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REPORT OF THE MANAGER  

 

We wish to submit you the Audited Financial Statements of First Capital Gilt-Edged Fund for the 

year ended 31st March 2023.  

 

Economic and Industry Overview 

  

In 2022, Sri Lanka experienced an unprecedented level of economic, social, and political turmoil 

as the country faced multiple blowouts including shortages of essential items, forex liquidity crisis, 

steep depreciation of LKR against major foreign currencies and soaring inflation and interest rates. 

The adverse circumstances resulted in extensive disruptions to the economy, leading to civil unrest 

and uncertainty in the political landscape. 

 

In April 2022, Sri Lanka faced an unpleasant historic event as it officially defaulted on its foreign 

debt obligations. Following the default, the newly appointed Governor, Central Bank of Sri Lanka 

took measures to substantially increase the policy rates, while the Government significantly 

increased the direct taxes widening the scope of taxpayers. The prices of cooking gas, fuel, 

electricity, medicines and other utilities were increased in line with the currency depreciation and 

to prevent underpricing of products. The multiple measures, import restrictions and skyrocketing 

food prices lead to a surge in inflation which peaked at 73.7% in September 2022. As a prerequisite 

for the IMF arrangement, the Monetary Board and the IMF staff reached a consensus to raise the 

policy rates to help lower the spread between policy rates and high market interest rates. 

Consequently, the Standing Deposit Facility Rate (SDFR) and the Standing Lending Facility Rate 

(SLFR) were increased by 100bps to 15.5% and 16.5% in March 2023. To aid in its economic 

recovery, Sri Lanka secured approval for the board level agreement from the IMF in March 2023 

for USD 2.9Bn to be disbursed over a four-year period. This marked a significant milestone for 

the country's path towards economic stability. 

 

During 2022/23, there were 17 licensed unit trust management companies with 72 funds in 

operation. Total assets under management were Rs. 174Bn as at 31st March 2023 (Source: The Unit 

Trust Association of Sri Lanka). 
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Fund Performance  

 

First Capital Gilt-Edged Fund reported a Profit after Tax of Rs. 659.8Mn for the year ended 31st 

March 2023 compared to Rs. 2.6Mn in the previous year (2021/22).  The substantial increase in 

profit after tax is mainly due to increase in interest income on financial assets from Rs. 3Mn to Rs. 

677Mn (year-on-year basis) which is due to the higher funds under management during the year. 

. 

 

The Fund reported an Annualised Return of 24.6% for the year ended 31st March 2023 compared to 

the benchmark one-year average treasury yield of 23.7% (source: Central Bank of Sri Lanka – 

https://www.cbsl.lk/eResearch/Modules/RD/SearchPages/Indicators_GovernmentSecurities.aspx). 

 

The Annualised Return reported in the previous year (2021/22) was 4.9% compared to the 

benchmark one-year average treasury yield of 7.3% (source: Central Bank of Sri Lanka - 

https://www.cbsl.lk/eResearch/Modules/RD/SearchPages/Indicators_GovernmentSecurities.aspx). 

The Funds under Management as at 31st March 2023 were Rs. 1.367Bn compared to Rs. 56Mn  as 

at 31st March 2022. The substantial increase in Funds under Management (year-on-year basis) is 

due to the significant attraction on yields of the Government Securities during the year. 

 

The asset allocation of the Fund as at the reporting date is as follows. 

 

Asset Allocation as at 31st March 2023  

 

 

 

44%

56%

Government securities
under resale agreements -
44%

Government securities -
56%

https://www.cbsl.lk/eResearch/Modules/RD/SearchPages/Indicators_GovernmentSecurities.aspx
https://www.cbsl.lk/eResearch/Modules/RD/SearchPages/Indicators_GovernmentSecurities.aspx
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Future Outlook  

 

The Sri Lankan economy is anticipated to embark on a path of recovery towards latter part of 2023, 

driven by the progress achieved with the IMF program and debt restructuring negotiations. Under 

the guidance of the IMF, Sri Lanka aims to implement crucial structural reforms that may enhance 

stability and lay the foundation for sustained long-term growth. The Central Bank of Sri Lanka has 

also implemented monetary policy easing, embarked on the finalisation of the domestic debt 

optimisation program, resulting in a significant decline in market interest rates from the 2nd  quarter 

of 2023 onwards. Additionally, inflation has stabilised faster than anticipated and is projected to 

reach mid-single digit levels in the medium term. 

 

The subdued global demand for oil and commodities has led to lower global price levels. As Sri 

Lanka primarily relies on imports for goods while the service sector, including tourism, gradually 

improves, the country is positioned as a net beneficiary in this context, especially considering that 

global interest rates have likely reached their peak. 

 

With concerted efforts and a forward-looking approach, Sri Lanka has the potential to realise its 

aspirations and enhance the well-being of its citizens. The approval of the IMF Extended Fund 

Facility and the initial disbursement has alleviated foreign exchange pressures, although declining 

exports remain a concern. Nevertheless, the increase in worker remittances and the recovery of the 

tourism industry have provided support for foreign exchange liquidity. By adhering to professional 

standards and implementing sound economic strategies, Sri Lanka can continue on its path towards 

stability and long-term prosperity. 

 

Appreciations 

 

We take this opportunity to thank our valued unitholders for the confidence placed in us. We also 

place on record our appreciation for the unstinted support extended by the Securities and Exchange 

Commission of Sri Lanka and our Trustee, Bank of Ceylon.  
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