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The International Monetary Fund (IMF) has announced that it did not reach a staff-level agreement with Sri Lanka during its first
review under a USD2.9 billion bailout package. The primary reason cited for the lack of agreement is a potential shortfall in
government revenue generation. Following a two-week visit to the country, the head of the IMF delegation explained that the
release of a second tranche, approximately USD330 million, under the lending program would be contingent upon reaching a staff-
level agreement. Importantly, there is no predetermined timeline for when this agreement might be reached. This development
highlights the critical importance of addressing revenue generation challenges in Sri Lanka as the country navigates its economic
recovery under the IMF-supported program. Given below are the key highlights.

Economic Challenges and Progress

The IMF acknowledges that Sri Lanka has faced significant economic challenges, including high inflation and a contraction in GDP.
However, it also highlights that there have been commendable efforts to implement reforms, leading to some positive signs of
stabilization, such as reduced inflation and increased international reserves.

Fiscal Reforms and Revenue Mobilization

The IMF expresses concern about revenue mobilization in Sri Lanka, emphasizing that there is a substantial gap between
government expenditures and revenue collection. Revenue mobilization gains are expected to fall short of initial projections by
nearly 15% by year end. It underscores the importance of tax policies and administration reforms to bridge this gap. The
government has already taken steps to reverse tax cuts made in 2019, but further reforms are necessary to meet revenue targets.

Debt Sustainability and Restructuring

The IMF emphasizes the need for a stable path toward debt sustainability. This involves discussions and negotiations with both
official creditors (such as the Paris Club) and commercial creditors (private bondholders). The IMF seeks assurance that debt
restructuring will align with program targets and be conducted in a timely manner.

Social Safety Nets

The IMF acknowledges the impact of economic challenges on the poor and vulnerable in Sri Lanka. It notes that the IMF program
includes measures to protect these groups, such as spending floors on cash transfers and a progressive tax system that excludes
the poor from tax burdens. IMF wishes to see a minimum social spending of 0.6% of GDP to continue into the next year.

State-Owned Enterprise (SOE) Reform

The IMF discusses the importance of SOE reform to ensure that these entities operate on a commercial basis and do not
accumulate additional financial liabilities for the government. It highlights steps taken to address losses in SOEs, such as
adjustments to fuel and electricity prices.

Professional Exodus and Tax Reforms

The press briefing mentions the exodus of professionals from Sri Lanka and the difficulty citizens face in handling the tax burden
resulting from reforms. While it acknowledges the challenges faced by the population, it emphasizes the need for tax reforms to
increase revenue collection.

Renegotiation of the Agreement

The question of whether the IMF agreement with the government of Sri Lanka can be renegotiated is raised. The response suggests
that while it's possible to make adjustments to the program, it depends on whether the objectives of the program can still be
achieved.

Disbursement of Tranche

The timing of the disbursement of the second tranche of the IMF loan is contingent on reaching agreements on policies and
reforms, as well as progress in debt negotiations. There is no fixed timeline for this process.

Source: IMF, Press Releases
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DISCLAIMER

Ambeon Securities has taken reasonable steps to ensure the accuracy and reliability of the information presented in this Report. While
we strive for accuracy, we do not guarantee the completeness or correctness of the information. The information may be subject to
change without notice, and Ambeon Securities is not obligated to update or revise the Report after its initial publication. Any updates or
revisions will be made at the sole discretion of Ambeon Securities.

Ambeon Securities, its employees, and affiliates shall not be held liable for any direct or indirect loss or damage that may arise from the
use of the information contained in this Report. This includes, but is not limited to, financial losses, lost profits, direct, indirect, incidental,
punitive or any other consequential damages.

The information and opinions presented in this Report are for informational purposes only and should not be construed as any offer,
investment advice, a recommendation to buy or sell any securities, or an endorsement of any investment strategy. Ambeon Securities
does not provide personalized investment advice, and you should consult with a qualified financial advisor before making any investment
decisions. This Report may contain forward-looking statements that involve risks and uncertainties. These statements are based on our
current expectations and assumptions and are subject to various factors that may cause actual results to differ materially from those
expressed or implied in the Report.

This report does not take into account the specific financial situation, investment objectives, or risk tolerance of individual readers.
Consequently, investments discussed in this report may not be suitable for all investors. Each reader is responsible for determining the
suitability of any investment based on their own circumstances.

Ambeon Securities, its employees, and affiliates may have financial interests in the securities mentioned in this Report. These interests
may change without notice, and such positions may have an impact on the opinions expressed in the Report.

This Report is intended solely for the use of the recipient and may not be reproduced, redistributed, or otherwise disseminated to any
other person or entity without the express written consent of Ambeon Securities. All rights, including copyright, are reserved.

Investing in securities involves risks, including the risk of loss of principal. Past performance is not indicative of future results, and the
value of investments may go up or down. These risks may include, but are not limited to, market risk, liquidity risk, credit risk, geopolitical
risk, and other factors that can impact the performance of investments.

By accessing and reading this Report or downloading the report electronically, you acknowledge and agree to the terms and conditions
outlined above. If you do not agree with these terms, please refrain from using this Report. Ambeon Securities assumes no responsibility
for any unauthorized use of this Report or its contents.



mailto:research@ambeonsecurities.lk
mailto:charithk@ambeonsecurities.lk
mailto:niles@ambeonsecurities.lk
mailto:romesh@ambeonsecurities.lk
mailto:chinthaka@ambeonsecurities.lk
mailto:pasindu@ambeonsecurities.lk
mailto:hansinee@ambeonsecurities.lk

