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1. Superannuation funds’ (EPF/ ETC etc) T-bonds proposed to be swapped for longer term maturity T-
bonds

* No Principal Haircut.

« 12 instruments of equal amount maturing from 2027 to 2038 for a total equivalent to the nominal
value of instruments.

« Step-down Coupon structure of 12% (till 2025) and 9% till Maturity.

« In order to encourage Superannuation funds to participate in the DDO non-participating funds will
be subject to Income Tax Rate of 30% compared to the current Rate of 14%. Non participation will
result in an Average Return of 7.7% compared to 9.1%.

2. CBSL’s T-bills only and Provisional Advances to the Government to be converted to T-bonds
* No Principal Haircut.
10 instruments maturing from 2029 — 2038 for a total equivalent to the nominal value of
instruments.
« Bullet repayment.
« Step-down Coupon structure of 12.4% (until 2024), 7.5% (until 2026) and 5% until maturity.
 To be implemented in Phase 2.

Source : Debt Restructuring in Sri Lanka — Presentation to the Cabinet of Ministers 28t June 2023 by CBSL Governor DOMESTIC DEBT OPTIMIZATION — 29™ JUNE 2023
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« Banking sector has faced significant stress with the economic crisis as reflected in the increase in Non
Performing Loan Ratio from 7.6% in 2021 to 13.3% in May 2023.

« Further, Impairments made for Loans and other losses also increased over 2021 and 2022, with Total
Impairment on existing Loan portfolio recorded at LKR 916Bn.

« Profitability has also been impacted with the increase in Taxation from 39% to 48%.
« Approximately 17% of Government Securities holdings of the Banking Sector consists of ISBs and SLDB.
As such, the restructuring of the Foreign Currency Debt will have a significant impact to the Banking

Sector.

« Considering the above and in order to ensure Financial System stability, the Banking Sector is minimally
impacted by DDO.

« The T-bills and T-bonds held by the Banking Sector will not be impacted by the DDO.

 However, some of the Domestic Banks are expected to contribute to Debt Restructuring through the

ad hoc Bondholder Committee comparable with the ISB holders.
Source : Debt Restructuring in Sri Lanka — Presentation to the Cabinet of Ministers 28t June 2023 by CBSL Governor DOMESTIC DEBT OPTIMIZATION — 29™ JUNE 2023
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CBSL has proposed 3 Options for the settlement of SLDBs as highlighted below:

* Nominal haircut: 30%

* 6-year final maturity (2029), no grace-period (first amortization: 2024)

USD Option 1  Amortization profile: linear
{4 o ”
(“ISBs-like”) - Interest rate: 4.0% (fixed)
‘ EXChange_ of * Past due interest and interest accrued up to the settlement date will be settled
outstanding in LKR (cash)
SLDBs/FCBUs
against new * No nominal haircut

. USD-instruments » 15-year final maturity (2038), 9-yr grace-period (first amortization: 2033)
USD Option 2 Amortizati .
(“Official mortization profile: linear

creditors-like”) * Interest rate: 1.5% (fixed)

* Past due interest and interest accrued up to the settlement date will be settled
in LKR (cash)

* No nominal haircut
* Exchange of

. * 10-year final maturity (2033), no grace period (first amortization: 2024)
outstanding

LKR Option SLDBS/FCBUS * Amortization profile: linear
against new * Floating interest rate: SLFR (policy rate) + 1.0%
LKR-instruments * Past due interest and interest accrued up to the settlement date will be settled

in LKR (cash)

Source : Debt Restructuring in Sri Lanka — Presentation to the Cabinet of Ministers 28t June 2023 by CBSL Governor DOMESTIC DEBT OPTIMIZATION — 29™ JUNE 2023
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* During 2022 and early part of 2023, SLDB holders such as Banks opted to get payment via LKR denominated Bonds as
settlement for SLDBs. Therefore, it is reasonable to assume that most Listed Commercial Banks may opt for the LKR
Settlement Option.

« Some Banks such as SAMP, COMB, HNB and PABC have made Provisions up to 10% of its SLDB holdings. If these Banks
opt for the LKR payment option we expect these Banks to make significant Write-Backs to its P&L in 2023 resulting in a
POSITVE Impact to the P&L.

50.000 SRI LANKA DEVELOPMENT BONDS — MEASURED AT AMORTISED COST

40,000
35,000 32,110

c 30,000 28,335
= 25,000 22,207
X 20,000

15,000

10,000

5,000

2,584 >00?

; 1,882

- ] l I -
COMB SAMP NDB SEYB DFCC NTB PABC

Source : Bank Annual Reports 2023 DOMESTIC DEBT OPTIMIZATION — 29™ JUNE 2023
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* Nominal Haircut 30%

. final maturi . : ation -
. Exchange of 6 year final maturity (2029), no grace period (first amortization : 2024)

) ) outstanding « Amortization profile : Linear
International Sovereign :
Bonds ISBs against  Interest Rate : 4.0% (fixed)
.”eW usb + Past due interest and interest accrued up to the settlement date will be
instruments
settled in LKR (cash)
* No nominal haircut
» 15 year final maturity (2038), 9 year grace period (first amortization : 2033)
« Exchange of «  Amortization profile : Linear
outstanding :
- : : * Interest Rate : 1.5% (fixed
Official Creditors debt against o (fixed)
new USD « Past due interest and interest accrued up to the settlement date will be
instruments settled in LKR (cash)

Source : Debt Restructuring in Sri Lanka — Presentation to the Cabinet of Ministers 28" June 2023 by CBSL Governor DOMESTIC DEBT OPTIMIZATION — 29™ JUNE 2023



29th June:
28th J . Government,
_une CBSL and
Cabinet COPF to

Approval for discuss
DDO impact and
feasibility

29th June: 2"d session
Feedback on DDO plan
from all creditors
including Banks
Superannuation funds &
insurance funds
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30th June:
Discussion 15t & 2nd July:
with all Parliamentary
stakeholders debate and vote
prior to COPF to approve the
approval to be plan
granted

Source : Harsha De Silva Official Twitter
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2022 TARGET

Below 95% of GDP

2032

Public Debt to GDP 128% of GDP

Below 13% of GDP

Gross Financing 34.6% of GDP
(Annual Average)

Needs (GFN)

Foreign Debt
Servicing 9.4% of GDP

Below 4.5% of GDP
(Annual ceiling)

2027-32

2027-32

External Financing Debt service reduction during 2022-27 should close external financing gaps of
Gap USD 16.9Bn

Source : Debt Restructuring in Sri Lanka — Presentation to the Cabinet of Ministers 28" June 2023 by CBSL Governor DOMESTIC DEBT OPTIMIZATION — 29™ JUNE 2023



GFNs (avg. between 2027-
2032)

Absence of Debt Treatment 16.8%

External Debt Restructuring’

(No DDO)

External debt restructuring and
domestic debt optimisation

DDO impact on GFN 1.5 percentage points

Note.1. as per the illustrative debt scenario shared with Sri Lanka’s external creditors

Source : Debt Restructuring in Sri Lanka — Presentation to the Cabinet of Ministers 28t June 2023 by CBSL Governor
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Is GFN target met?
(avg. 13% between 2027-
2032
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1-YR T-BILL RATES AND AWPR FORECASTED TO iBCapitalruSt

DECLINE TO 13% AND BELOW 15.00% RESPECTIVELY
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Inflation is expected to decline to single digit by end July 2023 as mentioned by the Governor. Therefore, we forecast
Policy Rates to decline a further 250 bps with the SDFR and the SLFR to decline to 11.5% and 12.5% by end of
September 2023

With the expected decline in Policy Rates and normalisation of Risk Premiums upon obtaining approval for the DDO, we
forecast 1-Yr T-Bills to decrease to c. 13.00% by end of September 2023.

We expect a T-Bonds to folllow a similar trend with decline in Yields across longer term maturities.

With the expected decline in 1-Yr T-Bill Rates to ¢.13.00%, we forecast Average Weighted Prime Lending Rates (AWPR)
to decrease below 15.00% by End of September 2023.

With the expected decline in AWPR below 15.00%, we can expect GDP growth of 5% in 4Q2023 and result in a pick up
in Corporate Earnings.

Against this backdrop, Equities are expected to perform due to lower Interest Rates on Margin Facilities, movement of
funds from Fixed Income to Equities, Expectations of Earnings Growth due to a pick up in Economic Activity and the
Rerating of Market Multiples.

DOMESTIC DEBT OPTIMIZATION - 29™ JUNE 2023



Disclaimer

The information and opinion contained in this report have been complied by our research department from sources believed by it to be reliable and in good faith, but no representation or warranty,
express or implied is made as to their accuracy, completeness or correctness. All opinions and estimates contained in the document constitute the department’s judgment as of the date of this
document and are subject to change without notice and are provided in good faith but without legal responsibility. This report is not, and should not be construed as, an offer to sell or a solicitation
of an offer to buy any securities. Capital TRUST Research (Pvt) Ltd. (the company) or persons connected with it may from time to time have an investment banking or other relationship, including
but not limited to, the participation or investment in commercial banking transactions (including loans) with some or all of the issuers mentioned therein, either for their own account or the account
of their customers. Persons connected with the company may provide or have provided corporate finance and other services to the issuer of the securities mentioned herein, including the issuance
of options on securities mentioned herein or any related investment and may make a purchase and/or sale, or offer to make a purchase and/or sale of the securities or any related investment from
time to time in the open market or otherwise, in each case either as principal or agent.
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This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”,
“predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such forward looking statements
are based on assumptions made and information currently available to us and are subject to certain risks and uncertainties that could cause the actual results to differ materially from those
expressed in any forward looking statements. Readers are cautioned not to place undue relevance on these forward looking statements. Capital TRUST Research (Pvt) Ltd expressly disclaims
any obligation to update or revise any such forward looking statements to reflect new information, events or circumstances after the date of this publication or to reflect the occurrence of
unanticipated events. Exchange rate fluctuations may affect the return to investors. Neither the company nor any of its affiliates, nor any other person, accepts any liability whatsoever for any direct
or consequential loss arising from any use of this report or the information contained therein. Capital TRUST Research (Pvt) Ltd, their respective affiliate companies, associates, directors
consultants and/or employees may have investments in securities or derivatives of securities of companies mentioned in this report, and may make investment decisions that are inconsistent with
the views expressed in this report. Capital TRUST Research (Pvt) Ltd, it's directors, officers, consultants, employees, associates or business partner, will not be responsible, for any claims
damages, compensation, suits, damages, loss, costs, charges, expenses, outgoing or payments including attorney’s fees which recipients of the reports suffers or incurs directly or indirectly arising
out actions taken as a result of this report.
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