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Fitch Ratings-Colombo/Hong Kong-21 March 2019: The increase in taxes on imported vehicles in Sri Lanka is
likely to cause the growth in motor insurance policy premiums to slow in the near term, says Fitch Ratings. The
government's 2019 budget presented in March increased excise duties on imports of fuel-powered and hybrid
passenger-motor vehicles based on their engine capacities. The government also introduced a luxury tax on
vehicles with a cost, insurance and freight value exceeding LKR3.5 million, LKR4.0 million and LKR6.0 million
for fuel, hybrid and electric vehicles, respectively.

Fitch expects these measures to further reduce new vehicle registrations and cause a slowdown in the new
business growth of the motor insurance segment, which accounted for around 60% of the overall gross written
premiums (GWP) of non-life insurers in the past three years. The government has in recent years increased
taxes on vehicle imports, mainly to curtail the outflow of foreign exchange and reduce motor traffic congestion
in the cities. The number of registrations of brand-new and pre-owned motor cars and three-wheelers was
subdued over the past 12-24 months due to the higher import duties and the cut in the upper band of loan-to-
value ratios associated with vehicle leases. The growth in motor insurance premiums slowed considerably as a
result, to 13.7% in 2017 from 19.1% in 2015.

Fitch believes the likely rise in motor premiums due to the larger sum insured values, after factoring in the
increased import duties, will be insufficient to fully offset the impact from lower import volumes. In addition, we
expect the lag in the repricing of existing motor insurance policies to further hurt growth as import volumes
decline. Nevertheless, we believe the motor insurance class will remain the largest contributor to non-life GWP
in the medium term due to sustained consumer preference for comprehensive motor insurance policies amid
the increasing frequency of road traffic accidents in Sri Lanka and the mandatory requirement for vehicle
owners to obtain at least a third-party motor insurance policy.

We also believe in the longer term the non-motor segments such as property, engineering, health and micro
insurance will benefit from the government's proposed initiatives to support start-ups and SMEs through the
granting of loans on concessionary terms and broad measures to improve exports and proposed investments in
several social and economic infrastructure facilities.

Non-motor insurance policies' contribution to overall GWP rose marginally in 2017 to 40% from 38% in 2016.
The government's move, in its recent budget, to increase its premium contribution to the National Natural
Disaster Insurance Scheme, managed by the National Insurance Trust Fund Board (National Insurer Financial
Strength Rating: AA-(lka)/Stable), by LKR1.0 billion to LKR1.5 billion, will contribute towards the growth of the
non-motor insurance class in addition to supporting the viability of the scheme.
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that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and
forecasts can be affected by future events or conditions that were not anticipated at the time a rating or forecast
was issued or affirmed.

The information in this report is provided "as is" without any representation or warranty of any kind, and Fitch
does not represent or warrant that the report or any of its contents will meet any of the requirements of a
recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a security. This opinion and
reports made by Fitch are based on established criteria and methodologies that Fitch is continuously evaluating
and updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group
of individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due to
risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of
any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved in,
but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes
only. A report providing a Fitch rating is neither a prospectus nor a substitute for the information assembled,
verified and presented to investors by the issuer and its agents in connection with the sale of the securities.
Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not
provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security.
Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor,
or the tax-exempt nature or taxability of payments made in respect to any security. Fitch receives fees from
issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary
from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate
all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or
guarantor, for a single annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the
applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall not
constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed
under the United States securities laws, the Financial Services and Markets Act of 2000 of the United Kingdom,
or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and
distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print
subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial
services license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only.
Credit ratings information published by Fitch is not intended to be used by persons who are retail clients within
the meaning of the Corporations Act 2001

Fitch Ratings, Inc. is registered with the U.S. Securities and Exchange Commission as a Nationally Recognized
Statistical Rating Organization (the "NRSRQO"). While certain of the NRSRO's credit rating subsidiaries are
listed on Item 3 of Form NRSRO and as such are authorized to issue credit ratings on behalf of the NRSRO
(see https://www.fitchratings.com/site/regulatory), other credit rating subsidiaries are not listed on Form NRSRO
(the "non-NRSROs") and therefore credit ratings issued by those subsidiaries are not issued on behalf of the
NRSRO. However, non-NRSRO personnel may participate in determining credit ratings issued by or on behalf
of the NRSRO.

Endorsement Policy

Fitch's approach to ratings endorsement so that ratings produced outside the EU may be used by regulated
entities within the EU for regulatory purposes, pursuant to the terms of the EU Regulation with respect to credit
rating agencies, can be found on the EU Regulatory Disclosures page. The endorsement status of all
International ratings is provided within the entity summary page for each rated entity and in the transaction
detail pages for all structured finance transactions on the Fitch website. These disclosures are updated on a
daily basis.
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We have updated our Terms of Use and Privacy Policies which cover all of Fitch Group's websites. Learn more.
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