtube.com/channel/UCJBkmm-caWLEi3cuTON0G1Q

	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5
	Slide 6
	Slide 7
	Slide 8
	Slide 9
	Slide 10
	Slide 11
	Slide 12
	Slide 13
	Slide 14
	Slide 15
	Slide 16
	Slide 17
	Slide 18
	Slide 19
	Slide 20
	Slide 21
	Slide 22
	Slide 23
	Slide 24
	Slide 25
	Slide 26: Disclaimer
	Slide 27

