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SRI LANKA LOCAL CURENCY RATING UPGRADED TO CCC+ BY S&P
What does this mean for Sri Lanka? Report date: 26.09.2023

S&P Global Ratings raised its long- and short-term local currency sovereign credit ratings on Sri Lanka to ‘CCC+/C’ from ‘SD/SD’
(selective default) with a stable outlook. Issue rating for locally currency bonds maturing 2023 was also raised to CCC+ from D.

Local currency rating assesses a country’s ability to meet obligations in its own currency while foreign currency rating assesses
the country’s ability to meet its obligations in a foreign currency. This has several implications.

Improved Creditworthiness

The upgrade from "SD" (selective default) to "CCC+" indicates an improvement in Sri Lanka's creditworthiness in its local currency
obligations. This change reflects a more positive outlook on the country's ability to meet its debt obligations in Sri Lankan rupees
(LKR).

Stable Outlook

The stable outlook on the CCC+ rating suggests that S&P Global Ratings believes Sri Lanka's fiscal situation has improved to some
extent through the debt restructuring exercises. However, it also acknowledges ongoing economic, external, and fiscal pressures
that continue to pose risks to the country's fiscal sustainability.

Foreign Currency Rating

It's important to note that Sri Lanka's foreign currency rating remains at "Selective Default" (SD), indicating ongoing challenges in
servicing foreign currency-denominated debt.

Risks and Future Scenarios

Downside Scenario: Further restructuring of obligations denominated in Sri Lankan rupees, rapid inflation, a rising interest burden,
or worsening fiscal performance could lead to a downgrade in the local currency ratings.

Upside Scenario: If the government's local currency debt situation improves, fiscal metrics strengthen, and the economy performs
better than expected, there could be room for further upgrades especially in the foreign currency rating to CCC or lower B category.

Debt Situation

Despite the restructuring efforts, Sri Lanka still faces significant challenges. The government's local currency debt remains high,
and it has a substantial interest burden, which is a significant portion of its revenues. The government will need favorable economic
conditions and continued fiscal consolidation to manage these challenges effectively.

Impact on Borrowing Costs

The upgrade could potentially lead to lower borrowing costs for the Sri Lankan government in the domestic market. A higher credit
rating generally implies lower interest rates on newly issued bonds.

Debt Restructuring

The upgrade comes after the completion of a domestic debt restructuring program. This program involved renegotiating the terms
of government bonds and other debt instruments held by superannuation funds. The restructuring was viewed as a distressed
exchange, meaning that the government had to modify the terms of the debt due to its high interest burden and local currency
debt levels.

As part of restructuring, outstanding provisional advances and Treasury bills held by the central bank were converted into Treasury
bonds with maturities in 2029-2038, carrying fixed interest rates that will step down in 2025 and 2027. A much smaller portion of
the outstanding credits have been converted to short-term Treasury bills. S&P Global Ratings’ sovereign ratings do not reflect the
government’s capacity and willingness to service financial obligations to public sector enterprises or similar official creditors. As of
May 2023, local currency-denominated Treasury bills and bonds outstanding were approximately LKR14.1 trillion, or about 60% of
GDP. Banks, which were not included in the domestic debt exchange program on local currency bonds, are estimated to hold
approximately 27% of Treasury bills and 43% of Treasury bonds. S&P estimate that the government’s interest burden will be more
than 70% of revenues for 2023, and will remain above 50% in 2026.

Source: S&P, 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.
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