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The SNAPSHOT

Sri Lankan Economy

A Srilanka’s trade deficit narrowed by 11.7% in February (latest data), with imports declining faster than
the decline in export earnings.

A Tourism earnings continued to buoy the external balances, averaging 22% growth during Q1 2016.
Worker remittances ended the secular slide seen in 2015, with a pickup in Q1.

A Credit to the private sector continued its fast growth, and February growth at 26.5% was the fastest in 14
months. Meanwhile, CBSL policy action to hike rates was only seen once in Q1. Rates were held steady in
the April Monetary Board meeting as well.

A Inflation ended its steady uptick seen over the past few months, and dipped to 4.5% in March.

A Inthe midst of substantial fiscal distress and negotiations on an IMF support package, the government
backtracked on several tax proposals made in Budget 2016 announced last November. Several changes
were made, and this update captures a summary.

A The country’s fisheries exports could get a boost of LKR 10 billion with the lifting of the EU fisheries
export ban. Sri Lanka depends on the EU market for 20% of its fisheries exports. In 2015, total fisheries
exports fell by 30% owing largely to the EU ban.

The Global Economy

A IMF's revised downward by 0.2 points its global growth forecast for 2016 to 3.2%, noting that
“uncertainty has increased and risk of weaker growth scenarios are becoming more tangible”.

A The World Bank, meanwhile, is bullish on South Asia’s prospects in the face of turbulent international
markets and remains the fastest growing region in the world. Growth for 2016 is forecast for 7.1%, and
7.3%in 2017. Yet, declining capital flows, slowdown in remittances from oil exporting countries are
impacting growth.



External Sector Performance -Latest Available Data

Exports and Imports-January 2016

Exports Declined by 2%, Y-0-Y Imports Declined by 5.5%, Y-0-Y
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Trade Deficit-February 2016

. o
Trade deficit narrowed by 11.7%, Y-0-Y The decline in expenditure on imports in February

. 2016 has been greater than the decline in earnings
(200) from exports, hence the trade deficit has narrowed
by 11.7% Y-o-Y.
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Tourist Arrivals-March 2016 Workers’ Remittances-February 2016
Y-0-Y Growth in Tourist Arrivals Workers’ Remittances Y-o-Y Growth
January 2016 24% January 2016 8.0%
February 2016 19% February 2016 8.3%

March 2016 23%



Key Macroeconomic Indicators

Further Insights- Sri Lankan Economy
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Recent Changes in the Sri Lanka’s Tax System

Tax Category Proposed Rate | W.e.from
Value Added Tax (VAT) 15% 02" May 2016
Nations Building Tax (NBT) 2% -
Income Tax Tt April 2016
Non-Corporate Income Tax
Employment Income 16%
Profits from profession or vocation 17.5%
Profits from following trade and businesses
Financial and trading activities 24%
Liguor, Tobacco, Lottery, Betting and Gaming 40%
Profits from trade and businesses other than stated above 17.5%
Income from sources such as rent income, net annual value Max of 24%
Corporate Income Tax
Banking, Insurance and Financial Services and trading activities 28%
Liguor, Tobacco, Lottery, Betting and Gaming 40%
Profits and income from trade and businesses other than stated 17.5%
above
Withholding Tax 2.5% -
Economic Service Charge (ESC) 0.50% 15 April 2016




Value Added Tax (VAT)

VAT would be increased 15% from 11% with effect from 02" May 2016. The threshold for registration
for VAT shall be Rs.3 million per quarter or Rs.12 million a year. The whole sale and retail (other than by
Manufacturer or importer) shall be liable for VAT and the tax shall be charged only on liable supplies.
The restriction on exempt supplies (deemed VAT) will be removed. Supplies which are currently
exempted (Telecommunication services, import or supply of telecom equipment or machinery, high tech
equipment including copper cables for telecom industry, telecom licenses, healthcare services and
supply of goods or services and supply of goods or services to any specified projects other than housing
) shall be liable for VAT.

Nation Building Tax (NBT)

NBT would remain unchanged at 2%. Threshold for NBT will be reduced to Rs.3 million per quarter from
Rs.25 million except for any locally procured agricultural produce in the preparation for sale. Also it
removed the present exemptions on telecommunication services, electricity supply, lubricants and
supply of goods or services to any specified projects other than housing.

Corporate Income Tax

The banks, finance and insurance companies will be charged income tax at 28% and lottery, betting and
gaming will be at 40% from year starting April 2016. Profits and income from trade and business other
than the trade or businesses stated above are liable at the standard rate of 17.5%.

Non Corporate income Tax

Tax free allowance for individuals will continue as prevailed in the year of assessment (Y/A) (2015/16).
Accordingly, Tax free allowance (per Y/A) will be Rs.500, 000 and qualifying allowance on employment
income will be Rs.250, 000 (maximum).

Tax rates for individuals shall continue in the progressive rates as prevailed in the Y/A 2015/16.
Accordingly, maximum rate applicable for employment income is 16%, profits from profession or
vocation is 17.5%, income from sources such as rent income, net annual value and similar sources
should be taxed up to the maximum rate of 24%.

PAYE Tax

PAYE tax will be at a maximum of 16% on the same slabs as earlier. The employer will no longer be able
to pay tax on behalf of the employee.

Withholding Tax
Withholding tax on interest at 2.5% will be continued.

Economic Service Charge (ESQ)

The present exclusion of profit making business from chargeability of ESC shall be removed and the
present maximum liability of Rs.120mn per year shall be removed. The ESCrateis increased from 0.25%
to 0.50%. The period for carried forward of ESC to be set off against income tax payable for any period
commencing from April 1, 2016 is reduced from 5 years to 3 years. Petrol, Diesel and kerosene retail
trade shall be liable for ESC if the aggregate turnover for a quarter is Rs.50mn. Tax shall be calculated
on 1/10" of the liable turnover of such trade.



Share Transaction Levy

The Share transaction levy will be re-imposed at the rate of 0.3% w.e.f. 15" April 2016 which was
removed from 1% of January 2016 as per the budget proposal in the government budget 2016. The levy
would be charged from every buyer and seller on the turnover of every share trading transaction done
onthe CSE.

Main purposes of these changes are increasing the government revenue, reducing domestic borrowing
and money printing which will help eventually to stabilize the credit system and the rupee.

The Impact of Remittances slowdown on Sri Lanka’s Credit Quality

The weaker remittances inflows from Middle East, which accounts for half of Sri Lanka’s migrant work
earnings, will immediately impact Sri Lanka's credit profiles through the country’s balance of payment
positions. A prolonged fall would negatively impact on the economic growth as well. Lower level of
current account receipts resulted lower level of reserves, will have a large effect on the credit quality
of those sovereigns that are already operating with a low reserve buffer.

As Sri Lanka runs a higher current account deficit already and has very low level of foreign reserves, the
reserve adequacy as measured by the Moody’s External Vulnerability Indicator is above 100% threshold.
The fall in reserve would damage the confidence of foreign investors and hamper portfolio inflows.

Sri Lanka’s expectation of Issuing bonds in China’s Domestic Renminbi market

With the aim of raising cheap funds worth about USD 500-1000billion, Sri Lanka expects to start issuing
bonds in China’s domestic Renminbi market in about three months. Central Bank of Sri Lanka expects
to raise funds at around 5% interest on an annual basis. Funds raised in China would be used to pay
Chinese firms who are involved in infrastructure projects in Sri Lanka or as government counter party
funds in projects. The people’s bank of China has given Sri Lanka approval to issue bonds in China in
Renminbi.

Sri Lanka is among Asia’s top 10 FDI hotspots

IHS Global Insight, a United States based think tank has listed Sri Lanka as one of the top 10 FDI
destinations in Asia. The other Southeast Asian countries projected to be the FDI hotspots in the region
are China, India, Bangladesh, Indonesia, Vietnam, Myanmar, Malaysia, The Philippines and Thailand. As
per the HIS Global Insight, over the next decade, Asia Pacific is forecast to be the fastest growing foreign
of the global economy and the region that offers the biggest potential gains for FDI. The key strength
source of Asia Pacific region is rapidly growing size of the economic region which now accounts for
around one-third of the world’'s GDP, generating strong intra-regional trade and investment flows.
Amongst the South Asian economies, SriLanka and Bangladesh are expected to show rapid growth over
the next decade. The SriLankan economy is projected to grow at an average annual pace of 5.6% a year
over 2016-2020 while key growth industries are expected to include logistics, tourism, agricultural
products, IT-BPO industries and Construction.

World Bank forecast of Sri Lanka’s Economic growth for 2016 is 5.3%

Sri Lanka’'s economic growth is expected to grow at 5.3% in 2016 and 2017 driven by increased public
investment and postponed investments in 2015. The challenging global environment has taken a toll
on the economy with reduced exports and remittances; and significant capital outflows, leaving Sri
Lanka with higher public debt, lower reserves and rising inflation.



Sri Lanka climbs 165 to 141 Rank in the World Press Freedom Index 2016

Sri Lanka climbed up by 24 places to 141th position of the World Press Freedom Index 2016 from 165"
position | 2015. World Press Freedom Index is published every year since 2002 by Reporters without
Borders (RSF). The index ranks 180 countries according to the level of freedom available to journalist.

Sri Lanka’s sovereign credit constraint level comparing favorably in South Asia

Moody’s Rating indicated that, Sri Lanka has been rated B1 (Stable) when compared to India which has
been rated BAA 3 (Positive) and Pakistan B3 stable, which indicates that Sri Lanka’s sovereign credit
constraint level is better when compared to top SAARC region countries.

Q1 2016 records double digit growth rate in container throughput at the Colombo Port
The container throughput of the Colombo Port recorded a double digit Growth rate of 11.5% (Q1 2016
-1,399,960 TEUs) on Y-0-Y basis during Q1 2016. Handling of domestic grew by 6.2% and handling
transhipment containers handling rerecorded a 13.2% growth rate.

Highlights-Sri Lanka Labour Force Survey-4™" Quarter 2015

Q4-2015 Q4-2014

Labour Force Participation Rate 53.6% 52.9%
Unemployment Rate 4.3% 4.4%
Employment by main industry

Agriculture 27.5% 30.4%

Industries 25.3% 25.4%

Services 47.2% 44.2%
Unemployment by Age Group

15-24 Years 16.7% 21.6%

25-29 Years 10.9% 6.9%

Over 30 Years 1.7% 1.5%

IMF forecasts a Global Growth of 3.2% in 2016-World Economic Outlook Update-April 2016
The baseline projection for global growth in 2016 is a modest 3.2% broadly in line with the last year and
0.2 percentage point downward revision relative to the January 2016 forecast. The recovery is projected




