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Sri Lanka - Snapshot

_ Democratic Socialist Republic of Sri Lanka

Capital Sri Jayawardenapura Kotte
Commercial Capital Colombo
Time zone Standard time zone UTC +5.30
64N (7

Nationality Sri Lankan 79°54'E
Population 21.4 Million
Total Area 65,610 Sg.km
Population Density 342 ppl/Sq.km
Currency Sri Lankan Rupee (LKR)
Exchange rates* LKR 169.60/USS| LKR 194.58/€ | LKR 219.36/£

GDP (Market) USD 87.2 Billion

GDP (PPP)* Int’I D 261.1 Billion £
Economic size (2016) '

GDP per capita (Market) USD 4,065

GDP per capita (PPP )* Int’I D 12,316
Sovereign rating Moody’s: (B1) ‘Negative’ S&P: (B+) ‘Negative’ Fitch: (B+) ‘Stable’

.Colombo 3

Official languages Sinhala, Tamil < Sri Jayawaredenepura
Business language English
Literacy rate 93.1%

Source: Bloomberg L.P., CBSL., Annual Report 2017 — CBSL 2018, *IMF Estimates, JB Securities Research
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Headline GDP growth in 1H-2018 continues to disappoint

GDP growth for 1H-2018 camein marginally higher at 3.5% from 3.3%in 1H-2017
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Agriculture, and service sector heavy weights push up growth in 1H-2018

Largestcontributionsto growth came from financial services,wholesale and retail trade, and

manufacturing
Ppt contribution to real GDP growth

-0.60% -0.40% -0.20% 0.00% 0.20% 0.40% 0.60% 0.80% 1.00% 1.20%

Agriculture
Mining and quarraying
Manufacturing
Construction
Industry, other
Wholesale and retail trade
Transportation
Financial services (including insurance activities) RewAU: 2Q-2018
1H-2018
Real estate activities
Public administration
Hotel and restaurant services
Telecommunication
IT programming consultancy and related activities
Professional services
Education
Health

Services, other

Taxes less Subsidies on Products
Source: DCS, JB Securities Research
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HH consumption the largestcontributorto growth

Ppt contribution to GDP growth
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Source: DCS, JB Securities Research
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With the recovery in the Agri sector there seems to be a strong recoveryin HH consumg

Investmentgrowthremains subdued largely driven by
aslowdownin publicinvestment
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However, ‘animal spirits’ continue to remain low in the economy..

Business confidence and consumer confidencehavebeentrending downwards
Index level
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Source: Nielsen, JB Securities Research
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Sentiment on business conditions worsened to hit an all time low in 2Q-2018

Demand and capacity utilisation move downin2Q-2018
BSI Index level (100=unchanged,; >100=improves; <100=worsen)
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Both manufacturing and service PMI show an expansion in the economy

Capacity
Utilization

BusinessDemand

2Q-18 3Q-18*

Index level (50=no change on previous month)

70 1

ManufacturingPMI up 1.0
points, while services PMI
down 0.8in Aug-2018

65 -

60 -

55 -

Services

50 A
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Notes: *is based on expected numbers
Source: CBSL, JB Securities Research
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Mixed picture in economic activity heat map

Quarterly, % YoY

3Q-14 4Q-14 1Q-15 2Q-15 3Q-15 4Q-15 1Q-16 2Q-16 3Q-16 4Q-16 1Q-17 2Q-17 3Q-17 4Q-17 1Q-18 2Q-18

12.6% 10.9% 3.5% 6.9% 9.2% 8.6% 1.7% 0.1%

-5.3%

-23.4% -33.6%

0,
Coconut Production 1.8%

Informal Sector Real Wages 52% 7.0% 7.4% 87% 58% 3.6% 46% 19% 4.6% 50% 23% 3.5% 34% 29% 5.8% 10.2%

Index of Industrial Production (IIP) 8.3% 10.5% 4.3% 3.1% 1.3% 4.1% 0.6%

Remittances (LKR, inflation adjusted)
Petroleum and Diesel Sales

Cementsales -3.5%

Domestic Container Handling 12.0% 16.8% 19.0% 7.0% 3.8% 62% 85% 17% 10.8% 93% 4.4% 87% 3.4% 14% 1.2%

Cargo Handled 16.8% 13.0% 4.8% 4.1% 3.0% 53% 13.8% 12.2% 8.7% 11.7% 6.8% 6.9% 8.7% 11.4% 13.4% 13.8%

6.4% 3.4% 4.7% 55% 6.8% 6.6% 10.4% 7.0% 7.2% 2.7%

Electricity Generation

-6.2% 16.3%

Merchandise Exports

3.2% 4.2% 12.9%

Intermediate imports excl. fuel

12.0% -0.4% 3.5% 10.0% 9.3% 13.6% 1.8% -1.2% -6.8% -3.7% 2.6%

Investment Imports
18.5% 13.4% 13.6% 14.8% 27.9% 14.9% 22.1% 8.0% 12.0% 12.4% 3.4% 6.9% -0.5% 4.1% - 12.6%

Sequential Sequential Sequential Sequential
- deterioration greater deterioration less than improvementless than - improvementgreater

than 1std. dev 1std. dev 1std.dev than 1 std.dev

Note: Datafor cement sales and electricitygenerationis only until May-2018
Source: CBSL, JB Securities Research
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Apparel exports continue to grow on the back of GSP+, and better growth from EU and U

Exportsto both Americaand the European Union have grown

USD Mn

4,682 4,556 4,602 4,739
4,265 Other

America

European
Union

2012 2013 2014 2015 2016 2017 1H-2017 1H-2018

Volume Index

Source: CBSL,JB Securities Research
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Demand for tea in 2Q-2018 remained low due to economic woes in Iran and Turkey

Teaexports up marginally by 0.1% in 1H-2018 Rubber exports upby 8%in 1H-2018
USD mn USD mn
875
1,531 Raw Rubber
" InstantTea 788 801
1,339 [ 26 | OtherRubber
1,268 Bags Products

Gloves
Packets

510 BNIGH

Bulk

2015 2016 2017 1H-2017 1H-2018 2015 2016 2017 1H-2017 1H-2018
(USD/kg) (UsD/kg)
Source: CBSL,JB Securities Research
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Cost of generating electricity has reduced due to increased hydropower...

Reservoir storagehas improved inrecentmonths
Generation mix as at end m; Reservoir storage

100%

Thermal-coal

Reservoir

storage \

Apr-15 Jun-15 Aug-15 Oct-15 Dec-15 Feb-16 Apr-16 Jun-16 Aug-16 Oct-16 Dec-16 Feb-17 Apr-17 Jun-17 Aug-17 Oct-17 Dec-17 Feb-18 Apr-18

Note: Generation from mini hydro, biomass and small scale scattered solar plants and rooftop solar generation is not included
Source: PUCSL, JB Securities Research
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Drought in 2016 impacted economic momentum

Average of precipitation received at 8 weather stations in SriLanka
mm

2,600 -

2,400 - Average Precipitation for the Year*

N

2,200 -

2011-2015 Average
2,000 - / . /\
1991-2010 Aver?/.\./ \ y

1,800 -

1,600 -

1,400 - S
* Average of annual precipitation at 8 collection points — Anuradhapura, Bandaraw ela, Colombo,

Hambantota, Katugastota, Nuw ara Eliya, Ratnapura & Trincomalee 2016 was an outlier

1,200 T T T T T T T T T T T T T T T T T T T T T T T 1
1994 1995 199 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Source: CBSL Annual Reports, JB Securities Research
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But, most factors affecting low growth are non-transitory

Factors affecting economic growth

change

Rainfall shocks Governance failures

Disease & Famine Macro economic instability

Floods Policy volatility

Food supply shocks Domestic industry protection

Other acts of god Low scale and complexity of the
export base

Inventory cycle effects Large public sector

Short term fiscal and monetary interventions High cost of capital

External shocks (oil prices, global portfolio flows) Labour market inefficiency
Lack of public infrastructure

Low FDI

Small size of the domestic market

Source: JB Securities Research
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Overall budget balance expanded by 4% in 1H-2018 on lower revenue growth

...howevera primary surplus of LKR 46bn was

recorded
LKR bn Primary
A ot B
Overall
333 e deficit
-611
-736
-527
12,334
“p,573
2,290
2015 2016 2017 1H-2017 1H-2018

Note: *Peer countrydatais for 2016; data point for Vietnam is an IMF estimate for year 2016

Source: CBSL, IMF, JBSecurities Research
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Fiscal deficit still remains high compared to some

peers
% of GDP
-0.4%
-2.6%
-3.4%
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Government revenue grew at a slower pace of 5.5% in 1H-2018

Governmentrevenueduring 1H-2018 came in lower

than expected...
LKR bn

161
e 7

57

5 Grants
75 Non- tax

1H-2018

2015 2016 2017 1H-2017

Note: *Peer countrydatais for 2016; data point for Vietnam is an IMF estimate for year 2016
Source: Ministry of Finance, IMF,JB Securities Research
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Governmentrevenueas a % of GDP fell in 2017
as revenuegrew slowerthan nominal GDP

% of GDP 23.7%
22.0%
20.9%  20.7%
19.1%
0,
142% 1300
13.3%
10.1%
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Import based taxes- largest source of revenue, fell on duty waivers and fall in cess

Duty waivers on fuel and dairy impacted revenue Motor vehicles contributethe most to Excise

collection duty
cos 570
BTSN license &other 74 Jan-Apr 2017
17 Cess 64 W Jan-Apr 2018
SCL
PAL 38 41
©
30
VAT 2 24 28 24
NBT e
Importduty 3
portelty 2 2 2
Excise duty Motor vehicles Liquor Cigarettes Petroleum Other
92 - - -
18 Taxoninterestincometo increase on IRA
NBT LKR bn
17 c
102 o8 Jan-Apr 2017
VAT g 2D 39 M Jan-Apr 2018
97 g€ 35
o w
° 8
24
Excise duty 19 18 17
15
12
Income tax l
Jan-Apr 2017 Jan-Apr 2018 Personal & ESC Tax on interest PAYE
corporate

Source: Ministry of Finance, JB Securities Research
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Improved tax administration and wider tax base has helped bolster corporate tax contrioti

SriLankahas a corporate tax and contributionrates*thatare higher than the APAC and global averages
%

55.3 55.2

Global average=38.1

APAC average= 36.7 334
30 30.2
28.7
24.7
21‘7 I
Cambodia Mongolia Thailand Indonesia Maldives Bangladesh Pakistan India Sri Lanka Philippines Vietnam

Note: The taxand total contributionrateis measured as a percentage of profits and amounts to the sum of all the differenttaxes and contributions payable afteraccounting for allowable deductions and exemptions.
The measureisa result of the quality of taxadministrationandthe breadth of the tax base
Source: Moody'’s, JB Securities Research
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Government expenditure grew at a slower rate of 5.1% in 1H-2018

Capital expenditure was cutin 1H-2018 dueto less

than expected revenuegrowth (and unfavourable

base effect)
LKR bn

e
g

645

576

527

276 Capital &

1H-2018

2015 2016 2017 1H-2017

Note: *Peer countrydatais for 2016; data point for Vietnam is an IMF estimate for year 2016
Source: Ministry of Finance, IMF,JB Securities Research
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Expenditure as % of GDP has been falling

marginally*
% of GDP
30.0%
27.5%
23.3%
20.9% 21.4%
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13.4%
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Interest payments and salaries account for a significant proportion of govt. expenses...

% of total recurrent expenditure LKR bn

686

620

Other

Otherwelfare payments
Fertiliser subsidy
Samurdhi

Pension payments

Salaries and wages

Interest payments

Jan-Apr 2016 Jan-Apr 2017 Jan-Apr 2018 Jan-Apr 2016 Jan-Apr 2017 Jan-Apr 2018

Source: Ministry of Finance, JB Securities Research
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Interest expenses crowding out capital expenditure...

Interestvs. capital expenditure Interest expense*
LKR bn % of capital expenditure

173%
167%
115%
106%
Interest
expense
87%
Capital
expenditur
= o
2014 2015 2016 2017 1H-2018 : 2015 Bangladesh India
!
Notes: Data for India and Bangladeshis for FY2017 e EE e mmm e

Source: CBSL, JB Securities Research
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Fiscal deficit has mainly been financed by foreign borrowings...

Financing sources Funding mix
LKR bn % of total funding
830
733
640
39% 40%
294 47%
593 208

71%

346

164 Domestic

Foreign

2015 2016 2017 1H-2018 2015 2016 2017 1H-2018

Source: CBSL, JB Securities Research
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Govt. debt-to-GDP ratio came down marginally- 78% in 2017 from 79% in 2016

Governmentdebtremains significantly higher than Governmentdebtrelativeto revenue has
peers comedown
% of GDP % of government revenue

77.7% 788%  77.6%

582%
o 561%
68.9% >54%
59.8%
56.2%
41.89 9
10.0% % 3189 330%
271%
32.1% 252%
204%
190% °
mmmm——mmemoooeemeon
1 wn © ~ I < n k) © £ © HEpe H »
.= S S 1 3 g 5 i & T = 3 3 1 2 o § z B 3
P o ~ S~ R 5 & = g = IS S S 13 R ER =
i i Lank P s £ s S i | E 2 3 © kS
! Sri Lanka 1S E 1 Sri Lanka e S > 2 5
e o o o <4 o e L ________________ _: o 3

Notes: Peerdataisfor theyear2017; data pointfor Vietnamis an IMF estimate for year 2016
Source: CBSL, IMF, JBSecurities Research
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Improved primary budget balance contributed in pushing down the debt-to-GDP ratio...

The primary surplusalong with real GDP growth pushed down public debt
% of GDP (RHS & LHS)/ % YoY (LHS)

12% 1 - 80%
1o 2% I —— S
Exchange_----"~ "=l . - 78%
Rate‘effect ~~<. Public debt
i (RHS)
8% S/
4
,I
F 76%
6% 1
Primary
Deficit effect
4% 1 L 74%
Real interest
% te effect I
rate enee Changein 72%
Public debt
0%
- 70%
_2% _
- 68%
_4% _
o - 66%

2013 2014 2015 2016 2017

Source: CBSL, World Bank, JB Securities Research
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The country’s public debt is now more exposed to global financial markets...

Foreignborrowings Foreignloan mix
LKR bn; % of GDP at the top of the bar % of total foreign borrowings

35.8% % of GDP

5,205 Total
35.5%
4,718 Non- Non-
34.0% >81 concessional L 13% 1% o concessional
B (]
4,046 560
32.4%
Commercial
3,544 539
507

47% Commercial
Includes ISBs

49% 47%

45% Concessional
2,130 2,157 41%

1,898
1,730 Concessional

2015 2016 2017 1H-2018 2015 2016 2017 1H-2018

Source: CBSL,JB Securities Research
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Higher revenues and an increase in the maturity profile improved debt servicing...

Debtservicing Foreigndebtservicing
% of government revenue % of current account inflows
90.0% 90.6%

87.5% 12.2%

Foreign

Domestic

2014 2015 2016 2017 2014 2015 2016 2017

Source: CBSL, JB Securities Research
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Domestic debt service peaks in 2018 on SLDB maturities

Large maturity of G-Secs and SLDBs areduein 2018, followed by ISB maturities in 2019-22
Govt. debt servicing in LKR bn

2,000 ~ M Interest payments

M Debt payments
1,600 A 658
1,200 736 531

>10 611 474 430 375 257
800 4 B 203
325 201 162
134

400 A

105 39

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030

USD 5.7bn foreigncurrency outflows in 2017
USD mn

Predetermined Short-Term Net Drains on Foreign Currency Assets as atend Dec-2017
More than 1and up to More than 3 and up to

Item Total Up to 1 month 3 months 12 months
Foreign currency loans, securities, and deposits
Outflows (-) Principal -4,418.83 -830.88 -728.32 -2,859.63
Interest -1,23591 -218.83 -150.84 -866.24
Principal
+
Inflows (+) Interest

Aggregate shortandlongpositions inforwards and futures in foreign currencies vis -a-vis the domestic currency (including the forward leg of currency swaps)
Short Positions (manlyincludes SWAPs with state banks which mobilized

L -1,495.24 -249.31 -685.00 -560.93
long-term foreign finance) (-)

Long Positions (+)

Other

Inflows related reverse repos (+) -0.01 -0.01

Other accounts payable(-)

Source: Ministry of Finance, CBSL, JBSecurities Research
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Salient features of the Active Debt Liability Management Act...

= Parliament by resolution can raise loans within the country or off-shore not exceeding 10% of the
total outstanding debt as at end of the preceding financial year for the purpose of managing public
debt- refinancing and pre-financing of public debt.

= The minister in charge with the approval of the cabinet of minsters will decide on the, (1) money to
be raised, (2) the method in which it will be raised, and (3) the manner in which such obligations of
the government are settled.

= This gives flexibility for active debt management initiatives, such as buy-backs, switching, and pre-
funding arrangements

= The ability of altering the maturing profile of existing debt stock will minimize rollover risk
= The proceeds raised from the sale of non-strategic assets will be maintained in a special fund

= |nformationon the loans raised and the settlement of government obligations made under the
provision of this act must be reported in the government’s fiscal performance, which is required to
be tabled in parliament under the Fiscal Management Responsibility Act.

= The minister in charge can make further regulations on all matters required by this act on the advice
of the monetary board of CBSL, which shall be published in the Gazette, but needs to be approved
by parliament within three months for it to be implemented.

Source: CBSL;Active Liability Management Act, No.8 of 2018; JB Securities Research
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The country’s performance under the IMF programme remains broadly on track....

A new indicativetargetto reduce contingentliabilities

beginning ofthevear) 5 Tagj plactuall IT_|AdjiT[Actuall PC_|AdjPdActuall IT_|AdjT[Actuall PC [Actual IT_| PC_
Quantitative performance criteria
Central government primary

balance (LKR bn)

-8 -8 16 -4 -4 16 -3 -23.0 2 15 15 151 45 456 90 141

Program net official

. . 2,027 1,874 2,049 1,976 2,057 2,568 2,236 2,212 2,933 1,053 -216 -59 1,133 NA 2,098 1,771
international reserves (USD mn)

Continuous performance criteria

New external payment arrears

by the non-financial public 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
sector & CBSL (USD mn)

Monetary policy consultation clause

% YoY inflationin CCPI

Outer band (upper limit) 7.9 7.9 8.8 8.8 8.5 8.5 7.7 7.7 7.7 8.1 7.8
Inner band (upper limit) 6.4 6.4 7.3 7.3 7.0 7.0 6.2 6.2 6.2 6.6 6.3
Actual / Center point 4.9 4.9 6.4 5.8 5.8 6.0 5.5 5.5 7.5 4.7 4.7 4.8 4.7 4.1 51 4.8
Inner band (lower limit) 34 34 43 43 4.0 4.0 3.2 3.2 3.2 36 33
Outer band (lower limit) 1.9 1.9 2.8 2.8 2.5 2.5 1.7 1.7 1.7 2.1 1.8

Indicative Targets

Central government tax revenue
(LKR bn)

Reserve money of the CBSL (LKR
bn)

Cost of NCOs for fuel and
electricity (LKR bn)

Treasury guarantees

(LKR bn)

Source: IMF, Ministry of Finance, CBSL, JB Securities Research
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803 803 819 1,232 1,232 1,240 1,680 1,680 1,670 447 447 425 924 845 1,428 1,934
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0 0 19 0 NA 0 0
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Performance against existing and proposed structural benchmarks

Structural Benchmark

Target completion

Status

date
Existing Structural Benchmarks
Monetary and Exchange Rate Policies
Cabinettoapprove a policy note on the amendments to the Monetary Law Act (MLA) Mar-2018 Implemented with delay
Fiscal Policy Management
Submitto parliament the 2019 budgetthatisinline with the program targets Nov-2018
Tax Administrative Reform
MoF to publish adetailed IRA tax manual Jan-2018 Implemented with delay
Public Financial Management
MoF to implementan IT-based control system with commitment ceilings for ministries according to the 2018
budget (moving from cash based expense management to commitment based control) Jan-2018 Met
Cabinetto approve a debt managementstrategy for ISBs maturing over 2019-22 Jun-2018 Met
SOE Reform
Cabinetapproval foran automaticfuel pricing mechanism Mar-2018 Implemented with delay
CEB and the Public Utilities Commission (PUC) to establish a Bulk Supply Transaction Account Mar-2018 Implemented with delay
Cabinetapproval foran automaticelectricity pricing mechanism Sep-2018 Not Met
Proposed Structural Benchmarks
Fiscal Policy
MoF and CBSL to approve a Medium-Term Debt Strategy (MTDS) for 2019-23 Oct-2018
Cabinettoapprove a policy note on amendments to the Fiscal Management (Responsibility) act of 2003 Mar-2019
Cabinettoapprove a cleartimetable forthe establishment of anindependent debt managementagency Mar-2019
SOE Reforms
Cabinettoapprove measurestoreduce operation and financial costs of SLA to eliminate future losses Mar-2019
Monetary and exchange rate Policies
Cabinettoapprove amended Monetary Law Act (MLA) for the implementation of flexible inflation targeting Dec-2018
CBSL to operationalize “Request for Quotes” that permits competitive bidding by all banksin FX trading Dec-2018
Structural Reforms
Cabinettoapprove eligibility criteriafor the 4 major cash transfer programs Aug-2018
Cabinettoapprove a strategy to rationalize para-tariffs overthe mediumterm, together with new revenue
sources to offset revenue Mar-2019
Source: IMF, JB Securities Research
JB SECURITIES Page 30 Jefferies



Treasury guarantees a new indicative target

Contingentliabilities are at 4.9% of GDP, while treasury guaranteesand LCs are at 7.5% of GDP..

Contingent liabilities

Dec-2016 Dec-2017

Treasury guarantees + LCs issued

Dec-2016

Dec-2017

Ceylon Petroleum Corporation

Road Development Authority

National Water Supply & Drainage Board
Sri Lankan Airlines & Mihin Lanka
Kotalawala Defence University

Ceylon Electricity Board

Ceylon Shipping Corporation

Paddy Marketing Board

Lanka Sathosa

Airport & Aviation Services
Telecommunication Regulatory Commission
Other SOEs

Total Debt

210,857
141,948
34,789
53,816
20,187
19,927
11,331
6,377
10,786
1,386
6,635
45,300
563,339
% of GDP

207,622
174,701
63,869
62,132
28,060
15,153
11,436
11,167
10,336
9,330
9,060
49,348
652,214

272,988
159,704
106,224
54,183
31,329
37,113
12,133
6,377
15,792

97,720
13,446
89,420
896,429

279,270
184,076
121,401
62,132
32,118
69,249
12,412
12,035
16,063
109,992
13,756
71,722
984,226

Total debt

Source: Ministry of Finance, JB Securities Research

JB SECURITIES

4.7

Page 31

4.9

7.5

7.4

Jefferies



Heavy losses by CEB and CPC pose macroeconomic risks..

Net profit/loss beforetaxes of CPC and CEB

LKR bn
80 -
69.6
60 - Profitdue to the
saleof furnaceoil
CPC — for power
40 - generation to
CEB- indicates
partof the fuelis
20.7
18.6 cross-subsidised
. 5.1
4 4.9 16
N
} 9.3 -7.9
-20 A -14.2 -14. 114 -15.6 -14.5
223 20.2 -19.9
-26.9
-40 A -33.9
BOP crisis triggered by the
incomplete pass through of -49.2
-60 A o .
global oil prices & heavy oil
61.4 imports for electricity due to
severe drought- Brent
-80 1 average USD 112/bbl
-89.6
-100 A -94.5
-120 -
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Source: CBSL, Ministry of finance, JB Securities Research
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Fuel pricing formula-a major step towards energy pricing reform...

Priorto the fuel pricing formula,the country had notrevised pricesforalongtime
End month prices, LKR/litre (LHS), Brent spot price, USD/bbl (RHS)

180 - - 120
Brent
Petrol
160 1
\
| Y -
s~~--‘
Petrol, adjusted
for inflation
140 A
Diesel
120 T ‘\
N
Diesel,adjusted -
For inflation
100 A
80 -
60 T T T T T T T T T T T T T T T T T T T o

Dec-13 Mar-14 Jun-14 Sep-14 Dec-14 Mar-15 Jun-15 Sep-15 Dec-15 Mar-16 Jun-16 Sep-16 Dec-16 Mar-17 Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18

Notes: Petrol refers to ‘octane 92’, while diesel refers to ‘Lanka auto diesel’; CCP1(2013=100) series is used to adjust thefuel price series for inflation
Source: Ceylon Petroleum Corporation, JBSecurities Research
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CCPI Index (LHS); YoY inflation(RHS)
130 1

Headline inflation benefits from a favourable base and lower food prices

125 A

120 A

115 ~

110 A

(4
Il /
105 A

\
\
100 A

\
95

\
\
Sep-15 Dec-15 Mar-16

,
\
T
Jun-16
Source: DCS, JB Securities Research
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Headline inflation has averaged at 4.7% so far this year,while core inflation has averaged at 3.5%

- 9%
Core CCPI index

- 8%
Headline CCPI

- 7%
index

- 6%

N[ 5%
. \
Headline,*

YoY inflation | 4%

- 3%
/N
N

S
4

. - 2%
Core,

YoY inflation | 1%

- 0%

- -1%

Jun-18

T -2%
Sep-18

Jefferies



Headline inflation likely to average 5% in 2018..

In recentmonths there has beenan upwardtick in inflation dueto increasing fuel price
% YoY (LHS); % MoM (RHS)

9% 1 Headline Inflation, ro2:5%

o | MoM (RHS
8% (RHS) | 5 o%
7% 1 Headline 1.5%
6% - Inflation, YoY| ~7
5% A F 1.0%
4% Core Inflation, YoY | 0.5%
3% I

. . - 0.0%
2% -

0 Core inflation, L 0.5%
1% MoM (RHS) =7
0% T T T T T T T T T T T T -10%

Sep-16 Nov-16 Jan-17 Mar-17 May-17 Jul-17 Sep-17 Nov-17 Jan-18 Mar-18 May-18 Jul-18 Sep-18

Contribution of food inflation to headlineinflation has fallen while transport,and energy has increased
PPT contribution to headline inflation

8% 1
7% A
6% A
5% -

4% Alcohol

3% and Tobacco
-

Jan-17 May-17 Sep-17 Jan-18 May-18 Sep-18

Housing,
and energy

2% A

0, -4
1% Transport

0% -

Source: DCS, JB Securities Research
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Broad-based deceleration in domestic credit growth continues...

Total domestic credit growth fell to 10.1% YoY in Jul-2018 from its peakin Oct-2015
LKR bn (LHS); % YoY (RHS)

8,000

Credit to SOE’s (LHS)

0 0%
Jul-14  Oct-14 Jan-15 Apr-15 Jul-15  Oct-15 Jan-16 Apr-16  Jul-16  Oct-16 Jan-17 Apr-17  Jul-17  Oct-17 Jan-18 Apr-18  Jul-18

Source: CBSL, JB Securities Research
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M2b has been gradually declining on slower NDA growth...

Net domestic assets of the banking
system
LKR bn

. Other items
I Credit to SOEs
mmmm et credit to the government
Credit to the private sector
e N\ DA of the banking system

636

6,624

2,227

5,202

-1,442

Jul-15
Sep-15
Nov-15
Jan-16
Mar-16
May-16
Jul-16
Sep-16
Nov-16
Jan-17
Mar-17
May-17
Jul-17
Sep-17
Now-17
Jan-18
Mar-18
May-18
Jul-18

Source: CBSL, JB Securities Research
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Consolidated broad money

(M2b)
LKR bn
M2b=NDA+NFA
6,795
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Net foreign assets of the banking
system
LKR bn

I Foreign currency banking units
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However, private sector credit growth has been growing at double digits since early 2015

Private sectorcreditgrowthwas at 14.2% YoY as at

Jul-2018

LKR bn (LHS); % YoY (RHS)

6,000 -

5,000 -

4,000 -~

3,000 -

2,000

1,000 y

% YoY (RHS)

Jul-14
Sep-14 7
Nov-14
Jan-15 7
Mar-15 7
May-15

Jul-15 7
Sep-15 7
Nov-15

Jan-16

Mar-16

Sep-16

Nov-16

Jan-17 7

Mar-17
May-17

Jul-17

Sep-17 7

Nov-17

Jan-18
Mar-18

May-18 7

30%

25%

20%

15%

10%

5%

0%

-4% -

-6% -

-8% -

A positive privatesector creditgap since Mid-2015
% of GDP

8% A

6% -

4%

2% o

0%

A widely used indicator to identify

financial sector stress. BIS methodology
indicates a threshold of 10% or more as

-2% -

. . . . . 9
a signal for a potential crisis in both >8%
advanced and emerging markets. 4

v

& 5 B B R R & B SR G&EE & 5548 &

Note: One-sided Hodrick Prescott (HP) filter with a relatively high smoothing parameter was used to identify the trend, which was thensubtracted fromthe actual private sector creditto GDP ratio to compute the credit gap

Source: CBSL, IMF, JBSecurities Research
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The latest credit boom has failed to translate into productive private investment

Creditappearsto be concentrated in unproductivesectors-real estate, HH consumption, and

wholesale and retail trade
Ppt contribution to private sector credit growth

Dec-10 Dec-13 Dec-14 Dec-17

40% - Personal Loans and Advances
Services, other
M Financial and business services
35% - . T T i W Wholesale and retail trade
i : M Industry, other
1
: : B Construction
30% A H H B Agriculture and fishing
i i
1 1
1 1 = o
25% ! ' i i
1 i 1
1 1 i 1
1 1 i 1
1 1 i 1
1 1 i 1
20% 1 i i i i
1
1 1 i 1
1 1 i 1
1 1 i 1
! ! - !
15% 1 1 H 1
1 1 i 1
1 1 i 1
1 1 i 1
! ! - !
10% i I i I
1 1 i 1
1 1 i 1
1 1 i 1
1 1 i 1
! ! - !
5% i i ! i
1 1 i 1
1 1 i 1
1 1 i 1
! ! - !
0% T T : T T T
1 1 i 1
1 1 i 1
1 1 i 1
1 1 i 1
5% 1 : : : :
° I ] H ]
1 1 i 1
1 1 L 1

Source: CBSL, JB Securities Research

JB SECURITIES Page 39 Jefferies



Savings are not translating to financial assets...

Domestic Privatecredit Gross savingsrate
% of GDP % of GDP

H Net factor income from abroad (mainly remittances) ' Domestic Savings

124% 124%
115% .
4.6% o
37%
33%
7 ey 293% o 29% 29%
23.6% e
50%
45%
35% 36%
32%
0%
4% -3%

e Rty N e e e e P P e S T ittt ettt |
[ S S5 2 b 2 € | i 0 Q N5 o o ° E 1
PSR Rt g 2 & £ £ IS S 1t g E 5 = g

[ o © c = 1 ] 18 e o v 1
1 1y £ S — > i P 2 < S
I 8 ! i 'l o= i
I @ i ] . P @ ]
L_____Srilanka_____ b o___.2016 : I Srilanka ____ L !

Note: Gross savings are calculated as gross national income less total consumption
Source: CBSL, World Bank, JB Securities Research

JB SECURITIES Page 40 Jefferies



Tight overnight market liquidity conditions due to USD outflows + currency swap maturitie

However, CBSL has beeninjecting Term Re-reposto supportliquidity
LKR bn (LHS); % (RHS)

200 A - 10.0
- 9.5

150
AWCMR(RHS) - 9.0

Overnight net liquidity (LHS)

-100 - 6.0
Sep-15 Nov-15 Jan-16 Mar-16 May-16 Jul-16 Sep-16 Nov-16 Jan-17 Mar-17 May-17 Jul-17 Sep-17 Nov-17 Jan-18 Mar-18 May-18 Jul-18 Sep-18

Note: Latest figures asat2-Oct-2018
Source: CBSL,JB Securities Research
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CBSL is on a tightening bias given the pressure on LKR...

G-Secyields haveincreasedsinceend Aug-2018
End week rates, %

SLFR cut by

SRR hiked SDFR +SLFR hiked SDFR+SLFR hikedby SDFR+SLFR hiked by
25bps

SDFR +SLFR cut by
50 bps 25bps

50 bps by 150 bps by 50 bps

- 10
‘ CIYUZ 1Y G-Sec
“ | IEXERZA 1M SLIBOR
~ 9
” = — 856% 3M G'Sec
— \ ) 8.50% NN
) FWLLA Call money
‘ — ' J \ 7 8 rate
|/

IV SRR
YWY/ SDFR

/ =

r T T T T T T T T T T T T T T T T T T T T T T 5
o - o - o . o o
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Notes: The 10% upfront withholding tax on G-Sec have beenexcluded inthe quoted yields for data until 1st April 2018, after which the withholding taxon G-Secs were removed underthe new IRA and replaced with
interestincome being taxedatthe applicableincome taxrate for individuals and corporates,and a 10%tax on any capital gains

Source: CBSL, JB Securities Research
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Lending rates have increased on the back of tighter liquidity conditions...

Depositrates to follow through..
End week rates, %

15
SDFR +SLFR cut by SDFR +SLFR hiked SDFR+SLFR hikedby  SDFR +SLFR hiked by SLFR cut by
50 bps by 50 bps 50 bps 25bps 25bps RSP AWLR
e " L 14
L 13
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Source: CBSL, JB Securities Research
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Yield curvenow up from ayear ago and has

bear flattened
%

12 -

—@— Latest (as of 02-Oct-2018)

—8— Week ago
—&— Month ago

—@— 1 Year ago

8

0

Note: Latest data pointisasat2-Oct-2018
Source: Bloomberg, JB Securities Research
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Fll outflows from the LCY G-Sec market has put upward pressure on the yield curve
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Balance of Payment by the numbers...

...BoPrecorded asurplusof USD 1.1bnin 1H-2018vs. USD 1.6bnin 1H-2017

USD mn
1H-2016 1H-2017 1H-2018

Trade balance -2,877 -4, 751 -5,709
Exports 5,130 5,398 5,732

Imports 9,321 10,149 11,441

Services (net)

Income (net)
Currenttransfers (net)
Currentaccount (net)
Capital account (net)

Financialaccount (net)

Source: CBSL, JB Securities Research
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Domestic savings has increased over the years reducing the savings-investment gap..

Investmentrate Saving-Investmentgap has reduced...
% of GDP % of GDP
39.1%
36.5%
35.0%
33.4% 2% o,
33:2% 32.3% 31.2%
5 4% -2.2%
25% U7 -2.6%
2011 2012 2013 2014 2015 2016 2017 3.4%
However domestic savings has increased over the <_)7
years
% of GDP
Netfactor
income from
abroad
-5.8%
o 5 Domestic
27% 25% 24.2% 23.6% 27.6% savings
-7.1%
2011 2012 2013 2014 2015 2016 2017
2011 2012 2013 2014 2015 2016 2017 —

Source: CBSL,JB Securities Research
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Fuel, vehicle and gold imports have expanded the trade deficit during 1H-2018

Trade deficitexpanded by 20% YoY during 1H-2018
USD mn; % YoY in red at the top of the bar

Imports Exports
13.3% -0.6% 0.1% -6.0% 21.7% 5.7%
o 0,
59.2% 14.7 06 e a5 MM 98% 22.2% 12.8% ..
% YoY o : 135.3 37.9 : -51.5%  +20.2%
28.9% 4.1% 285.5 : e 125.6 0.2 63.7
53.5 162.8 .
119.5% -2.9%
-27.2 469.6
-1.8%
-16.4 4425
1H-2017 Food and Vehides Other non- Fuel Textiles and Gold Other Investment Tea Other Food, Textiles and Rubber |Diamond an Other Mineral Net 1H-2018
beverages food garments intermediate goods agricultural | beverages | garments products Precious industrial products | unclassified
consumer goods and tobacco Metals exports
goods
4,751 907 813 901 2,094 1,360 438 2,428 2,432 729 543 232 2,519 426 151 1,105 26 -60 5,710
Source: CBSL, JB Securities Research
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Structural weakness in export performance....

SriLankalags behind Emerging Asiain

exports
% of GDP (data for year 2016)

8%

Pakist
akistan -9%

15%

o
onE . 15%

. 12%
Ind
E I

Goods

. 13%
L
Srierks ‘ 2%

E Goods and Services

14%

Philippi
PPN | 25%

56%

Malaysi
TR N, o5

53%

T | 6o%

Vietnam
0,

Merchandise export basketis limited...

USD terms, for the year 2017
Rubber

Products

Petroleum
Gems, Diamonds & Jewelry

ﬁ Industrials Exports =75%

Agricultural Exports =25%

% Tea
% Spices

Coconut
Products

....andis concentrated towards advance economies
% of total merchandise exports

Other Industrials

Textiles

Other Agricultural

Italy

Germany EU-other

%

Source: World Bank, CBSL, JB Securities Research
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Brent is up by over 22% YTD....

USD sanctions onlIran has limited the supply of oil pushing prices higher...

USD/bbl

120 1

100 A

80-

Brent

WTI

0 T T T T T T
Sep-14 Dec-14 Mar-15 Jun-15 Sep-15 Dec-15 Mar-16

Source: U.S. Energy Information Administration (EIA), JB Securities Research
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The current account deficit is likely to be over 3% of GDP this year...

Currentaccountdeficit expanded by 74.8%in 1H-2018...
USD mn at the center of the bar; % change at the top of the bar; % of estimated 2018 GDP in the top of the bar in red box

% YoY

/

12.7% 6.2%

% of
estimated =
GDP

11.8%

18.5%

18.9%

Exports Trade deficit

Merchandise Trade

Source: CBSL,JB Securities Research
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Remittance
flows

6.3% 75.9% 1,268
129
-47.3% 74.8%
_5_
2.0%
1,813
Receipts Payments Receipts Payments Private Private Official
receipts payments |transfers(net)
Services Income Goods, Current transfers Current
Services and account
Income deficit
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Labour departures continued to decline on tighter regulation and fewer job opportunitie

Annualregistrations for departuresdeclined by 8% Stock of migrantemployees fell by 8%?2
No. of Persons ‘000 No. of Persons ‘000

1,846 1,819
300 1,741

1,743
293
1,605
263 1,546
71 & 243
Unskilled 78 212
72
61
125
Skilled? L=
112
106
Housemaid 97

2012 2013 2014 2015 2016 2017

% of Labour

Force3 20.6% 20.6% 20.3% 19.3% 18.0%

2013 2014 2015 2016 2017

Note: 1Skilled Categoryincludes skilled, semiskilled, professional, clerical and middle level categories; 2 Migrant stock of employees’ are in-house estimates; 3Estimates for stock are used to calculate the % of labour force
Source : DCS, SriLanka Bureau of Foreign Employment, JB Securities Research
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..remittance growth will likely be flat or low single digit

Remittances declinedby 1% in 2017,from a growth of 3.7%in 2016 During Jan-Aug 2018
USD mn

Share CAGR remittances down marginally
5 7,243 |~~2l1g 0.8% -4.9% USD mn
3 1% [T ===2 | 7,64 3.4%
6,981 |--~ 2.4% b
Other o 1.1 3.6/) _ o
Aus and NZ FROLERE 261 R S 25z |
Americas 272 P
1,246 1,325 18.5% 5.7%
Asia | 1,87 5O o3k
A&
Europe 6°/_°_ ______________
3,711
3,769 2% 3,889 [P
MiddleEast N [N -
2015 2016

2017

2017 2017 Jan-Aug 2017 Jan-Aug 2018
% of GDP

Source : CBSL, JB Securities Research
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Visitor arrivals dropped in the 1H2017 due to runway repairs...recovered in 1H2018

2018 upto abetter start, supply side bottlenecks holding it back
TouristArrivals

300,000
250,000 -
/
2018 Floods — Largest dengue epidemic /
2017 < 224 deaths in the country // ,,'
200,000 - \_\..>~
2016 =="""" TR
ssoo0p | 2015 T
BIA partial closure.
100,000 - 10% of the flights
cancelled
Supply side constraints, in isolation, cannot explain the deceleration in Overnight Tourist Arrivals to Sri Lanka
o _ witnessed in 2017 as the YoY growth experienced in the second half was lower than the growth experienced in
Supplyside disruptions  the first half of 2017. Bandaranayke International Airport (BIA), the Islands only international gateway, was
>0,000 1 closed for 8 hours during the day for the first 3 months of the year for a runaway refurbishment, which resulted
in a cancellation of 10% scheduled flights to the country.

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Source: SLTDA, JB Securities Research
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Service account is a surplus, however income account remains a deficit ...

Serviceaccountsurplusexpanded at closeto 20% during 1H-2018
USD mn at the center of the bar; % change at the top of bar; % of estimated 2018 GDP in the top of the bar in red box

Service Account

19.7%
% YoY
153% 8.1%
9% of GDP 4.3% 3.2%
8.1% 4.5%
843
USD mn . 183 . 420
9.5% 6.6%
Tourism
flows
937
Inflows L)utflows| Inflows L)utflows| Inflows LJuthows| Inflows L)utflows|
Transportation | Travel BPO, ITES Other Total |

Source: CBSL, JB Securities Research
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Income Account

5.8% 4.9% 143
51

62.4%
—1t—

17.3%

379
0,
19-9%  95.4%

839
External debt
interest

|0utflows| Inflows |Outflows| Inflows |0utﬂows| Inflows |

Interest and other Direct investment Compensation of Total
charges (profits) employees
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FDI gaining traction- FDI during 1H-2018 saw a two-fold increase...

However, SriLankaranks amongstthe lowest

FDIduring 1H-2018 increased by 101%

USD mn

relativeto its peers
% of GDP

FDI includes

loans to BOI

Equity

[/ B capital

256 Other

2015 2016 2017

Note: Peerdatais for 2016
Source: CBSL, World Bank, JB Securities Research
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...but most of if it was towards Real Estate development... a drain on FX reserves...

37% of all FDI's are into Real Estate Development, more than any other category

Foreign Direct Investment of BOI Enterprises by Sector Real Estate Development as a % of total FDI
Includes Loans, excludesdirect investment in Listed Companies
1,800 -
7 Agriculture 320
1,600 -
— 318 Services
1,400 - —
— 236 506 _
1.200 Manufacturing
368
I
1,000 -
271
255 Infrastructure
800 7 503 _ Other
212
600 1
30
400 -
541
364 Infrastructure
200 1 979 - Real Estate
Development

2010 2011 2012 2013 2014 2015 2016 2017 2010 2011 2012 2013 2014 2015 2016 2017

Source: Central Bank of Sri Lanka, JB Securities Research
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Estimated figures for the REER indicate a 1% depreciation since end Jul-2018

Effective exchange rate index (LHS); USD/LKR value (RHS)

115 - - 100
110 - - 110
REER (LHS)
105 - =~oF 120
\
100 - - 130

95 A - 140
90 T - 150
USD/LKR
Inverted, RHS)
85 1 - 160
NEER (LHS)
80 T T T T T T T T T T T T T T T 170

Sep-14 Dec-14 Mar-15 Jun-15 Sep-15 Dec-15 Mar-16  Jun-16 Sep-16 Dec-16 Mar-17  Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18

Note: NEER is the weighted geometric average of the bilateral nominal exchange rates of the domestic currency in terms of a b asket of foreign currencies; REER is the inflation adjusted NEER; NEER/REER calculations
for Aug-2018 and Sep-2018 are estimated, while historical data are official figures from CBSL
Source: CBSL, 24 trading partner monetaryauthorities, JB Securities Research
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Damocles early warning index by Nomura ranked Sri Lanka most at risk of Forex crisis

According to Nomura’s methodology of a currency crisis, Sri Lanka has had only one crisis during the sample period which starts in 1996, despite havingan
index value of over 150 since 2000 for a number of months, which implies that a currency crisis can eruptat any time. This is compared to Indiathat had 3,
Colombiathat had 4, South Africa that had 5, Brazil that had 4, Argentinathat had 5, and Turkey that had 4.

Import cover (imports of goods and services) has

improved since 1Q-2017
Months of imports, end period value
5.5 4

5.0
45
4.0
3.5
3.0

2.5 A

2.0 T T T T T T T T T T T

4Q-13 2Q-14 4Q-14 2Q-15 4Q-15 2Q-16 4Q-16 2Q-17 4Q-17 2Q-18

FX reserves have improved since 2Q-2017
againstshortterm external debt, end of period value

1.60 1
1.50 A
1.40 A
1.30 A
1.20 A
1.10 A
1.00 A
0.90 H

0.80 T T T T T T T T T T T

4Q-13 20-14 4Q-14 2Q-15 4Q-15 2Q-16 4Q-16 2Q-17 4Q-17 2Q-18

Source: CBSL, JB Securities Research
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Short-term external debt-falling since mid-2017
% of exports, end period value
80% -
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% of goodsand
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REER has depreciated since 2Q-2017
% deviation from 3 year average
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Historically, LKR depreciation has been higher than most peer countries

Depreciation on par with Pakistani Rupee
Movement against USD, Select countries, 2000=100

250 ~
225 ~
Sri Lankan Rupee
200 A
175 A
Depreciation
150 A
Philippine Peso
125 A
Ve
\ oy
/ .u'~V M
100 — : : S - : :
Thai Baht
Singapore Dollar
75 - Chinese Yuan
Appreciation

50 -
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Source: Central bank, Department of Census and Statistics
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Tighter USD liquidity and bearish sentiment on EM assets weighing in on Fll portfolio flows

Fll holdings of LCY G-Secs falls to 5.2% of total stock-LKR 74bn outflow (USD 469mn)
LKR bn (LHS); % of total (RHS)

350 - r 15%

- 139
300 A %

250

9%

200

7%

150

5%

100
3%

50
1%

-1%
Sep-16 Nov-16 Jan-17 Mar-17 May-17 Jul-17 Sep-17 Nov-17 Jan-18 Mar-18 May-18 Jul-18 Sep-18

Note: Latest figure for Fll flows in to LCY G-Secsisasat26-Sep-2018
Source: CBSL, JB Securities Research
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Reversal in Fll portfolio flows to the CSE since Jul-2018

LKR5.8bn (USD 36.8mn)netFll outflows Average daily foreign buying and selling
from the CSE till end-Sep 2018 LKR mn Foreign Selling
LKR bn B Foreign Buying
76.7
50 1 231 — Net _ -32.5
7439 Total 100 715.1
40 A 616.1 392.8

383.5 373.8
303.1

30 A

38.7
229 221
2015 2016 2017 2018 YTD
10 A Foreign turnover/Total turnover Foreign Selling
0% . .
19 0 54.9% M Foreign Buying
0 T T T T T T l T -

otal
I /T 41.8% 25 0%

10 1 44 5.8 35.5% 33.7%
20.6%
S 17.6%
-20 A
-19.0
30 - -26.4
2010 2011 2012 2013 2014 2015 2016 2017 2018

YTD 2015 2016 2017 2018 YTD

Note:Net Fll outflows, average daily buying and selling, and turnover for 2018 is as at 28-Sep-2018
Source: CBSL, JB Securities Research
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CBSL has been intervening to reduce volatility and support the currency

CBSL has sold USD 349mn on anet basis since May this year
USD mn

400 -

300 A As at end Aug-2018, CBSL was a net
absorberof USD 110mn

A

200

100 A

-100 A

-200 A

-300 -
Aug-16 Oct-16 Dec-16 Feb-17 Apr-17 Jun-17 Aug-17 Oct-17 Dec-17 Feb-18 Apr-18 Jun-18 Aug-18

Source: CBSL, JB Securities Research
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Gross official reserves have dipped on USD sales, debt repayments and fall in gold prices

However,itis likely to improve onsecondtrancheof USD 1bnfrom syndicateloan duein Oct-2018

+ USD 250mn Pandabond
USD mn

11,000
Months of Imports for Aug-18 = 4.6

10,000 A USD 2.5bn
ISB issuance

;

9,000 8,591
8,000

7,000

6,000

5,000

4,000

3,000

2,000

1,000

Aug-16 Oct-16 Dec-16 Feb-17 Apr-17 Jun-17 Aug-17 Oct-17 Dec-17 Feb-18 Apr-18 Jun-18 Aug-18

Source: CBSL, JB Securities Research
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Equity market faced a perfect storm...both domestic and foreign investors faced head

Movementin CSEALLTRIvs. S&PSL20TRI

10,000 - 5,800
9,500 - 5,600
9,000 -

8,500 -
8,000 -
7,500 -
7,000
6,500 7 4,200
6,000 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1 4'000
o o - > - > o o - > - > o o T > = >
F 3 & =3 5 @ F o & = 5 5 F & & = 5 @ 29% Sep 2018
S Sy S S S S S S S S S B S N s S S N
G = o o o) & & o & S J g < ] % > o )
——ASI Index S&P SL20

Sources: CSE, S&P, JBS Research
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Large caps drove the decline in the S&P20 index...

12Month Ending September — TTM S&P SL20 TRI De-Growth 15.34%

Return %
B0~ ooolooooooooooooooooooo
Melstacorp Plc
20

/— Ceylon Tobacco Company Plc

l_ Vallibel One Ltd
10 -~ -

Ceylon Cold Stores Ltd.

15 4 22 2 15 4 2 3 2 Weight=100%

______ o
(10) Nestle Lanka Ltd. Hemas Hidgs

Sampath Bank Pl Commercial Bank of Ceylon
Lanka Orix Leasing Company Plc
. Hatton National Bank
Sey lan Bank Ceylinco Insurance PLC Dfcc Bank Plc
Peoples Leasing Company Ltd J
220 ) e ‘Richard Pietis & Co'Ltd"

Access Engineering Ltd
Teejay Lanka Plc

Softlogic Holdings Limited / j

John Keells Holdings Ltd.

) R S o Dovelosment Bark Pic
Hayleys Plc National Dev elopment Bank Plc
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Aitken Spence Plc
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Source: CSE, S&P, JB Securities Research

JB SECURITIES Page 65 Jefferies



Foreign portfolio flows were aided by Norges Bank inflows...

All in USD Mn (TTM)

Morgan Eaton
Stanley Vance

CcomMB

Schroder Aberdeen Firststate TRowe Templeton Ruffer Norges Matthews State Street Tundra Deutsche Stewart Total

COMBX
LLUB
HHL
SPEN
HNB
HNB X
DIAL
TKYO
TKYO X
CCS
LION
AEL
TJIL
CARG
SAMP
NEST
CTC

Total

Source: JB Securities Research

JB SECURITIES Page 66 Jefferies



Contractual savings institutions were on the sidelines...

26.20%

Total portfolio
size LKR Bn
(equity & rest)

Note —Adjusted for SLIC's listed subsidiary investments

Sources: SUC,ETFand EPF
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23.77%

21.78%

5.73% 5.36%
4.50%
205 236 261
2015 2016 2017
ETF
Page 67
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Weakening expectations contributed to the decline in the market...

Contribution to CSEALL growth %

.
5.90%

25.40%
16.60% 20.20%
° PE Growth/ (De-Growth)

B Earnings Growth/ (De Growth)

o m Combined Effect

- 0,
= . -13.60% 1406% | Total CSE Growth (De-Growth)
5.77%
28.00%
9.70%
2014 2015 2016 2017 YTD 2018

Source: CSE, Bloomberg, JB Securities Research
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Equities are under owned...active domestic investors have been declining...

Equity marketnos.
‘000

633 Total local individuals

582 592 * Active local individuals

566

540
519

492

114

Inactive local individuals

2011 2012 2013 2014 2015 2016 2017

1.44% 0.80% 0.95% 1.13% 0.69% 0.47% 0.39% Active local individuals as a % of
economically active population

Note: *Active local individuals : Investors who executed atleastone transaction at the CSE
Source: CSE, JB Securities Research
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Foreign investor flows turned negative in the last 12 months...

Net Fll equity flows to CSE
USD mn

Shaded areaindicate netinflows per annum

108.53

(16.47)
(28.48) (27.37) (27.76)

(37.10)

Mar-15 Jun-15 Sep-15 Dec-15 | Mar-16 Jun-16 Sep-16 Dec-16 | Mar-17 Jun-17 Sep-17 Dec-17 | Mar-18 Jun-18 Sep-18 Dec-18

2015 2016 2017 YTD 2018
for the year
Source: CSE, JB Securities Research
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LOLC sale by Orix Japan skewed the result towards net outflows...

Foreignnetequity portfolio investment
USD mn (Period under review 30 September 2017-30 September 2018; Total Adjusted inflow for the period = $50 Mn)

B Increase Decrease M Total

35

Mainly due to strategic sale
by foreign promoter

3 (28}
9 I (5)
2 [ ®

7]
|
(15)
18 50

(15)
. [

(1) (33)

Sampath Bank Bukit Darah Carsons Other Outflow Aitken S5pence JKH LOLC Adjusted Total
HMEBE Ceylinco Ins. Softlogic Other Inflow Hemas East West United Motors Total

%
Contribution
toflows

$125Mn

Source: Company data, Bloomberg, JB Securities Research
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M&A activity were subdued...

Value of Mergers & Acquisitions...

USD mn
21
14
8 8 8
7
5 5
3 3
2
1 1
Qtr2 Qtr3 Qtr4 Qtrl Qtr2 Qtr3 Qtr4 Qtrl Qtr2 Qtr3
2016 2016 Total 2017 2017 Total 2018 YTD 2017
Total
Source: S&P Capital 1Q, JB Securities Research
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Due to high fixed deposit interest rates retail equity flows were subdued...

Purchases and sales from domestic retail investors
USD mn (Period under review Jan 2014 - Sep 2018)

Sales

Purchases

155

120
101 102

91

148
137

Jan-Mar Apr-June July -Sep Oct - Dec Jan-Mar Apr-June July -Sep
2016 2017

Source: CSE, JB Securities Research
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Credit extended to equities remained subdued due to poor demand...

Margin trading advances Brokerreceivables (> T+3)
LKR bn LKR bn

15.7
14.0 139 141
13.7
133 13.6
104 104 oo
3.7
3.4 35 34 35
3.2

I IIIIi26 1

Sep-16 Oct-16 Nov-16 Dec-16 Jan-17 Feb-17 Mar-17 Jan-18 Feb-18 Mar-18 Sep-16 Oct-16 Nov-16 Dec-16 Jan-17 Feb-17 Mar-17 Jan-18 Feb-18 Mar-18

Source: SEC, JB Securities Research
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Capital raising by listed companies were strong...

Equity (LKR Bn) Debt (LKR Bn)

m Secondary issuances Primary issuances m ESOP Total

60

2

0 0 1 0
I
1601 16Q2 1603 1604 1701 17Q2 1703 1704 18Q1  18Q2 1601 16Q2 1603 16Q4 17Q1 17Q2 1703 1704 18Q1 18Q2

Source: CSE, WFE, SEC, JB Securities Research
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Large cap stocks are well owned by Flis...

15.6x 22.6x  18.9x

7.7x
66%
241x 43X
o 52% .
51% o 49%  139x  PERatio
4.1x 43% 41%
Foreign holding as a
% of public holding*
Q) ‘7—{ g Z I 0O v < O I = 0O @]
® o ® Z o B D o) ® o ® —
= T o 2 o Q = 7 Q 3 = = T
S Q ® n o oy = 2 O = @)
= =. o o
S g o O ° S
S @ . ) 5 Q
) [0} (72}
9]
8

; Public Holding %
Note:* Publicholding: The total number of shares publicly owned and available for trading / Sep 2018

Market Cap Rank
Source: CSE, Bloomberg market data, JBS research estimates
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Short fall in tax revenue has led to a significant cut in public investment in 1H-2018...

...howeverprimary balance at a surplus of LKR46bn...

% of GDP % of Annual BE/RE % YoY
1H- 2018 1H- 1H- 1H- 1H- 1H- 1H- 2018 1H- 1H-
2018 BE 2017 2016 | 2018 2017 2016 | 2018 BE 2017 2016
a. Revenue and grants (b+e) 6.4 15.7 6.6 6. 41.6 434 46.8 5.5 21.1 18.2 225
b. Total revenue (c+d) 6.3 15.6 6.6 6. 41.5 43.6 47.1 51 21.1 18.1 22.5
c. of which, tax revenue 5.8 14.3 6.1 5. 41.6 44.8 47.8 3.2 21.8 19.6 22.8
d. of which, non-tax revenue 0.5 1.3 0.4 0. 41.2 31.3 39.5 31.7 14.0 0.6 184
e.Grants 0.0 0.1 0.0 0. 49.6 13.2 4.6 2769 12.8 1859 150.0
f. Total expenditure (g+i) 8.8 205 9.1 9. 43.8 45.7 46.8 51 128 13.0 6.3
g. Recurrent expenditure 6.9 15.2 6.9 7. 46.3 47.2 46.8 8.4 116 9.9 8.6
h. of which interest
f which inter 27 58 26 24 477 513 48d 123 115 203 13.8
payments
i. Capital expenditure 1.9 5.3 2.2 2. 36.8 41.8 48.4 -5.5 16.4 24.2 -13
j. of which, public investment 1.9 5.4 2.2 2. 35.7 42.9 48.0 -7.5 15.8 22.6 7.5
k. Overall balance (a-f) 24 -4.8 -2.5 -2. 51.2 53.2 46.9 40 -8.0 1.3 -18.3
I. Revenue balance (b-g) -0.5 0.5 -0.3 -0.§ -114.8 -65.2  48.3 78.4 -168.6 -55.2 -73.8
m. Primary balance (k+h) 0.3 1.0 0.1 -0. 31.5 29.1 39.8 184.2 +6000 -141.6 -42.8
Note: % of GDP figures for 1H-2018 are based on the in-house nominal GDP projection of LKR 14,516bn
Source: Ministry of Finance, CBSL, JB Securities Research
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Given the set back in 2017 and poor revenue performance 2018 target will be difficult to

It is likely that discretionary government expenditurewill need to be cut if the 2018 budgettarget

is to be met

LKR bn; | % change from from 2017 |;

% of GDP |

+6000%

Primary Balance
145

Foreign Financing
300

Overall Budget
Balance
-675

1.0%

21.8%

Tax Revenue

21.1%

21.1%

+

A 4

Revenue and
Grants
2,228

15.7%

A 4

Revenue
2,218

15.6%

A 4

2,034

14.3%

14.0%

Non-Tax Revenue

4

il

24.5%

Grants
10

0.1%

11.7%

13.4%

i

|
Domestic Financing
375

Interest Expense
820

Source: Ministry of Finance, JB Securities Research
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Expenditure
2,083

:

14.7%

Recurrent Excl.
Interest
1,332

9.4%

184

1.3%

15.8%

Public Investment

16.4%

aal
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Sri Lanka needs to weather the storm- USD/LKR has depreciated 10.2% YTD

LKR is hit by a double whammy of, (1) rising US yields and weak EM sentiment that has led to a sharp capital outflows, and (2) a widening
trade deficit amidst increasing global oil prices
=  From Apr-2018 till Aug-2018 LKR was impacted by broad dollarstrength due to the unravelling of benign monetary conditionsinthe USwhichledtoa
crunch inglobal USD liquidity. This combined with a deluge of US Treasury supply as the US fiscal deficit widens has increas ed the interest rate
differential between EMand US assets which led sharp capital outflows.

=  Since end Aug-2018 there has been global risk-off sentimentleading to EM stress- markets have been demanding a risk-premiafor countries that
have a wide current account deficits and Sri Lanka was no exception. Despitethe improvements made tofiscal policy and anincrease inforex buffers,
given the country’s large twin deficits and external obligations starting from 2019, the country remains vulnerable to external shocks.

=  Capital market flowsin to EM assets are also driven by growth differentials, and given Sri Lanka’s muted growth due tothe impact of the severe
droughtin 2016/17, and fiscal consolidation makes the country less attractive. However, the growth cycle has turned and we e xpect 2018 growth to be
3.8% - 4% thisyear, up from 3.3% lastyear.

= The trade deficit has expanded by 20% up until Jul-2018 despite good exportgrowth, largely due to higherglobal oil prices, asurge invehicle imports
due to revised taxesinthe 2018 budget, and gold imports. However, the pressure on the trade deficitis likely to subsidein the coming months due to
revision of taxes onvehicles and gold along with other restrictive measures onimports. Strong growth in tourism earnings, higher FDI- more than USD
1.4bn in 1H-2018 (BOI expects USD 2.5bn for the full year), USD 1bn from syndicate loan with China,afurther USD 1bn ISB, USD 250mn panda bond,
USD 250 Samurai bond and further privatization of government assets, along with the implementation of the liability management fund to cope with
debt maturities of ISBs could alleviate BoP concerns in the near-to-mediumterm.

=  Weexpected CBSLto increase policyrates by 25-50bps at the most recent monetary policy meeting, to reassure markets and stay ahead of the curve.
Instead CBSLdecided to hold policy rates citing range-bound inflation, soft aggregate demand in the economy, already high realinterest rates and
reduced pressure on the trade deficitin the coming months due to restrictive measures onimports.

= The currency will stabilize when EM stress turns and the pressure onthe trade deficitreduces. However, ad-hoc policies show markets that policy
makers are panicking, whilea drawdown of the reserves can only reduce some near-term pressure on the currency, and given Sri Lanka’s external
liabilitiesin the nextfewyearsitisimperative that CBSLdoes notdeplete it but ratherbuild it up further. Therefore, a rate hike should have been the
firstline of defense toreduce any undue pressure on the currency.

=  [If the pressure continues we expect CBSL will be forced to tighten at the November meeting. Similarly, itisimperative that the government continues
on its path of fiscal consolidation (expected deficitis around 5% this year- marginal slippage of 0.2%) as ultimately the current account deficitis
investment expenditure in excess of domesticsavings. The deficit has also been under pressure due to heavy investment expend iturein real-estate,
therefore we could expect some macroprudential measures to restrictinvestmentin the sector.
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2018/2019 is decidedly mixed

Expect economic growth at 4.0% in 2018

JB SECURITIES

A

(

e

Higher consumption growth on a
recovery in the agriculture sector,
however increasing fuel and
transport prices have impacted
discretionary spending

Certain large scale infrastructure
projects- Colombo port,
Hambantota port and adjoining
economic zone, highways, middle-
income housing, irrigation, energy

Higher demand from key export

markets- synchronised global
growth, reinstatement of GSP+, FTAs
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Lower than expected revenue
growth has meant cuts to public
investment

Increased political noise and
uncertainty along with mix
messaging from the government as
the president plays a more
dominant role in economic policy
making has impacted the reform
agenda

Currency depreciation heavily
impacting consumer and business
sentiment

Tighter global liquidity conditions
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On the verge of becoming an upper middle income country...

SriLankacould soonjointhe upper middleincome group of countries

World Bank classification of upper middle income countries and Sri Lanka (currently classified lower middle income)
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Note: ClassificationasatJun-2017, based on2016 GNI data. The World Bank uses the Atlas conversion factorinstead of simple exchange rates when calculating GNI.
Source: World Bank, JB Securities Research
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Price stability is key for effective private sector planning

The country suffers from volatile inflation and high interestrates
CCPI Index (LHS); YoY inflation, AWPLR (RHS)

140 r 14%
CCPlindex
(LHS) 124.9
1204 SN emmmaiaeemmTT T T - 12%
____________________ 11.79
_________________________ AWPLR (RHS)
100 A r 10%
80 1 - 8%
60 T - 6%
40 H r 4%
% YoY inflation
(RHS)
20 A - 2%
O T T T T T T T T T T T T T T T T O%
Sep-14 Dec-14 Mar-15 Jun-15 Sep-15 Dec-15 Mar-16 Jun-16 Sep-16 Dec-16 Mar-17 Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18
Source: DCS, JB Securities Research
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What is Flexible inflation targeting (FIT)?

An increasingly popular framework for conducting monetary policy given its success in reducing inflation
Characteristics:
= Public announcements of official quantitative target ranges over specified time horizons
= Explicit acknowledgment that the primary goal of monetary policy is low and stable inflation

= Effective and transparent communication from the Central Bank with the public about its objectives and
how it plans to achieve them

* Implementing mechanisms that strengthen the Central bank’s accountability to achieve those objectives
It’s success in controlling inflation is due to:

(1) improved functions in communication between the monetary authority and the public

(2) enhanced discipline and accountability in making monetary policy.

Ultimately FIT regime’s success will depend on how effectively it is designed and implemented by the
monetary authority.

Source: Bernanke, B. S. et al.(1999) Inflation Targeting: Lessons fromthe International Experience”, Princeton: Princeton U niversity Press; IMF
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A time-bound plan for officially implementing FIT by 2020

Institutional

Legislative Reforms
Features

FX operations

Operational

Fiscal Financing
Features

Monetary Operations

Technical Inflation Target &
Features Communication

Organizational
Features

Internal Organization

Source: CBSL, IMF, JBSecurities Research
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1H-2018

MLA- cabinetapproval
of policy note

(1) Strengthen publicawareness outreach (2) Reach agreement between CBSL and

(1) Legislativedrafting (1) Parliamentary
(2) Cabinetapproval of approval (2) Enactment
draft of MLA

Operationalize RFQ
system for FX
interventions

(Phaseout CBSL
participationin
primary market and
advances to govt.

Reduce the corridor Introduce a single
aroundthe policyrate policyrate

Publishinflation report

MoF on inflation targetand communicate itin CBSL's reports and press release

Assess the consequences of the revised MLA on the internal organization of the CBSL,
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IT has proven to structurally lower the cost of capital in the long-term

Middleincomecountriesthatadopted Inflation targeting saw inflation and interestrates reduce in

tandem
12 ® At the adoptionof IT
® In2017
@ Colombia, 1999
® Indonesia, 2005
10 // 7
/7 .7
// //
/ ///
/,/ ///
7 .7
/7 //
8 ,/ -
/ /’
/
.5 // ///
® ’ e
= / -7
c /7 -,
= // - ® \exico, 2001
R exico,
& 6 /.4 ——————— /7
[J] ’ //
& ! < o h Af
e / [ e i
g K ® «-~ South Africa, 2000 Brazil, 1999
7
< 7 R4 o _..
’ ST e
// ) A eemmmT T
4 23—
..Armen'a 2006 0 om o mmmmmmTT T
ia. 2006 = om a—--
: @ <«
® . . ®chile1999
‘/*’~ - oy .
Lot ==~ -@ Philippines, 2002
2 0 -0 -~ ‘\\AI bania, 2009
® Thailand, 2000 \
1 <4
: (]
-2 0 2 4 6 8 10 12 14 16 18 20 22 24
Average monetary policy rate
Note: Turkey and Ghana were removedfrom the sample as they were outliers
Source: IMF, BIS, JB Securities Research
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Outcomes of adopting a FIT regime

= Ability to anchor inflation expectations, reducing the uncertainty of the future path of inflation
- Reduced fluctuations in inflation
- Temporary price shocks have less persistent effects on inflation

= Flexible rather than strict inflation targeting implies that the Central Bank can react in the short-term
to output gap variations

= Reduced inflation risk premium in nominal real rates will aid in structurally lowering the cost of capital

i

= Better private sector planning

= Less wage pressure
=  The clamor for real assets will reduce

= Predictability in the long run adjustment of the USD/LKR

Source: Bernanke, B. S. et al. (1999) Inflation Targeting: Lessons fromthe International Experience”, Princeton: Princeton U niversity Press.
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Population growth may be higher than projected

Will lead to a larger labour force
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Source: Department of Census and Statistics, World Bank Population prospects —2017 Reversion, JB Securities Research
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More productive segments of the labour force showing healthy growth

Sector wise employment—-1992=100 Employment GDP Share
Share % %
250 -
—Industries
225 A
200 A
175 A

-"

-
VAT Ll Nl

Services
Y Total
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T m 1 .

150 A

125 ~

100 A — \/\, — —A
Agricultur
75 1
50 -
‘L‘bb\‘)‘b'\‘bQ’QQ'\‘L'bD‘Q‘og‘bé\‘bg,@\'\\’b,\’b,\b‘\b,@(\ 2017 2017
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Sources: Central Bank of Sri Lanka Annual Report -2017, JB Securities Research
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White-collar segments of the Labour Force show healthy growth

Labour Force-2016 2013-2016 Relative Growth -3.5%
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Associate
Professionals

484,965 6%

Elementary
Occupations
23%

Clerks and
Clerical Support
Workers
4%

-10%
-15%

2013-2016 Absolute Growth—266 Thousands

140

Labour Force
=7.95Mn

120
100
80
60

Craft and Related
Trade Workers 40

16% Skilled Agriculture
Forestry and 20 u H I
Fishery Workers B —
18%
(20)

(40)

(60)

Sources: Central Bank of Sri Lanka Annual Report - 2017, JB Securities Research (80)
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The potential for labour supply to increase remains high if women increase participation

Labourforce participationrates* Labourforce prospects
Labour force as a % of the working age population No. of persons in ‘000
10.9%
75%
0.9%

2017

CAGR

Note: We have used alternative estimates of Sri Lanka Labor Force Survey. Alternative estimates define employed persons as fo llows:

1.  Minimum 20 hours of work a week ratherthat1 hour a week used in the standard method.

2. Workingage >15 years.
3. Unpaid family workers are not counted.

Source: DCS, UN Population Statistics, I1LO, JB Securities Research
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2022F

Based on current
participationrates

Female

2022F

Assuming
participationrates
atpeeraverage
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Large gender gap in labour force participation...

The country’s female labourforce participation is 36% (as of 2017)
Female Labour force as a % of the female working age population

90% -
79%
80% -
70% - 68%
60% - 519 53% 55%
50% T
40% A
30% A 26%

20% A
10% A

0% T
Pakistan India Bangaladesh Sri Lanka Philipines Indonesia Malaysia Thailand Vietnam

Women are disproportionately moreinvolved in housework
Female Labour force as a % of the female working age population Physical lliness/ Disabled
5%

Engaged in Studies Engaged in house work Retires/Old Age Othe

F I
emale 14% 62% 16% )

Engaged in house work
6%

Engaged in studies Retires/Old Age

Mal
" 38% 33%

Note: The female participation rate for SriLanka is from the DCS while the figures for all othercountries are fromthe Worl d Bank
Source: DCS, CBSL, World Bank, JB Securities Research
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Sri Lanka has closed the education gender gap but not the economic opportunity gap

Womenin SriLankaperformwell on educationbutnot on opportunity
Economic participation and opportunity sub index (x axis); Educational attainment sub index (y axis)

1
Perform well on | perform well on
. 1
education but poorly Mal dives Philippines educationandon
1 4 onopportunity ! g opportunity
Fiji ! Mak‘;}ysia MOI’EO”a
1
®  Srilanka Indoneéia
o e !
0.98 | Myanmar
3 | e
S . Vietnam @
£ i
o |
a i China
-
i .
£ 0.96 - : Thagand
£ Bangladesh I
i India o i
b 1 |
® |
< 1
=] i
€ 0.4 Nepal !
S 0.94 - . epa
> - 1
3 Timor-Leste ® ! Lao PDR
([ ' o
|
1
1
! Cambodia
0.92 4 Bhutan i
Perform poorlyon e Perform poorlyon
educationand on ! education but well on
opportunity | opportunity
1
0.9 T T T T : T T T 1
0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9 1

Economic Participation and Opportunity Sub index

Source: World Economic Forum, Gender Gap Report 2017; IMF; JB Securities Research
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Megapolis Development strategy — A clustered development approach

Plan to increase connectivity underway

Conceptual Framework

* Define anurban edge

* Densify nodes on periphery of the
Core Area

* Link with mass transit and improve
connectivity

* Upgrade and densify key existing
towns

* Develop specialized economic
clusters

- Colombo Down’rowr;."-
- Colombo Fringe Area
- Logistics Corridor

Aero City
- Science & Technology City
- Industrial Townships

Tourism Zone

Source: Ministry of Megapolis and Westem Development, JB Securities Research
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Expressway are to be connected to the city centre

Firms and people can besituated further away from the centre, butstill accessits amenities

= Expressway Under Construction
= Expressway Completed

New Road Extensions

© ProposedMultimodal Hubs

* Interchanges

* ProposedInterchanges

Colombo—Katunayake Expressway
Status: Completed in 2013

Port Access Hevated Highway
Status: Bids evaluation
Expected Completion: 2021 +

Marine Drive Extension
Status: Ongoing
Expected Completion: 2020+

Duplication Road Extension
Status: Planned
Expected Completion: 2020+

Baseline Road Extension
Status: Planned
Expected Completion: 2020+

JB SECURITIES

[

@
\

o
o
0

Central Expressway Phasel

Status: Construction commenced,
funding delay, Phase 2 to finishin 2019
Expected Completion: 2020 +

Outer Circular Expressway Phaselll
Status: Construction undergoing
Expected completion: 2019

New Bridge over Kelani River
Status: Construction commenced
Expected Completion: 2020 +

Port Access Hevated Highway P1& Il
Status: Bidding
Expected Completion: 2020 +

Southern Expressway
Status: Completed in 2014

Ruw anpura Expressway
Status: EA Completed, Bids aw arded
Expected completion: 2021 +

Jefferies



Mass transitsystem undergoing significantimprovement — Rail marketsharehas been stagnate at

New LRT lines and electrification of railway systems expected to increaserailway marketshare

To Wattala- Ja-Ela

Undergoing LRT Line
== Planned LRT Lines
Hectrification of Existing Railw ay

= New RailwayLine

LRT - Stations \
LRT - Depot

]
o Proposed Multimodal Hubs
—>

Planned Extensions

\ —\. r
To Port City -
ColomboLightRail Transit |
Status : Design and finalizing of LRT lines

Expected Completion : 2024 |

\
%
5

Source: Transport Master Plan —Ministry of Megapolis and Western Development, JB Securities Research

Google My Maps
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RL- M1
Panadura—-Polgahaw ela

RL —NR 2
Kelaniya— Kosgama

RL- M3
Kelani Valley Line

RL-NR 1
Kottaw a—Horana
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Significantexpansion of expressways connecting Colombo to the rest of the island by 2020

~104%increasein expressway kilometers

Outer Circular Expressway
Phase I: Kottawa-Kaduwela

March 2014

Phase II: Kaduwela-Kadawatha
June 2015

Phase Ill: Kadawatha-Kerawalapitiya
August 2019

Colombo Katunayake Expressway
October 2013

Port Access Elevated Expressway
Phase I: NKB—Rajagiriya

March 2020

Phase Il: Rajagiriya-Athurugiriya

March 2020

Phase Ill: NKB-Port City-Panadura
Commencement: November 2018
Completion: 2020+

Southern Expressway
Phase I: Kottawa—Galle
November 2011

Phase Il: Galle-Matara
March 2014

/.

L)

Miriga’{
. £
Negombo

bz

&

)
\
== m Kadaw atha
Colombo !
B

m Badulla

s, W Avissawella ® Nuw ara Hiya

» | Hatton

/ Io ® Hla

1

*

|

3 L] Rathna_
K B pelmadulla
®
\
Bentotam \
/ \ Mytak/
()
\ ’\
Hikkaduw a m
Hambantota
)
—
= - —-—J = Tangall
Galle 2 S angale
Mirissa = Matara

Source: Transport Master Plan —Ministry of Megapolis and Western Development, JB Securities Research
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- =
-Slg""ya Polonnaruw a

Dambulla

W Kurunegala

o “* »m Katugastota

m Kandy
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m— QOperational ~180 Km
=  EXpected beforeend ~174 Km
2019
Expected after 2020 ~192 Km

Central Expressway

Phase I: Kadawatha—Mirigama
Funding delay

Phase Il: Mirigama—Pothuhara
December 2019

Phase Ill: Pothuhara-Katugastota
End of 2024

Phase 1V: Pothuhara-Dambulla
Completion: 2020+

Ruwanpura Expressway
Not yet finalized

Southern Expressway Extension
Section 1: Matara -Beliatta

July 2019

Section 2: Beliatta-Wetiya

October 2019

Section 3: Wetiya -Andarawewa
August 2019

Section 4: Hambantota-Andarawewa
-Mattala

January 2019

Jefferies



...will make internal transportation of goods and people more easier

Theywill increaseaccessto markets

> L

Significantreductionin traveltimes to major tourist
destinations*

= Expressway-Completed
= Expressway—Shortterm
= EXpressway-Longterm
g Major Port

o Major Airport
()

BOI Zones

o

Note* -Based onJBS Approximates

Source: Google maps, BOI, RDA, JB Securities Research
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From Colombo | Current Travel Times | After Expressways are Change %
Fort Completed
Destination PO e Po ange ange
Average dVe dVeE
A ¥ Ml Speed A e Ml Speed A

Kandy 39 29.5 1.80 73.7 -54% 150%
Sigiriya 45 39.2 2.84 56.6 -37% 45%
Ella 5.9 34.9 4.23 45.9 -28% 31%
Galle 24 54.5 1.67 75.6 -30% 39%
Tangalle 3.7 53.7 2.35 80.6 -36% 50%
Yala 6.6 46.5 5.12 61.0 -22% 31%
Anuradhapura 45 45.4 3.53 58.2 -21% 28%
Jaffna 8.2 48.5 6.93 56.2 -16% 16%
Trincomalee 5.9 45.3 4.24 59.0 -28% 30%
Arugambay 8.1 42.5 6.06 65.6 -25% 54%
Nuwara Eliya 5.4 32.2 4.45 46.9 -18% 45%
Adams Peak 3.0 29.0 1.50 62.9 -50% 117%
Dambulla 4.0 40.6 2.33 62.0 -41% 53%

41.9 59.6 -27% 42% -

Jefferies
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Nightlights show noticeable growth in urbanization

January 2012 December 2016

W

Source: NASA, JB Securities Research
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Satellite imagery shows a large horizontal expansion of the city

Vertical expansion may be impeded due zoning restrictions & high construction costs

Colombo Urban Area

‘gﬁ Legend

205 1

S < Colombossri J'pura Kotte/ [l Urban

Dehiwala-Mt. Lavinia ;
Landsat (15m) - 13 . 07 . 2012 Samieian

Water Area Non Built

1

https://earthexplorer.usgs.gov/

Source: Is Sri Lanka one of the Least Urbanized Countries on Earth? - UNHABITAT

JB SECURITIES
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Colombo Cities’ indicative* GDP per capita is 4.5 times that of Sri Lanka

Province wise gross regional product and Electricity Province wise gross regional product per capita
consumption shows a strong relationship y1: Gross regional product per capita (2016 Market Prices- USD), x: region. y2: Electricity
y: Gross regional product (2016 - LKR Trillions), x: Electricity consumption per capita (Kwh1 per person)
consumption (2016 — Gwh1), Bubble size= GDP
4.0 -
18,000 - - 3,000
Gross Regional Product per
Capita- LHS
3.5 A 16,000 4 15,522 ‘E
L 2,500
9.
3.0 - 14,000 A
12,000 - - 2,000
2.5 A
10,000 -
20 L 1,500
' 8,000 -
PerCapitaElectricity
ColomboCity * 6,000 - o Consumption -RHS - 1,000
4,361
North W. 4,000 - SL GDP per Capita. = 3,798
N DR S 1 S 3216 ..3212__3176_____ | >~ ~ - M- R T T T
Southern o 2890 2,868 772,787 2,768 2,578 L 500
@ S
North C. 2,000 - ) o )
Eastern @ 2
Northern R2=0.9888 - T T T T T T T T T -
_ : : : : : : | Colombo Western NorthC. Uva North W. Central Southem Northermn Sab.  Eastern
City Ex
- 1,000 2,000 3,000 4,000 5,000 6,000 7,000 Colombg*

*JBS Estimate based on extrapolating electricity consumption statistics, Colombo city’s GDP may be overestimated due to large transient population, Should be used only as anindicative estimate

Source: Central Bank annual report, Special statistical appendix,
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Sri Lanka is part of the One Belt One Road ...

A China-initiated infrastructureprojectthat links Asia, Africa and Europe
Involves 71 countries, 65% of the world's population and 40% of the world’s GDP

* Initiated in 2013 “:' o\ laTyiNeRiga  Moscow RUSSIA
- NETHERI.AlNDS ;

* “The Belt” is the land y ,‘, ,.‘| GERMANY )
route with six corridors. ¥ ':‘;,,‘,. . Dmsburg rorn e
”The Roadn is the sea - k 3 Klev KAZAKHSTAN (

t % Rotterdam UKRAINE AImat g
route. \; Vemce . » ; Y Khorgos )
* Number of OBOR } > "MY .\‘\GREECE \ \7 R .__l{fumqi‘\ |
. - - @ & & Lianyungang _~
projects ~ 117 S l. \AthensJ Istanbul - 00 uns’ o, e gv S
‘L\ " -« \.. X TURKEY ] Kashgar 2 Zhengzhou

* Investments in OBOR A : ~, \\J { CHINA 0. Xian

projects ~ USD 900 mn. ] ( .°'._ /' Lacnhzhoud e et |
0 engau
. _ 4 Suez —4, | ":\‘ PAKISTAN BANGLADESH Chongqln. C Wuhan

* Sri Lanka will be a part of Canal % Persian o ,Rﬂ(jw-adar INDI Chittagong 8uanzh0u o
the 215t Century EGYPT Gulf ]/ e " [ MYANMAR Beihai , . (
Maritime Silk Road e oIkata;“.\ I:%anoiO o 'E uangzhou

1 s s 930 - "
A % -+ Kyaukpyu :':Fl"k (

* Asian Infrastructure - 5 ',‘ 5 ;;E;l:l AM\ :
Investment Bank (AlIB) DJIBOUTI‘; il "':" "‘ & { '-,‘ ; 1‘-\\ —:—\
and Silk Road Fund : SRI LANKA . % o
initiated to aid funding _d s Colombo S S 4,
of OBOR projects. \ /\"’ y Hambantofa MAI.AYSIIL

v KENYA o Indian
\ 0isn*’ Ocean
-+« Silk Road Economic Belt e Ly -
-------- Maritime Silk Road initiative IDONESIA "
Source: JB Securities Research
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OBOR inspired projects in the country...

China’s foothold in Sri Lanka is expanding through various projects connectedto OBOR

AN <\.‘ ( L
Colombo International ’ \ ) \
Container Terminals A~ | \ i <
Jointventure between /] \—\/ ‘\ \ P \k
China Merchants Holdings [~~~ \\ L \ | \
and Sri Lanka Ports 7 % /\ \r /\
Authority 5—) \ /
\( ) — Hambantota Economic \\
/ \ Zone —
( { \
\ by Developed by China (
S "( Merchants Port Holding. Matara - Kataragama Railway
Colombo /-' % 12,000 acres of land. Contracted to China National
( N\ Machinery Importand Export

Colombo International
Financial City
Master-planning
conducted by China
Harbour Engineering
Company

Source: JB Securities Research
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Southern Expressway Extension
Contracted to ChinaState
Construction Engineering

Corporationand funded by EXIM

Bank of China
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Corporation, funded by EXIM
Bank of China

A

Mattala Airport
Largely supported by loans from
EXIM Bank of China. Phase two
developmentawarded to China
Harbour Engineering Company

Hambantota Port
Currentlyundera99-year
lease held by China
Merchant Port Holdings

Jefferies



Hambantota Port — a part of the string of pearls under the maritime silk road...

It is currently 70% owned by China Merchants PortHolding under a99-year lease
Hambantota port is strategically located to take advantage of the One Belt One Road benefits

*  Constructed in 2008.
Opened in 2010.

*  China Merchants Port
Holdings holds a 70% state
in the joint-venture with Sri
Lanka Ports Authority.

*  Activities will include
operation of container
terminals, roll-on-roll-off
terminals, general cargo
terminals, oil storage
terminals and bunkering
facilities.

o =53 ' Chittagong
«  China Huangiu Contracting = - J MYANMA?
and Construction . ' ; %Ne
-~ . S . o
2 )

Corporation to construct an
import and export liquefied
petroleum gas (LPG)
terminal.

0. ’
Colombo™**3¢.

\.ll-llll"'--i-...“'

*  60% of LPG will be re- Hambantofa MALAYSIA™ T2

exported to regional
markets.

Source: JB Securities Research

JB SECURITIES
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Colombo International Financial City — 85% of the Reclamation completed
The mini city aimsto be the new financial hub of South Asia

RECLAMATION PROGRESS

Source: JB Securities Research

JB SECURITIES
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A new CBD in the making?

=  CCCC has been awarded a contract to reclaim 269ha from the
sea adjoining the port. Marketable land quantumis 175ha (432
acres)

= In return for funding the project which is estimated at USD 1.5
billion, the company will get leasehold for 113ha (279 acres),
which is 65% of marketable land. Implied land cost per
developeris aboutLKR 4.5 Mn aperch.

=  Such agreenfield property development project can significantly
improve real estate productivity and add value to the city.

= The projectwill feature a marina, theme park, 45ha of green
areaand 13haof beach area

=  The developers expect the new city to generate 20,000
additional apartment units targeted at the HNWIs of India,
Pakistan and Bangladesh.

=  The Financial City will harbor an environment for international
banking and financial services. The project is assumed to be able
to attract aglobal investment of over USD 5 billion into the
country

» |tis expected to function as a special jurisdiction area with its
own economic and commercial laws

= |t will take 2 Y2 years to reclaim the land. Developments can
start by 2019-2020. The business plan spans for 25 years. So on
average about 7ha (17.3 acres or 2,766 perches) of land will be
released to the market every year

»  The large amount of new virgin land may place a damper on land
prices in the rest of the city.

=  The total buildable area of the projectis 5.6 Mn SqM (~60 Mn
SqFt) 3x more than the current development pipeline

Source: Port City Office, Newspaper articles, JB Securities Research
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Portcity - major pull factors for tourismand commerce

Easternpartofthe city is expected to beopenup for developmentsoon

International Island Financial District

* Medium density * High density

Channel park » Grade ‘A’ office building
+ Commercial boulevard
'a [NTERNATIC NAE « Linear park

—— [SLAND « CBDplaza

Central Park Living
Colombo Ponl

o °* Medium high density
 The channer

Business hub

* Global brands
FINANCIAL

ivi ] « Pavilions
Island living - DISTRICT
*  Medium density (AR Ll

’ -
+ Pagodapark * Lowdensity
«  Cinnamon park THE - Lotus square

RI :
* Lotus boulevard L LG * Marina promontory

+ Villaliving e * Marina park
* Marina village

o (EUUSNT

Source: Port City Office, JB Securities Research
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OBOR project + other loans from China

Chineseloans areoncommercial interestrates

. ) Outstanding debt from China
Total Foreign Debt 2017 000 g
2,500
USD 30.9 bn

2,000

Total Chinese Debt 2017 £
€ 1,500

3

USD 2,850 mn [ils
1,000
Chinese Debt as % of 500

Foreign Debt - l I I
- 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
W Bilateral Chinese Loans Export-Import Bank of China

Source: Central Bank of Sri Lanka, JB Securities Research
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Sri Lanka’s property market stands to benefit from Chinese Belt and Road initiative

Chinese Real Estate Investmentinto Belt and Road countries

USD Millions
8,000 - - 80
7,000 - 6,907 L 79
6,000 A - 60
5,000 A - 50
Number of
4,000 - 3729 transactions (RHS) L 10
Transaction Value
3,000 H —USD Mn (LHS) L 30
2,000 1 1,692 - 20
4
1,091 °
1,000 A 699 7§5 F 10
415 45,
w8 N &
- 0
2007 2010 2011 2012 2013 2014 2015 2016 2017

Sources: China’s “One Belt One Road” The Dragon Spreads its Wings over Asia, March 2018- Colliers International, JBSecurities Research.
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Untapped potential exists for South Asian integration

Intra-regionaltrade inthe South Asiaregion accounts for less than 5% of total trade
Intraregional trade as a % of total trade

East Asia

onerous logistics and regulatory
impediments, and lack of trust, itjicc
more to trade within South Asia
between South Asia and world’s oth

regions”

South
East Asia

gse barriers get gradually
moved, intra-regional trade in
goods in South Asia could
increase from the current USD
23bn to USD 50n”

Source: World Bank, JB Securities Research
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India’s expanding GDP per capita

GDP per capitalis expected toreach over USD 3,000 by 2023
Per capita GDP, USD

3,500
3,000
2,500
2,000
1,500
1,000

500

0

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

276

1980 1985 1990 1995 2000 2005

Share of Populationinthe Strugglers classwill be less than a quarter by 2025
% Population

2% 2%
e 8%
8%

15%

3,007

1,423

2010 2015 2020F

5% Elite > USD 30.8k

20% Aspirers = USD 7.7k-15.4k

Affluent = USD 15.4k-30.8k

Next billion=USD 2.3k -7.7k

Strugglers < USD 2.3k

2005 2016

Source: IMF; ‘The New Indian Economy: The Many Facets of a Changing Consumer- March 2017, Boston Consultancy Group; JB Securities Research
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India will soon have a large wealthy urban population

By 2025, the standard of living in high performing By 2030, per capita GDP of thirteen cities is

states will mirror thatof middleincome nations expected to be morethan $3,500
Per capita GDP, USD 000
P S/w\q\ = Bangalore 12.6
tEr\.m}l{\ \7 Delhi 11.4
i\ N, %[: Vadodara 8.5
f{\ \(U/ Ahemebad 8.1
U akhand Mumbai 8
/ A o
s i /Ha“’a‘la ie'h?\ ? Fa £ ;“ P Pune 7.6
'&{ K/\\ B N @\\ o /r//( Kolkata 7.4
s ( m . /&. /:fg\i Hi; )/; Surat 7.2
(j*/’ '“?"ii(z s O 7 LT HV;/ . m ]’” Nagpur 7.1
CGujarat; ¢ / q,wr%\ oA Hyderabad 6.8
. LA—/»V\ AN
- %) VA5 j 4 Chennai 6.6
( Maharashtraf_\ﬁ q\g //
b :
.Mumba(ijﬁf &{\ 1{NJL/ Jaipur 4.5
g g Kanpur 3.6
Jr>~./n§ ,—//( T T T T T T T 1
- 4 0 2 4 6 8 10 12 14
ar i lg, ( Urban populationto increase1.3bn by 2020
3"53"% Chennai No of people, Mn
1000 A W 2015
Keral\\ Tanyﬁ\ladu 500 799 2020F
J/
' 600 - 507
413 376
400 A 308 558
200
0 -
Urban Middle Urban Mass Rural Mass

Source: Reserve Bank of India; ‘Understanding India’s Economic Geography-October 2014’, McKinsey Global Institute; JBSecuritiesResearch
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In particular spill-over effects from India are more pronounced for Sri Lanka

Stronger tradeand financial linkages with India can provide larger spillovers to Sri Lanka,
consistentwith what’s been observedin other regions

India is the largest trading partner

India is the 3" largest export market India is the largest market for imports USD mn, % share
USD mn, % share USD mn, % share
[ 216%
219% 28.3%

2011 2014 2017 2011 2014 2017 2011 2014 2017
; o . 3' Jargest FDI flows came from India Outstanding debt owed to India
India accounts for 7% of remittances s h USD mn. % share
USD mn, % share USD mn, % share ’

;

FDI position

2011 2014 2017 2013 2017 2011 2014 2017

Source: CBSL,JB Securities Research
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India is Sri Lanka’s largest tourist market...

Indian tourists visiting the country grew at a CAGR of
18%
y: 5 year CAGR, x: Market Share 2017, Bubble size represents

market share
50%

40%

30%
Netherlands

U S.A Francege ma ny

20%
anad
Australia

0% T T T T 1

fan

Pak|stan Maldlves

ussia

-10%
0.0% 25% 5.0% 7.5% 10.0% 12.5%

Source: CBSL, Local Indigoagent, JB Securities Research

JB SECURITIES

15.0% 17.5% 20.0% 22.5%

2.7 Regional Integration Page 114

Indigo started flying to CMB 3 times daily from
3rd week of January 2018

196,560 addition to annual passenger capacity

At 75% load factor 147,420 approx. addition to passenger
capacity addition

MAHARASHTRA

Mumbau
Hard TFIANGANA
Hyderabad
resorerd Largest Airline in
2 India- 40% market
GOA ANDHRA share
KARNATAKA PRADES
' Largest ASIan Iow
' . Chennan cost carrier 177!
)& 65T 651 60T
Mysuru -\
e the \ Seventh largest
TA “1 IL NAD ' carrier in Asia
Kochj} \
dhn) 5 ,
KERALA

Lanka
OColombo

L.accadive Sea

IndiGo
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cargo is transshipped via Colombo

30% of Indian container
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Sri Lanka has the potential to penetrate large regional tourism markets

Arrivals fromtop designations

y: Arrivals, x: Distance to originating destination

Region
I Australasia
400K East Asia
[ Eastern Europe
Middle East
I North America
. South Asia
350K india ] Western Europe
300K+
~
L 250K+ .
1‘, China
©
2
<
£ 200K
Q2
3
= United Kingdom
150K+
‘ Germany
100K+ France
United Arab Emirates Australia United States Of America
Maldives Russia . ‘
® ©
Bangladesh Pakistan Japan Netherlands Canada
0K
0K 1K 2K 3K 4K 5K 6K 7K 8K 9K 10K 11K 12K 13K 14K 15K

Distance to Country (Km)

Source: SLTDA, JB Securities Research
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Sri Lanka as atourism destination is still at its infancy

International Tourist Arrivals — 2015, Color represents average spend per tourist, Bubble represents the magnitude

of arrivals , .
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Major Indian & Chinese Airlines are expanding fleets expecting significant outbound gre

"9
ore”

sp:cejet

JET ATRWAYS

Ariline Hub In Service Orders Orders as % of
Current Fleet
IndiGo Delhi 161 445 276.4%
Spice Jet Delhi 57 180 315.8%
Air India Delhi 118 1 0.8%
Jet Airways Mumbai 119 85 71.4%
455 711 156.3%
P 4

W rzzrr=r==r

{( LR FFE FINTEWFSE

Ariline Hub In Service Orders Orders as % of
Current Fleet
China Southern Guanghou 545 296 54.3%
China Eastern Shanghai 488 257 52.7%
Air China Beijing 399 172 43.1%
1,432 725 50.6%
th & 7 75 it 5 oh B 3R 75 i 22 ( AIR CHINA
CHINA SOUTHERN AIRLINES CHINA EASTERN j ,[q | .ngﬂ{ : ’A 1

Source: Company Websites & Fillings, JB Securities Research
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Real estate sector in the city expanding in anticipation of higher growth...

Mixed development projects in Colombo

Development Developer Classifi Commenc Scheduled Duration Floors Investment Hotel Retail Office

caiton ement Completio (years) (Highest (USD Apartments Rooms  (SqgFt) (SqgFt)

n tower) Million)

1. Havelock City Overseas Realty Upscale 2005 2021 16 46 1,290 - 200,000 600,000
2. The One Galle Face Shangri-La Luxur 2012 2019 7 32 630 390 500 490,000 645,835
3. The One Sri Lanka ZTDH Investment Co. [0 2013 2021 8 89 650 638 473 TBA -
4. Colombo Square Tata Housing Upscale 2014 2018 4 36 430 650 TBA 115,000 -
5. Colombo City Centre Abans Upscale 2014 2018 4 a7 160 192 164 230,000 -
6. Destiny Mall and Residency Imperial Builders Upscale 2014 2018 4 44 120 760 - 270,000 -
7. Cinnamon Life John Keells Holdings  [EEY0]s 2015 2019 4 45 850 427 800 372,000 254,000
8. ITC One Colombo 1 ITC Hotels Luxur 2015 2021 6 55 140 135 350 - -
Total 2,980 4,482 2,287 1,677,000 1,499,835

o

N
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e
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z
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Note: Some projects may get delayed or cancelled due to market conditions.

Source: Property websites and sales inquiries, JB Securities Research
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A bust in the real estate market will have contagion effects...

Value of Residential Developments under developmentis ~¥4 of CSE market capitalization

Number of
Value Under Units Under
Development Development
(March 2018)* in Colombo

(March 2018)*

Value Under
Development
(March 2018)*

26%

USD 84.8Bn

CSE Market / /

Capitalization GDP at Current Market Prices Number of Domestic Electricity
(315t March 2018) (2017) Connections in Colombo (2017)**

*JBS Estimate: Based onsampled developments. The supply could be higher due to smaller developments thatare harderto accowunt for.

**Number of domestic electricity connections used as a proxy for number of households as the last available official housingdata is from 2012 census.
Source: Websites and sales inquiriesduring the month of March 2018, Bloomberg. L.P., Annual Report 2017, Central Bank of SriLanka, Census of Population and Housing 2012, Department of Census and Statistics JB Securities

Research
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Economic diplomacy to promote trade and attract investments

Outcomesofsuchvisitsincluded FTAs,MoUs,loans, grants and development assistance

(VLY. 17-Sep-17

72nd UN General Assembly

USA 22-Sep-18

7314 UN General Assembly

[l President

. Prime Minister

UK 16-Apr-18

Commonwealth Heads of
Government Meeting
(CHOGM)

Georgia 17-Jul-18

5thSession of Open
Government Partnership

Germany 15-Feb-16

Obtaining GSP+. MoU on
Academic Cooperation,
and MoU on the creation
of the Sri Lanka Chair at
the South Asia Institute

France 29-Sep-16

UN Conference on
Climate Change

Finland 09-Oct-1

Discussions on Bilateral
relations, Commercial
Corporation,
International Relation
and Investment
opportunities inSri
Lanka

Belgium 16-Oct-16

Obtaining GSP+
benefits. EUincreased
development
assistanceupto €210
mn up to 2020.

Switzerland  20-an-16

46t World Economic
Forum

Switzerland  17-jan-17

47thWorld Economic
Forum

Source: Various newspaperarticles, President’'s media division, Ministry of Foreign Affairs, JB Securities Research
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Russia

22-Mar-17|

Agreement on cooperationin the field of fisheries.
MoU on cooperationinscience, technology and
innovation. Protocol of cultural cooperation for 2017-
19. Extended a new line of credit for $135 mn for the
purchase of defense equipment and other Russian

products

Iran 12-Apr-18

Signed 5 MoU’s in areas
such as Health, Science
and Technology, Culture
and Combatingillicit
trafficking of narcotic
drugs

Qatar 25-Oct-17

Discussion on providing
relieffor the certification
of products when
exportingto Qatar and
signed MoU’s in energy,
waste management and
medical science

India 25-Apr-17|

Signed MoU for
‘Cooperation in Economic
Projects’.

Australia 13-Feb-17

Agreements to enhance

cooperationon
development and sport.

China 13-May-17

One Belt One Road
Summit. FTA between
Malaysia and Sri Lanka

Vietham 16-Apr-1

Signed MoU in action
plan for agriculture
development co-
operationand
educational co-operation

Singapore 09-Jul-18|

World Cities Summit

Vietnam

27-Aug-18

27th World Economic
Forum on ASSEAN

Nepal 29-Aug-18

4th Summit of the Bay of
Bengal Multisectoral
Technical and Economic
Cooperation (BIMSTEC)

South
Korea 27-Nov-17

Agreement to provide
assistancefora Techand
Aero cityand MoU’s on
Investment Corporation,
Employment permit System,
culture, education, youth
and sports.

IETED 10-Apr-1

Signed ‘Rural Infrastructure
Development Project’, ‘Kalu
Ganga Water Supply
Expansion Project,
‘Economic and Social
Development Programme’.

Australia 24-May-17

Agreed to enhance maritime
security between the two
countries

New Zealand 30-Sep-16

Discussions on reducing
trade tariffs. New Zealand
will open a High
Commission in SriLanka in
2017

Jefferies



External trade has been declining as a share of GDP...

Overthe yearstotal merchandisetrade grewmuch slowerthan GDP

% of GDP
70% A~
50% A
40% A
-7 N TS Total trade
-’ ~ Pig Il e
o | =TTttt Vecccccaaas P - ,\\
30% \ Y
") -~ \ ,’ o
24% IR \ K -~
_—"— -------- ‘~~” ‘\\‘s\ \\ l, \\\ --------
—————————— “‘~~~ \ - et rcccaca==="
*~~~~~ ----- \‘—a
20% A ‘~\\ Imports
~
\\\
_____________________
10% 1 Exports
0% T T T T T T T T T T T T T T T T T T T T T 1

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Source: CBSL, DCS, JB Securities Research
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Trade liberalization is limited, however the govt.is in the process of reducing para-tariff

Effective rates of protection (ERP) havegoneup over theyears..
Economic activities that have the higher ERPin 2015 comparedto theirERP in 2010

m 2010
524 m 2015
512
399
297
277
. 179 170
33 144
91
33
Processing and  Manufactureof Manufactureof Manufactureof Manufacture of Distilling, Manufactureof Manufactureof Manufactureof Manufacture of
preserving of fruit bakery products macaroni, refined petroleum refractory rectifying and other porcelain articles of soft drinks; dairy products
and vegetables noodles, products products blending of spirits  and ceramic  concrete, cement production of
couscous, and & Manufacture of products and plaster mineral water

similar products wines

Notes: ERP takes in toaccountboththe Nominal Rate of Protection (NRP) and the cost raising effects of NRP on inputs.
Source: CBSL, DCS, JB Securities Research
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Exports under preferential agreements have grown faster than total exports

Exportsunder preferential trade agreements accounted for 41% of total exportsin 2017

Exports, 2016 | Exports, 2017 Share of total

Preferential Agreement Growth, % tradein 2017,

Generalised System of Preferences (GSP) 3,346.0 3,851.2 15.1 33.9
| Ofwhich, EU (includingGsp+) 22435 24739 1 03 214
i USA 608.5 782.1 28.5 6 9E
D o At 175 17

Japan 83.5 96.4 15.4 0.8
Canada 60.1 90.5 50.6 0.8
Australia 60.9 81.4 33.7 0.7
e Y e 802 198 325 07
ey | eme| | mel o3

Asia Pacific Trade Agreement (APTA) 126.0 151.1 19.9 1.3

Global System of Trade Preferences (GSTP) 45.1 81.2 79.9 0.7

Pakistan- Sri Lanka Free Trade Agreement (PSFTA) 51.6 60.3 16.9 0.5

South Asian Free Trade Area (SAFTA) 7.5 41.1 446.2 0.4

South Asian Preferential Trading Agreement (SAPTA) 3.4 4.5 32.3 0.0

Total exports under preferential agreements 3,954.9 4,631.7 17.1 40.8

Total exports 10,309.7 11,360.4 10.2

Source: CBSL, JB Securities Research
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The government is aggressively pushing for FTAs to attract FDI and increase exports

Preferential Agreement

Sri Lanka-Singapore FTA (SLSFTA) Effective 1-May-2018

6™ round completed, expected by

Economicand Technology Co-operation Agreement (ETCA) the beginning of 2019

10% round completed, 11t round

China-Sri Lanka FTA (CSLFTA) on 11-Oct-2018

Thailand-SriLanka FTA (TSLFTA) 2" round completed in Sep-2018

Bangladesh-Sri Lanka FTA (BSLFTA) Conducting a feasibility study

Source: CBSL,JB Securities Research
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SLSFTA is the country’s most modern and comprehensive bi-lateral trade agreement

Key features of the FTA:

=  Customs duties on 50% of tariff lines (3600 tariff lines) have been eliminated. This will
increase to 80% over 12 years. Singapore already grants tariff free access on 99% goods.

= Negativelist accounts for 20% of the Sri Lanka’s tariff lines and containspetroleum
products, alcohol,and tobacco due to revenue and domestic production considerations.

= Allgoods under the agreement have to fulfill rules of origin of 35% domestic value
addition.

= Better access to service sector markets. However, movement of persons will be linked to
only commercial presence (intra-corporate transferees) and only recognizes Singaporean
and Sri Lankan nationals.

= Binding commitment and framework guaranteeingpredictability and transparency for
investors.

= First time Sri Lanka has included govt. procurement in its trade agreements. This ensures
Sri Lankan businesses can compete with Singaporean businesses for govt. contracts.

= Aclear process to settle disputes.

Source: ‘Straight Talk on SriLanka —Singapore FTA: What it Means for Trade and Investment Flows ‘, Institute of Policy studies ; CBSL; JB Securities Research
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Proposed Economic and Technological Cooperation Agreement (ETCA) with India

SriLankaenjoys atradesurplusundertheexisting FTA(ISFTA)
% share

M Exports under the ISFTA

M Imports under the ISFTA

68

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Source: Department of Commerce, JB Securities Research
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ETCA- ten rounds of FTA talks so far; expected to be finalised by the end of the year

=  Under ISFTA, Sri Lankan products enjoy zero tariffs on 4,235 items, 50-100% reduction for
tea and garments under quota and 25% reduction for 535 textile items.

= ETCA will see further liberalization of the goods sector along with trade in services,
investment and economic cooperation.

= Many Sri Lankan exporters have faced difficultiesin entering the Indian market due to the
maintenance of non-tariff barriers, which are being addressed under ETCA

" Proposed framework envisages the exclusion of professional labour liberalization by Sri
Lanka other than for ship buildersand IT professionals.

= Mutual Recognition Agreements will be a key element of the ETCA, as it enables the
qualifications of migrant workers recognized by a professional body in India to be mutually
recognized by Sri Lanka.

Source: JB Securities Research
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CSFTA- 6 rounds of FTA talks so far, however will take a longer time to finalise

= SriLanka has a comparativeadvantagein 542 product categories to China (at HS 6-digit
level), out of which China does not import 24 products from the world.

= Qut of the 542 comparative advantage products, Sri Lanka already exports 243 products.

= SriLanka’sindicativetrade potentialis USD 3.9bn and includesitems such as textiles,
plastics and rubbers, vegetable products, food products, wood and wood products (ITC
trademap data, 2012).

= China’s existing bi-lateral trade agreements- Chile, Pakistan, New Zealand, Singapore,
Peru, Costa Rica, Taiwan, Switzerland and Iceland, have eliminated tariffs and allowed for
preferential access to a great extent.

= China’snegativelist appearsto be based on reciprocity, therefore Sri Lanka can decide the
its own list.

= Giventhe asymmetry and economicsize Sri Lanka will receive special and differential
treatment- longer tariff phase out period, a longer negative list,immediate duty free
access for products under the FTA, and more favourable rules of origin.

Source: ‘China-SriLanka FTA: Opportunities and Challenges’, Institute of Policy studies; ‘Studyon China-SriLanka FTA’, IPS; JB Securities Research
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Energy flows — 44% dependent on costly petroleum imports...15% of total imports

Allin 000 Toe
¥ Finished Petroleum Imports
= Crude Import
® Thermal Power Plants
= Wind
m Off-grid Non-Conventional Users
8% B Hydro Power Foreign Bunkers and

® Solar 55 Aviation
B Biomass : 1,132

i

Sources 91

Direct Export

Industry
2,687

Non-Energy Uses - 2

Crude Import 1,736
-

Refinery

Domestic and Commercial
4,043

Thermal Power Plants "1,515
= ™™

Thermal Power Plants- |

0s
Hydro Power 1,013

Transoport
3,688

v

Biomass B Foreign Bunkers and Aviation W

Direct Export

Solar 18 Standalone Solar-1
Net-metered-17

Electricity Generation

Biomass Power Plants-

86 ¥ Industry
TN B Domestic and Commercial
Conversion & Transmission Losses - 202 B Transport

Source —Sustainable Energy Authority, Basedon 2016 data
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LNG powerplants amongst the lowest cost options for Sri Lanka

Electricity Generation Cost per LKR/kWh

Thermal complex (Oil)
IPP Plants

NCRE

Coal Complex

LNG ($10/mmbtu)
LNG ($9.5/mmbtu)
LNG ($8.5/mmbtu)

Hydro

Source —PUCSLReport on Actual Generation Cost (Sep 2017), JBS estimates
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Total amount of LNG that can be substitutable (000" MT)

E98

158

LPG Diesel F.0il Coal Total

Notes and assumptions

1. Total industrial/transportand 40% of household LPG usage could be converted to LNG

2. Total industrial, pow erplant usage of Diesel and 60% of the transport usage could be converted to LNG
3. Total EQil could be convertedto LNG

4. Total thermal pow er plant usage of Coal could be converted to LNG

Jefferies



Proposed LNG terminal projects... potential is only for one player...

Japan,India & Sri Lanka Korean Proposal ChineseProposal (JV
between CEB & China)

Capacity Up to 1.0 - 2.0MTPA 0.5MTPAby 2021,1.0MTPAto Up to 0.7 — 1.0MTPA
2040
Terminal Site Colombo Port Off shore Kerawalapitiya Hambantota Port
Investment ~USD300Mn ~USD400-450Mn ~USD600-800Mn
Terminal FSRU FSRU Land based terminal &
Type (Floating Storage & (Floating Storage & Regasification regasification unit
Regasification Unit) Unit)
Terminal Covered through Terminal Terminal usage fee No separate terminal charge,
Opex Usage Agreement but only a usage agreement

Source —Related Financial press
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LNG potential in Sri Lanka

Power Generation

300 oo
LNG Demand MTPA
iExcess Capacity
250 o m i m oo o - _
Industrial Demand
HHC Demnad
Designed Capacity of JPN, IND &SL JV = Transport Sector
2.00 "|------_|"':"""'."'I"""l"'r‘““‘l"'lr F"T T -
i i i i i i i i i 0255 i 0245 B Power plants
| | 10511 | 0501 | 048! lsaasenl iaacas '
150 -- :,. - ] '
| 1.24 1
100 -
0.14
050 - -

0.62

2019 2020 2021 2022 2023 2024 2025 2030

Source —Natural GasUtilization Road Map, Various industry research articles
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Domestic hydrocarbon estimated reserves..

O Available to joint studies @

Source —PRDS, Petroleum Exploration Development Plan (Sep 25, 2017)
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Reserve Guestimate for the Mannar basin

Confirmed existence of Working Hydrocarbon systems

A

TOEmn 140

o

7
I

Expected Energy Yield from Energy Demand (2016)
Exploration

The governmenthas opened the Block M2 as part of a limited tender offer,
to find a partnerto appraise and develop the discovery of natural gas, as
well as to explore for additional prospects

Joint Study with “TOTAL” of France off the eastcoast

Jefferies



Lodging ...What do visitors to Sri Lanka want ?

Authenticity Affordability Availability

To live with the locals and the Range of accommodation Provide location away from
opportunity to immerse in the ranging from, popular tourist destinations
local culture USD 10- USD 60

Wanting an interaction with the Flexibility with meals and

local community prices.

Experience Sri Lankan traditions, Very few additional costs

authentic cuisine, décor. incurred

Source: Industry, JB Securities Research
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Lodging...Online travel agents — more choice and more affordable prices

Booking 7,707 (Q) qirbnb YOHO350 2,000

H BED .
Properties Properties Keys
@ search wll 15:37 7 61% ) B App Store il 16:13 7 64% =
S : éYQHO =
ooking : { colombo - -
Hi, eranda
Search destination/property name Dates Guests Filters
Arugam Bay Q PRIVATE ROOM - 1BED Search @ city or landmark x Q
: Villa Raha B&B: Garden
Check-in Check-out 2 4
Thu, October 11 Fri, October 12 VIeW SUIte Chack-in & Check-out
% : 5 10/22/2018 — 10/25/2018
C 1- night stay US$62 per night - Free cancellation

%k kk 162 - Superhost
Rooms Adults Children i
1 2 0 ) SEARCH

Are you travelling for work?
Yes ) No

Let's go! (141)

@ Search properties near me

Popular destinations

R et 4 Q A Popular Cities
s T =11 4 '

PRIVATE ROOM - 1BED

Arugam Bay Green Island Kirinda "

Sri Lanka Jamaica Sri Lanka B|aCk Cat B&B Klng Room 4
US$44 per night - Free cancellation Nuwara .. Ella Kandy Colombo  Colomb... Anuradh.
*hkkk 110 o

Finish your booking! Our guarantee to you

Marino Beach Colombo

o B @ & C] ( ) Quality Stays
EXPLORE SAVED TRIPS INBOX PROFILE E, trive nt

Source: Industry Interviews, Screenshots of applications, JB Securities Research
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Lodging...OTA’s expanding the long tail ...

334 listings

2013 end
4
.. “n
. . ? ' ’
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Source: Industry, JB Securities Research -
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Financial Services...Conventional banking - branch networks

‘-: 1,049bn
’ Asset Base
® 4,979
£
Employees
: 255
® Branches
@ @
e ®
@
L @
P ® @
' k ® ‘~
° o 0' @ { b
STLEY %)
O.Q - s
e e :. ®e ® e ®
we % = @
Lo
i ~ S0 :
.:‘ g .0 4 @
0. °° o °

Source: Company Fillings. JB Securities Research
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902bn

Asset Base
4,198
Employees

251

Branches

1,791bn

Asset Base

7,413

Employees

580

Branches

Jefferies



Financial Services...Is this the future of Banking ?

(|l>) COMMERCIAL BANK Sampath Bank

{Back to App Store 628 ER
all 4G =

(Z) deevm wew - Q

|| #iuf andl
N/ Sampath Bank

Personal Banking

Home , Ferscral Banking

ePassbook

Mobile Banking

https:iiwww.sampath.lk/en/personal

Source: Screenshots of applications.JB Securities Research
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Search wil &

PAYING YOUR ELECTRICITY BILLS
HAVE NEVER BEEN EASIER!

o~
e

=)

SETTLE YOUR ELECTRICITY BILL
INSTANTLY VIA FRIMI!

Settle your electricity bill instantly via FriMi! 1y 129 =5 5

Hiestyley S99 NopUD

Jefferies



Transportation...Ride hailing - domestic competitor growing the market

Pickl\e.

2:39;"'-":‘;, il ac = 3:017 il 4G =)
— v Rides € 6 <«
e 150 St Joseph's St, Colombo Vehicle types m»ri‘@p%m
v & =
180 P -
Employees QSR -
JB Securities
(Pvt) Ltd
7'500 Dunwdu Railway &) b
Rides per Day j~ B CoLome@os
( HNB Asfsf;;rancc !“2‘
i 19’000 Heai\o ce o o 9
NRIC\ Yy AC19) .
: Ty , Drives <yt Vehicle types
" ‘ Koll Ilw-’ly £l EN
20,000 cconomy 12 -15,000 est.
RegIStered Freelancer DrlverS Fares are slightly higher due to increased demand RldeS
i V‘ Local % % Foreign
. erGo .
’ ° Ownershlp LK?fii;O‘B Ll-(?liz_/lif).ss LKR507.12 OwnerShlp
Western Province & @3 cash Colombo
Coverage Coverage

Source: Screenshots of applications. Industry Guestimates, JBSecurities Research
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Market valuations are lowest in recent history

Markettradingthe lowestsincereliable P/E datais available
CSEALL Index: P/E ratio

35 -
30 A
25 o
+1 Std. Dev.: 20.6
20
Average: 15.9
15
10 -1 Std. Dev.:11.3
Current\Low: 8.6x
5 T T T T T T T T T T
Dec-07 Dec-08 Dec-09 Dec-10 Dec-11 Dec-12 Dec-13 Dec-14 Dec-15 Dec-16 Dec-17

Source: Bloomberg L.P.., JB Securities Research
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Equity Valuations are attractive relative to global indices...

Emergingvs.developed equity valuation & correlation

PE ratio
24 - Correlation matrix

Index MXWO MXEF MXFM CSEALL

MXWO 1.000 0.596 0.407 0.082
22 - MXEF 0.596 1.000 0.402 0.113 MSCI World

MXFM 0.407 0.402 1.000 0.053

CSEALL 0.082 0.113 0.053 1.000
20 A

18.8
18
16
14 .
MSCI Frontier
Markets
Y,
12
11.8
10 - CSE Allshare
8 : : : : : : : : : : : :
Jan-12 Jan-13 Jan-14 Jan-15 Jan-16 Jan-17 Jan-18

Source: Bloomberg, JB Securities Research

JB SECURITIES page 142 Jefferies




Valuations are still attractive factoring in lower forecasted GDP growth

Valuation of key regional stock indices and expected long term GDP growth
Y1: PE ratio, X: Indices, Y2: IMF long term real GDP growth forecast
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Source: Bloomberg L.P., IMF, JB Securities Research
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Equities are attractive relative to bonds...negative spreads...a decade record...

Thespreadbetween bondyields and stock yields are negative

10Y G-Secyield vs CSEALL earnings yield (earnings/price)
20% -

15% A

10 Year GOSL Bond Yield - A

11.7%
“4‘ V'l 10.9%

10% A

ASPI Earnings Yield-B
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Spread (A-B)
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*Fed Model is a theory that compares equity market earnings yield to the yield on long term government bonds. It
is used to measure the relative attractiveness of Equity to Bonds. A lower spread would theoretically indicates that
Equity as an asset class is more attractive to Debt.
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Source: Bloomberg, JB Securities Research
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Equities are tax advantaged relative to other domestic asset classes
Listed equities are exemptfrom the recently introduced capital gains tax, real estate & fixed income would be
liable.

Real
Estate

N\

Capital

Fixed
Income

N\

Capital

L\

Capital

Rent

Dividend . Interest . :
Gains Gainsw@ Gains
WHT CGT WHT CGT WHT CGT
Current
Rate 14%° 0% 5%° 10% 10% 10%
Previous Individual Corporate
Rate 10%° 0% 2.5%* 10% 0% 10% 0%
Change
4% 0% 2.5% 10% 0% 10%°

°Final Withholding paymentexcept for special circumstances,
+ Rent paid to nonresidentpersons — Final withholding payment  ~Interest paid for a residentindividual (otherthan upto senior citizen relief) and charity - Final withholding payment

Source: Inland Revenue Act no 24 of 2017, Inland Revenue Department Website, JB Securities Research
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Business and Investor confidence will be the key market catalyst ...

Investors and businessesshow ageneral declinein confidence
Number of Standard deviations from the mean (Z- Score)

4 A
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Source: LMD, Bloomberg L.P., JB Securities Research
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Market classified according to GICS
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Source: Bloomberg L.P., JBSecurities Research
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~51% of the market earnings stem from the Financials sector

CSEALL - sector wise breakdown of market P/E and Earnings

P/E P/E
18 - 18
Consumer
/Discretionary
16 L 16
Healthcare
14 L 14
12 L 12
10 Comrnunication L 10
Services
/ ______ Materials__________________________] M ?.r_lee_t_l_’l_E_m ____________
8 / L8
/ Utilities
6 Real Estate | .
4 \ 4
Consumer Industrials Financials
2 Staples 2
3.5% 18.0% 12%  13.6% 5.3% 5lg00 N\ 50.7% 4.5%
0.8% Percentage of Earnings
Source: Bloomberg, JB Securities Research
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Market snapshot
CSEALL Consumer Consumer | Communic | Real Health
Staples Disc. ation Serv. | Estate Care

CSE.ALL Ny 100.0% 37.7% 23.0% 17.8% 7.81% 5.8% 2.2% 2.1% 2.1% 0.7%
weight %

P/E 8.37 14.6 4.28 10.4 23.6 7.83 6.63 15.51 6.7 6.4
P/B 0.95 2.53 0.78 0.71 0.38 0.96 0.54 1.96 0.92 141
Div. yield 3.37% 3.03% 2.77% 3.82% 3.79% 4.05% 4.25% 3.16% 7.71% 6.38%

CSEALL - YTD total returns
(for the period 1 Jan 2018 to 4 Oct 2018)
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Energy
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Materials

Source: Bloomberg.L.P., JB Securities Research

JB SECURITIES Page 149 Jefferies




S&PSL20 Stock Screen

Stock Name Sector Classification (GICS) T?g\l\//le(nBune) le,vllpr(g;i; Ca;(ag:)l Cg/lpa(ré(rc]a)t Diwiiﬂg

Access Engineering Ltd Construction & Engineering 14.10 26.60 2.84 23.43 14.10 4.97x 0.67x 13.89 5.85 -38.62
Tokyo Cement Company (Lanka) PLC| Construction Materials 26.50 35.30 0.93 14.89 9.97 | 11.60x 0.72x 5.03 2.03 -58.93
Lanka Orix Leasing Company PLC Consumer Finance 3.70 17.13* 9.92 123.33 40.53 4.08x 0.55x 20.52 na -25.89
Commercial Bank of Ceylon Diversified Banks 112.50 59.10* 17.51 115.15 112.24 6.32x 1.00x 16.59 4.79 -14.29
DFCC Bank PLC Diversified Banks 90.90 18.60* 3.28 47.74 24.10 6.34x 0.51x 6.99 1.49 -22.87
Hatton National Bank Diversified Banks 205.00 66.10* 17.82 131.36 96.43 4.55x 0.79x 15.77 2.81 -15.34
National Development Bank PLC Diversified Banks 103.90 18.56* 4.43 35.84 18.44 4.17x 0.54x 13.29 6.60 -18.38
Sampath Bank PLC Diversified Banks 238.00 48.85* 13.87 86.81 66.85 3.98x 0.77x 19.43 5.45 -17.38
Seylan Bank Diversified Banks 68.20 22.28* 4.65 38.39 19.47 5.37x 0.67x 13.47 4.01 -18.92
Aitken Spence PLC Industrial Conglomerates 43.00 51.08 3.42 56.04 17.46 5.11x 0.39x 8.00 0.99 -18.20
Hemas Hidgs Industrial Conglomerates 85.00 53.00 2.55 30.77 48.87 | 19.14x 1.86x 9.70 1.48 -31.67
John Keells Holdings Ltd. Industrial Conglomerates 132.60 124.56 20.37 225.26 183.99 9.03x 0.92x 10.40 3.76 -8.41
Richard Pieris & Co Ltd Industrial Conglomerates 10.10 53.43 2.61 16.43 20.55 7.71x 1.45x 19.87 4.69 -18.72
Melstacorp PLC Industrial Conglomerates 50.00 44.73 6.58 124.79 58.27 8.87x 0.77x 8.78 4.19 -13.49
Ceylinco Insurance PLC Multi-line Insurance 1,860.50 46.40 13.56 42.72 43.14 4.94x 1.20x 40.80 1.72 18.54
Chevron Lubricants Lanka PLC Oil & Gas Refining & Marketing 65.90 11.42 2.42 4.14 15.82 6.53x 3.82x 60.24 8.40 -40.56
Nestle Lanka Ltd. Packaged Foods & Meats 1,650.00 38.26 3.67 3.79 88.65 | 24.14x | 23.38x | 110.99 3.08 4.39
Ceylon Cold Stores Ltd. Soft Drinks 800.00 52.57 2.13 13.18 76.03 | 35.68x 5.77x 16.24 1.58 -14.47
Peoples Leasing Company Ltd Specialized Finance 14.40 14.23* 5.02 31.10 22.75 4.46x 0.79x 18.34 7.91 -12.47
Teejay Lanka PLC Textiles 29.10 26.04 1.66 12.21 20.43 | 12.29x 1.67x 13.99 6.11 -10.15
Ceylon Tobacco Company PLC Tobacco 1,374.70 33.09 16.53 7.08 257.51 15.58x 36.36x | 256.89 7.17 45.37
Dialog Axiata PLC Wireless Telecommunication Services 11.90 101.71 12.58 65.33 96.91 7.68x 1.48x 20.96 3.00 -5.50

* Indicate netrevenue instead of revenue
Source: Bloomberg.L.P., JB Securities Research
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Equity outlook

* Equities are having a bad year — the S&PSL20 total return index is down 15.33% YTD 30 September, its down
11.12% in the third quarter.

* A perfect storm has battered equities - both domestic and foreign investors have been confronted with
strong headwinds.

* The market has witnessed foreign institutional outflows due to stresses on frontier and emerging markets.
The LKR depreciated sharply during the third quarter in line with other peer countries further exasperating
foreign investment.

* Domestic households have been primarily investing in fixed income, FDs are yielding 12-12.5% which is at a
spread of 4% above policy rates and a real yield of more than 5%. There is very little incentive for them to
switch to a more volatile asset class when the default option remains extremely attractive.

* Real estate, mainly condominiums have been the preferred asset class for high net worth investors. Our
estimates are that the recently completed and yet to be completed property development projects have a
value of USD 5 billion (6% of GDP). In many parts of Colombo city land prices in LKR terms have doubled
over the past 4 years although they have remained stagnant in the past year.

 The government controlled contractual savings institutions have been on the sidelines due to concerns with
governance emanating from the bond scandal. The equity allocation of the Employee Provident Fund
(private sector superannuation fund) has reduced to 4% on an AUM of USD 12.5 bn.

* The outlook for earnings for consumer discretionary stocks are weak due to a drop in purchasing power and
margin compression from rising cost due to higher commodity prices and a weaker LKR. Financial firms are
also experiencing rising NPLs, albeit from record lows during the previous year due to slowdown in
economic activity and an increase in taxation.
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Equity outlook - cont...

 The market is trading at a 12-month trailing multiple of 8.6x - a decade low and at a 27% discount to the
frontier market multiple of 11.8x. As per the fed model equities are yielding 11.7% relative to 10-year bonds
at 10.9% resulting in a negative spread — this is a decade first.

* The decline in the market has been on the back of relatively thin volumes. The free float on many stocks is
low, lower than the public float which in most cases is around 15% except for JKH and the large private
sector banks that have ownership restrictions. A corollary of a low free float is a rapid increase in stock
prices — a possible 10% rally in one quarter if fund flows reverse.

* We expect domestic contractual savings institutions to be net buyers in the market in 4Q 2018 which will
provide a much-needed floor on equity prices. It will also change sentiment on the market curtailing selling
by directional traders which will reduce selling pressure. We see domestic households only being
incentivized towards equities if there is a 2% compression in real rates via decline in the spread above policy
rates — this implies FD rates falling towards high single digits.

* Public equities are tax advantaged not subject to capital gains tax and subject to 14% dividend for all tax
payers. In contrast, Fl instruments are subject to capital gains tax on trading gains, their incomes are subject
to 5% WHT for an individual and the applicable rate of income tax (14-28%) for corporates. Real estate is
also subjected to capital gains tax, VAT will be applicable on new condominium sales from April 2018, rental
income is part of one’s assessable income and there is a possibility of property taxes being introduced.
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Equity outlook — cont...

* Equities as an asset class is significantly under owned by households. We don’t foresee a permanent change
in the behavioral bias towards real estate as an asset class, but we see a reversion to mean from the current
over allocation towards it. This implies that real estate will under perform both equities and Fl in the next 5

years.

* Banking counters that represent 25% of market cap and 31% of earnings have declined by 15% YTD. They are
trading at a PBV of 0.72 which is at a significant discount to their historical valuations. Non-voting shares of
banks trade at a 20-30% discount to voting shares providing superior downside protection — there is no
fundamental reason for such a large discount. We don’t see a wide scale banking crisis although we see
increasing NPLs in line with the economic cycle and a potential increase in taxation if the proposed new
taxes are enacted but these reasons don’t justify the current low valuations.

* The LKR has depreciated circa 9% YTD, firms in tourism and logistics with sizeable USD revenues and
domestic market focused producers will benefit from the weaker currency.
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Colombo Stock Exchange Sectors

BFI
BFT
C&E
DIV
H&T
INV
L&P
MFG
OIL
P&E
TLE
TRD

Indices
ASI
S&PSL20

Countries
LKA

CHN

IND

MLS

KOR

JPN

PHL

THA

Units
GWh
Int'l D
KWh
MT
MW
TEU
TOE

Banks, Finance & Insurance
Beverage, Food & Tobacco
Construction & Engineering
Diversified

Hotels & Tourism
Investment

Land & Property
Manufacturing

Oil Palms

Power & Equipment
Telecom

Trading

All Share Index
S&P Sri Lanka 20

Sri Lanka
China
India
Malaysia
Korea
Japan
Philippines
Thailand

Giga Watt Hours
International Dollars

Kilo Watt hour

Metric Ton

Mega Watt

Twenty-foot Equivalent Unit
Ton of Qil Equivalent
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Institutions
ADB

CBSL

CEB

EIA

IMF

OECD
OPEC
PRDS

RDA

SEC
SLASSCOM
SLBFE
SLTDA
TRC

PUCSL

Asian Development Bank

Central Bank of Sri Lanka

Ceylon Electricity Board

Energy Information Administration

International Monetary Fund

Organization for Economic Cooperation & Development
Organization of the Petroleum Exporting Countries
Petroleum Resource Development Secretariat

Road Development Authority

Securities & Exchange Commission

Sri Lanka Association of Software and Service Companies
Sri Lankan Bureau of Foreign Employment

Sri Lanka Tourism Development Authority

Telecom Regulatory Commission

Public Utilities Commission of Sri Lanka

Financial Indicators

AWDR
AWFDR
AWLR
AWPLR
CCPI
NEER
REER
SLIBOR
SRR
SDF
SLF
CASA

Other
GICS
MRIA
PPP
SOE
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Average Weighted Deposit Rate
Average Weighted Fixed Deposit Rate
Average Weighted Lending Rate
Average Weighted Prime Lending Rate
Colombo Consumer Price Index
Nominal Effective Exchange Rate
Real Effective Exchange Rate

Sri Lanka Interbank Offer Rate
Statutory Reserve Ratio

Standard Deposit Facility

Standard Lending Facility

Current and Savings accounts

Global Industry Classification Standard
Mahinda Rajapkse International Airport
Purchasing Power Parity

State Owned Enterprises
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Important JB Securities disclaimer

This research is for our clients only. Other than disclosures relating to JB Securities, this researchis based on current publicly available information that
we consider reliable, but we do not represent it as accurate or complete, and it should not be construed as such. We seek to update our research as
appropriate.

JB Securities shall have no liability, contingent or otherwise, to the user or to third parties, for the quality, accuracy, timeliness, continued availability
or completeness of the data or calculations in this document, nor for any special, indirect, incidental or consequential damages which may be incurred
or experienced because of the use of the data or calculations made available herein.

JB Securities does and seeks to do business with companies covered inits research reports. Investors should be aware that the firm may have a
conflict of interest that could affect the objective of this report. Investors would consider this report as only a single aid in making their investment

decision.

No part of this material may be modified or altered without the prior consent of the firm.
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