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Executive Summary

Summary of Key Findings

The Sri Lankan real estate market presents a
compelling investment opportunity, driven by
several favorable factors. This executive
summary highlights the key findings and insights
) 'gomprehenswe report on investing in
eal estate market.

1. Loceﬂon Advanuge Sri Lanka's strategic location
along major shipping routes, close proximity to
emerging economies, and strong air connectivity
make it an attractive destination for real estate
investment.

2. Economic Benefits: Sri Lanka's liberalized
economy offers preferential tax rates, investment
guarantees, and full repatriation of profits for
investors. Policies that promote economic freedom
make it a low-barrier environment for investment.

3. Infrastructure Development: Sri Lanka boasts
excellent infrastructure facilities, with ongoing
projects in collaboration with the private sector. This
infrastructure development promises future growth
in real estate investments.

4. Demand Drivers: The country's rising population,
urbanization trends, and a growing middle-income
segment are driving demand for both residential and
commercial properties.

5. Investment Opportunities: Investors can explore
various strategies, including renting, buying, and
wholesaling properties. Trusted property developers
play a crucial role in ensuring successful investments.

6. Regulatory Framework: Sri Lanka has a robust
legal and regulatory framework that simplifies the real
estate investment process, ensuring equal treatment
for both local and foreign investors.

7. Economic Growth: Despite challenges, Sri Lanka's
economic indicators remain promising, with an
increasing GDP per capita and ongoing infrastructure
development projects.
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Recommendations

Based on our findings, we offer the following
recommendations for those considering
investments in the Sri Lankan real estate market:

1. Diversify Your Portfolio: Consider diversifying
your real estate investments across residential,
commercial, and retail properties to minimize risk and
maximize returns.

2. Partner with Trusted Developers: Collaborate
with established property developers with a proven
track record and financial stability to ensure the
success of your investments.

3. Explore Tax Benefits: Leverage the tax incentives
provided to investors, including preferential tax rates
and full repatriation of profits.

4. Monitor Economic Indicators: Stay informed
about Sri Lanka's economic indicators and
infrastructure development projects to make
informed investment decisions.

5. Long-Term Perspective: Real estate investments
in Sri Lanka are best suited for those with a long-term
perspective, as the market has the potential for
significant appreciation over time.

6. Conduct Due Diligence: Prioritize due diligence to
evaluate property values, legal documentation, and
market trends before making investment decisions.

7. Engage Local Expertise: Consider working with
local real estate experts who have an in-depth
understanding of the market, regulations, and
investment opportunities.

This executive summary provides a glimpse of the
opportunities and recommendations outlined in our
full report, which delves deeper into the nuances of
investing in the Sri Lankan real estate market. We
encourage prospective investors to explore the
comprehensive report for a more detailed analysis
and insights.



Introduction

Background and Purpose of the Report

The Sri Lankan real estate market has emerged as an attractive destination for both local and international
investors. With its strategic location, favorable economic policies, and ongoing infrastructure development, it
presents a compelling opportunity for those seeking to diversify their investment portfolios and capitalize on
the potential for significant returns.

This report serves as a comprehensive guide for prospective investors interested in the Sri Lankan real estate
market. It aims to provide valuable insights, analysis, and recommendations to help investors make informed
decisions in this dynamic and evolving landscape.

Scope and Methodology

This report covers various aspects of investing in the Sri Lankan real estate market, including:

1k Market Overview: An introduction to the Sri Lankan real estate landscape, highlighting key
sectors, types of properties, and recent trends.

2. Reasons to Invest: An exploration of the factors that make Sri Lanka an attractive destination for
real estate investments, including its location, economic benefits, legal environment, and
infrastructure development.

Investment Strategies: Insights into different investment strategies, including renting, buying,
and wholesaling properties, along with recommendations for successful investments.

4. Market Segmentation: An analysis of the residential, commercial, and retail real estate sectors,
providing a deeper understanding of the opportunities within each segment.

Regulatory Framework: An overview of Sri Lanka's legal and regulatory framework governing
real estate investments, ensuring that investors are aware of the legal aspects.

Economic Outlook: A look at Sri Lanka's economic indicators, ongoing infrastructure projects,
and future growth prospects.
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The information and insights presented in this report are based on a rigorous research methodology,
which includes:

1. Desk Research: Extensive review of existing literature, reports, and publications related to the
Sri Lankan real estate market, economic conditions, and legal frameworks.

2. Data Analysis: Analysis of economic data, market trends, and property values to provide a
comprehensive understanding of the market dynamics.

3. Expert Interviews: Interviews with industry experts, real estate developers, legal professionals,
and local stakeholders to gain firsthand insights into the market.

4, Comparative Analysis: Comparisons with global real estate markets to contextualize Sri Lanka's
investment potential.

5. Scenario Planning: Consideration of various scenarios and potential risks associated with real
estate investments in Sri Lanka.

This report aims to offer a well-rounded view of the opportunities and challenges within the Sri
Lankan real estate market, equipping investors with the knowledge needed to make informed
decisions and harness the market's growth potential.
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Overview of the Sri Lankan
Real Estate Market

The Sri Lankan real estate market has experienced significant growth and
transformation in recent years, making it an increasingly appealing
destination for investors. This section provides an overview of the market,
highlighting its key characteristics and growth drivers.

Market Growth

Sri Lanka's real estate market has witnessed
steady growth, driven by factors such as
urbanization, population expansion, and increased
economic stability. This growth is evident in rising
property values, particularly in urban areas like
Colombo and its suburbs.

Market Dynamics

e Demand and Supply: The market experiences
varying degrees of demand and supply across
different property types and regions. Urban areas
typically have higher demand, while supply can
be constrained due to limited available land.

* Property Types: The market encompasses
various property types, including residential,
commercial, retail, and warehousing. Each
segment has its unique dynamics and investment
opportunities.

* Foreign Investment: Sri Lanka has attracted
foreign direct investment (FDI) in real estate due
to its favorable policies, making it a lucrative
option for international investors.

Emerging Trends

¢ High-Rise Developments: The skyline of
Colombo is changing rapidly with the
construction of high-rise residential and
commercial buildings, catering to the demand for
modern living and office spaces.
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Tourism-Related Investments: The tourism
industry plays a significant role in real estate, with
investments in hotels, resorts, and holiday homes
driven by Sri Lanka's popularity as a tourist
destination.

Current State of the Market

Understanding the current state of the Sri Lankan
real estate market is essential for investors. This
section provides an up-to-date analysis of market
conditions, including recent trends and
developments.

Property Values

Property values in Sri Lanka have shown a
consistent upward trend, with notable increases
in urban areas. Factors such as limited land
availability, high demand, and foreign investment
have contributed to this growth.

Pandemic Impact

The COVID-19 pandemic briefly affected the real
estate market, leading to a temporary slowdown
in property transactions and construction.
However, the market has demonstrated
resilience, with a rebound in demand as the
situation stabilizes.



Market Segmentation: Residential,
Commercial, Retail, and
Warehousing

The Sri Lankan real estate market encompasses
diverse segments, each with its unique dynamics
and investment opportunities. Understanding
these segments is crucial for investors looking to
capitalize on the market's potential.

Residential Real Estate

¢ Demand: The demand for residential properties
remains strong, driven by population growth,
urbanization, and changing lifestyle preferences.

* High-Rise Living: High-rise apartment complexes
have gained popularity, offering modern
amenities and convenient urban living.

Commercial Real Estate

e Office Spaces: Demand for office spaces,
particularly in Colombo, continues to grow, driven
by the expansion of businesses and foreign
companies establishing a presence.

* Retail Spaces: Shopping malls and retail outlets
thrive in urban areas, catering to a rising middle-
class consumer base.

Retail Real Estate

e Shopping Malls: The retail sector includes
shopping malls and complexes, with a focus on
delivering a diverse shopping experience to
consumers.

Warehousing and Logistics

* Warehousing Demand: The growth of e-
commerce and the need for efficient logistics
solutions have fueled demand for warehousing
spaces, making it an emerging investment
opportunity.
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Key Players in the Real Estate Sector

The Sri Lankan real estate sector boasts several
key players who shape the market's dynamics and
contribute to its growth. Understanding these
stakeholders is essential for investors seeking
partnerships or investment opportunities.

¥* Leading Developers

® |ocal Developers: Prominent local
developers have a strong presence in
the market, with a track record of
delivering high-quality residential and
commercial projects.

¢ |nternational Developers: International
developers have recognized Sri Lanka's
potential and have invested in large-
scale projects, contributing to the
market's growth.

3% Real Estate Agencies

* Real estate agencies play a vital role in
connecting buyers and sellers, offering a
range of services from property listings
to legal and financial assistance.

¥* Government Bodies and Regulatory
Authorities

e Government bodies and regulatory
authorities oversee the real estate
sector, ensuring compliance with laws
and regulations while providing support
for infrastructure development.

% Industry Associations

* |ndustry associations bring together
stakeholders, fostering collaboration,
and advocating for policies that promote
the growth and sustainability of the real
estate market in Sri Lanka.



Reasons to Invest in Sri
L ankan Real Estate

Investing in Sri Lankan real estate offers a range of compelling reasons
that make it an attractive choice for both local and foreign investors. This
section explores the key factors that drive investment in the Sri Lankan
real estate market.

Economic Benefits

Sri Lanka's liberalized economy ranks as one of
the most favorable in South Asia. Investors
benefit from preferential tax rates, exemptions
from exchange control, constitutional guarantees
on investment agreements, and full repatriation of
profits. Policies that create low barriers in trading
and investing make Sri Lanka an attractive
destination for real estate investments, avoiding

economic hurdles present in other South Asian Colorhbol;onCityDeveloﬁmentPrbjéc:t '
countries. funded by China Communication Construction(CHEC)
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Favorable Legal Environment

Sri Lanka boasts an advanced legal and regulatory
framework that simplifies the real estate investment
process. The legal system ensures equal treatment
for both foreign and local investors under the
investment and general law of Sri Lanka.
Additionally, provisions cover intellectual property
rights and offer dispute resolution through
arbitration in special circumstances.

Literacy and Education

Sri Lanka stands out with its high level of literacy
and education, making it a potential location for
startups and businesses. The country boasts the
highest literacy rate in South Asia at 92%. A
significant portion of Sri Lankan students who
complete tertiary education specializes in
technology and business fields, simplifying real
estate investments and promising property value
growth.

Health and Education Facilities

The availability of private and government-provided
health and education facilities adds to the appeal of
Sri Lankan properties. Government schools follow
local curricula, while private and international
schools offer British/American curricula. Modern
technology-equipped hospitals and healthcare
facilities provide a comfortable living environment
for residents and potential investors.
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Favorable Legal Environment

Sri Lanka currently offers a surplus of
properties for sale, especially in urban areas
like Colombo.

The economic impact of the pandemic has led
to property price reductions, presenting a
unique opportunity for investors.

Many hotels, villas, and tourism-related
properties are available at considerably lower
rates, with the expectation of price
escalations once the tourism industry revives
and the economy recovers.

Investors looking for reliable luxury properties
to invest in can turn to platforms like Luxely,
which assist in finding luxury properties
available for sale or rent in Sri Lanka.




Location Advantages

Sri Lanka's strategic location in the Indian Ocean region makes it a hotspot for investment.
Positioned along major shipping routes connecting South Asia, Europe, the Middle East, and
America, the country enjoys a unique geographic advantage. The proximity to emerging South
Asian economies and Middle Eastern countries further enhances its appeal to investors.

» Strategic Maritime Position: Sri Lanka is situated along some of the busiest maritime routes globally,
making it a vital location for international trade. The island nation's natural harbors and ports serve as
essential transit points for ships traveling between South Asia, the Far East, the Pacific, Europe, and
the Americas. This strategic maritime position enhances the country's significance in global logistics
and trade.

¢ One Belt, One Road Initiative: Sri Lanka's participation in the "One Belt, One Road" initiative, driven by
China, signifies its commitment to improving connectivity and cooperation across Asia, Africa, and
Europe. This initiative fosters increased infrastructure development, trade, and economic
collaboration, creating opportunities for real estate growth and investment.

¢ Proximity to India: Sri Lanka's proximity to India, one of the world's fastest-growing economies, is a
significant advantage. The geographical closeness to India provides access to a vast consumer
market and trade opportunities, which can positively impact the real estate sector, especially in
regions near the Indian border.

¢ Air and Shipping Connectivity: The country boasts excellent air and sea connectivity, crucial for
businesses and tourism. Colombo's Bandaranaike International Airport and the Colombo Port are
vital transportation hubs, facilitating not only the movement of goods but also attracting tourists and
businesses to the region.

* Tourism Hub: Sri Lanka is renowned as a tourism hotspot, with its stunning landscapes, cultural
heritage, and beautiful beaches drawing visitors from around the world. The thriving tourism sector
generates demand for various types of real estate, including hotels, resorts, and residential
properties in tourist-friendly areas.

* Regional Manufacturing and Shipping Hub: Sri Lanka's geographic location within the Indian Ocean
positions it ideally to become a regional manufacturing and shipping hub. Its access to major
shipping routes, emerging South East Asian markets, and the Middle East makes it an attractive
destination for businesses seeking to establish manufacturing and distribution centers.

o>l Lanka
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Infrastructure Development

Sri Lanka's infrastructure facilities are ranked among
the best in the South Asian region. Government-
private sector collaborations are ongoing to
enhance the country's infrastructure, following the
Build, Operate, and Own (BOO) and Build, Operate,
and Transfer (BOT) models. Infrastructure projects
in port maintenance, power, water sanitation,
transportation, and IT indicate a promising future for
real estate investments.

Fast Developing Infrastructure: Sri  Lanka's
commitment to enhancing its infrastructure has
been a top priority for consecutive governments.
These improvements encompass various key areas
vital for economic growth and prosperity.

Road & Rail

Sri Lanka's transportation system relies on an extensive
road network spanning approximately 100,000
kilometers and a rail network of around 2000
kilometers. Recent infrastructure developments include
the Southern Expressway connecting Colombo to
Matara in the deep south and the Airport/Katunayake
Expressway. Additionally, projects like the Outer Circular
Highway in the Western Province and the Central
Expressway, linking Colombo and Kandy, are in
advanced stages of completion. These developments
are poised to improve connectivity within the country,
benefitting real estate prospects.

Ports

Sri Lanka's strategic location at the crossroads of major
international shipping routes has bolstered the
development of its ports. The Colombo Port, known as
the busiest in South Asia and ranked 23rd globally, is
capable of accommodating the largest Triple E Class'
ships. It enjoys extensive usage by 33 major shipping
lines, with 75% of port volumes attributed to
transshipment activities. This bustling port activity is
integral to Sri Lanka's economic growth and presents
opportunities for real estate investments, particularly in
port-related infrastructure.
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Airports

The Bandaranaike International Airport, situated north of
Colombo, serves as Sri Lanka's primary international
gateway with connectivity to major global destinations.
The Mattala Rajapaksha International Airport, located in
the Southern Province, complements the country's air
transport infrastructure. Proximity to these airports can
enhance the attractiveness of real estate
developments, particularly for businesses and travelers.

Telecom

Sri Lanka's telecom sector has excelled regionally,
contributing to its overall infrastructure development.
The country boasts impressive cellular mobile
subscriptions and fixed access telephone subscriptions.
Mobile broadband penetration is also on the rise,
indicating the population's growing access to digital
services. The availability of e-commerce applications
and mobile-based services, including mobile banking
and mobile Points of Sale (POS), is expanding. Such
developments in the telecom sector can further
stimulate demand for commercial and retail real estate
spaces, including offices and shopping malls.

Construction Sector Outlook

The Sri Lankan construction industry continues to be a
vital contributor to the country's economy. It
experienced remarkable growth, surging by 12.0% in the
first quarter of 2016 compared to the same period in
2015. Government initiatives like the Megapolis &
Western  Province development, Galle port
development, Sampur Industrial Zone, and the
construction of the Central Expressway are set to drive
exponential growth in the construction sector. This
growth is expected to translate into an increased
demand for real estate, with urban migration towards
Colombo leading to the construction of more luxury
apartments, hotels, and shopping centers. The
Construction Expo 2017 serves as a platform for
construction companies to identify new opportunities,
forge partnerships, showcase innovative technologies,
and position themselves to benefit from these
developments.
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The Sri Lankan construction market is diverse and segmented into various sectors, including:

1k Commercial construction: Expected to shrink due to weak investor and consumer confidence.

Industrial construction: Set to contract amid political unrest and import restrictions, with

recovery expected from 2024.

Infrastructure construction: Contracting due to a fall in public spending related to rising

external debt.

4. Energy and utilities construction: Expected to shrink further due to an electricity crisis and
currency depreciation, with recovery anticipated after 2024.

5. Institutional construction: Likely to contract amid weak investor confidence and declining
government investment.

6. Residential construction: Expected to shrink due to weak confidence, rising interest rates, and
high construction material prices.

2

ri Lanka Construction Market

Top Construction Projects: The country is home to several major construction projects, including the
Hambantota Special Economic Zone, Central Expressway, Sapugaskanda Refinery Upgrade, Colombo Port
Expansion, Hambantota Oil Refinery, Colombo Port City, Matara to Kataragama Railway Extension, Colombo
IFC Mixed-Use Complex, Colombo Highway, and Mannar Wind Farm 1000 MW. These projects showcase the
breadth of investment opportunities in Sri Lanka's construction and real estate sectors.

Construction Market Prospects

After a contraction in the construction sector in recent years, the outlook remains challenging due to political
and economic uncertainties. However, in the long term, supported by strong investments from Mainland
China, Japan, and India in the transport infrastructure and non-residential building sectors, the construction
industry is expected to witness growth from 2025 onwards, with an annual average industry expansion of
6.0% between 2025 and 2032.

Colombo Port Access Elevated Highway (PAEH)

Sri Lanka is currently undertaking the construction of the Colombo Port Access Elevated Highway, with an
estimated investment of $360.2 million. This project aims to connect the Colombo Port Complex with the
country's highway network. The highway, which is 5.27 kilometers long and 25 meters wide with four lanes, is
being constructed by China Civil Engineering Construction Company. It is a significant addition to the
country's infrastructure and will improve connectivity from the New Kelani Bridge to the Colombo Port and
Colombo Port City. The completion of this project by September 2024 is expected to alleviate congestion and
facilitate smoother travel to the outskirts of Colombo.

This comprehensive view highlights the dynamic nature of Sri Lanka's construction and real estate markets,
driven by infrastructure developments and a diverse range of construction projects.
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Expressway Network of Sri Lanka

Enhancing Connectivity for Economic
Growth

Sri Lanka, having emerged from a prolonged period of
conflict, is now poised to embrace new opportunities for
economic development. The rapid increase in traffic
volume over the past decade has presented challenges
in meeting the growing demand for transportation
infrastructure. Preliminary studies have underscored
the limitations of rehabilitating and widening existing
roads to adequately address future traffic needs,
especially without significant property acquisition and
utility relocations.

Key Initiatives

To address these challenges and enhance the country's
transportation systems, the Sri Lankan government has
put forward ambitious proposals for the development
and upgrading of its road network. Central to these
initiatives are the plans for four major expressways that
promise to transform Sri Lanka's transportation
landscape.

Southern Expressway:. Connecting Colombo to
Matara in the deep south, the Southern Expressway has
played a pivotal role in improving connectivity and
reducing travel time between these key regions. It has
significantly enhanced accessibility to the southern part
of the island, stimulating economic activities and real
estate development along its route.

Airport/Katunayake Expressway: Linking the
Bandaranaike International Airport, located north of
Colombo, to the city center, the Airport/Katunayake
Expressway has greatly improved accessibility for
travelers and businesses. This connectivity boost is
expected to have positive implications for real estate
investments near the airport.

Outer Circular Highway: Located in the Western
Province, the Outer Circular Highway aims to reduce
congestion in the Colombo metropolitan area and
enhance connectivity between key regions. It opens up
opportunities for real estate development, especially in
areas benefiting from improved accessibility.
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Central Expressway: The Central Expressway, once
completed, will establish a vital link between Colombo
and the Hill Capital of Kandy. This project promises to
facilitate smoother travel between these important
cities, potentially leading to increased real estate
investments along its path.

These expressways represent a significant commitment
to infrastructure development, and they are
instrumental in fostering economic growth and real
estate opportunities. By enhancing connectivity
between major cities, ports, airports, and industrial
zones, these projects play a crucial role in shaping the
future landscape of Sri Lanka's real estate market.

Expressway Development and Real
Estate Investment

The development of expressways not only improves
transportation but also has a direct impact on the real
estate sector. Proximity to expressways can increase
the attractiveness of certain locations for residential,
commercial, and industrial purposes. Businesses often
seek well-connected areas for their operations, while
commuters appreciate reduced travel times.

As a result, areas adjacent to these expressways may
experience increased demand for real estate, including
residential properties, commercial spaces, and logistics
hubs. Investors and developers should closely monitor
the progress of these expressway projects to identify
emerging real estate opportunities and market trends.

In conclusion, the Sri Lankan government's commitment
to developing a robust expressway network is expected
to have far-reaching implications for the country's
economic growth and real estate sector. These
initiatives are catalysts for enhancing connectivity,
reducing travel times, and opening up new frontiers for
real estate development along key transportation
corridors.
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Expressway Network of Sri Lanka
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. [E01] Southern Expressway (200,451 km)

. [E02] Outer Circular Highway (28.867 km)

. [E03] Colombo-Katunayake Expressway (2580 km)
. [E04] Central Expressway (40.91 km)
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How to Make Money
from Real Estate in Sri
Lanka

Investing in Sri Lankan real estate offers various avenues to generate
income and build wealth. This section explores different investment
strategies and the key players in the real estate market who can help you
make the most of your investments.

Investment Strategies: Renting, Buying, and Wholesale

1. Renting out Properties

One of the primary objectives of real estate investment is to generate consistent cash flow through
renting out properties. By leasing your properties, you can earn a steady stream of rental income,
which can provide financial stability and returns on your investment. As property values increase
over time, you may also benefit from capital appreciation, allowing you to upgrade your rental
properties and increase rental rates.

2. Buying and Selling Properties

Another common investment strategy is buying and selling properties. Investors purchase
properties at reasonable prices, improve their condition to enhance their financial value, and then
sell them to buyers at a profit. This strategy can be lucrative when executed strategically, and it
allows investors to leverage market trends and demand to maximize returns.

3. Wholesale of Properties

Experienced real estate investors often engage in wholesale property transactions. In these deals,
investors act as intermediaries, purchasing properties under contract and promptly selling them to
other buyers. The initial seller receives payment from the final buyer, with the intermediary keeping
a profit. This strategy can be profitable for those with a deep understanding of the real estate

market and a network of potential buyers and sellers.
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Role of Trusted Property Developers

When investing in the Sri Lankan real estate market, partnering with trusted
property developers is crucial. Property developers play a pivotal role in ensuring
the success and profitability of your investments. Here's why they matter:

» Proximity to Urban Centers: Property developers understand the significance of a property's
location, ensuring that your investment is conveniently located near urban centers and
essential amenities.

* Proven Track Record: Established developers come with a proven track record of delivering
high-quality properties on time and within budget. They have the financial stability to
withstand market fluctuations.

e Product Selection: Property developers offer a variety of real estate products catering to
different budgets and lifestyles. They help you find the perfect property that aligns with your
investment goals.

Real Estate Investment Portals

In today's digital age, real estate investment portals have become invaluable tools for investors.
These web-based platforms provide easy access to a wide range of real estate listings, making it
convenient to identify potential investment opportunities. Whether you're looking for residential,
commercial, or other property types, these portals connect you with trustworthy sellers and real
estate agents quickly and conveniently.

There are several platforms specialize in luxury real estate in Sri Lanka, assisting investors in
finding luxury properties available for sale or rent. These portals provide valuable information,
including property details, pricing, location, and contact information, simplifying the investment
process.

In conclusion, Sri Lanka's real estate market offers various investment strategies, including renting,
buying and selling, and wholesaling properties. Partnering with trusted property developers and
utilizing real estate investment portals can enhance your investment experience and increase
your chances of success in this thriving market.
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Top Residential Real
Estate Investment
Opportunities

Investing in residential real estate in Sri Lanka presents numerous opportunities for
investors looking to diversify their portfolio or secure a steady income stream. This
section explores the top residential real estate investment opportunities, demand
drivers, and trends in the luxury and middle-income housing segments.

Demand Drivers for Residential
Properties

Before delving into specific investment
opportunities, it's essential to understand the key
drivers fueling the demand for residential
properties in Sri Lanka:

e Population Growth: Sri Lanka's population
continues to grow, with an expected increase
from approximately 21 million to 24 million by
2030. This population growth drives the need
for more housing units to accommodate the
expanding populace.

¢ Urbanization: The country is experiencing
rapid urbanization, with urban areas expected
to increase from 18.6% in 2019 to 30% by
2030. This trend boosts the demand for
housing in urban centers.

* Reducing Household Size: Sri Lanka has seen
a decline in household size, from an average
of five individuals per household in 1980 to
four individuals per household today. Smaller
households increase the need for more
housing units.
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Trends in the Luxury Apartment
Market

Luxury Apartment Market Demand

The luxury apartment market in Sri Lanka is driven
by various factors, including:

* Foreign Investors: Foreigners, high-net-worth
individuals, and Sri Lankan expatriates
contribute significantly to the demand for
luxury apartments. Sri Lanka experienced the
second-fastest growth in high-net-worth
individuals (HNWIs) after Vietnam, attracting
foreigners to buy second homes and holiday
residences due to favorable condominium
ownership regulations.

* Worker Remittances: Sri Lanka received
substantial worker remittances, which
escalated from USD 3.3 billion in 2019 to USD
7.1 billion in 2020. This influx of funds from
countries like Australia, the UK, and the
Middle East has driven the demand for luxury
real estate.
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Middle-Income Housing Demand

The middle-income segment in Sri Lanka comprises middle-income professionals, self-employed
individuals, and public sector employees. Key factors contributing to the demand for middle-
income housing include:

* Rising Household Income: Families with more than
one income earner experience an increase in
monthly household income. Condominium living
becomes an attractive option for dual-income
families, contributing to the demand for semi-luxury
apartments.

e Affordability: Some developers have penetrated the
market with affordable housing options, which have
sold at a faster pace than other residential segments.
Housing loans capped at 7% have encouraged more
people to consider semi-luxury units through
available borrowing options.

Sri Lanka offers excellent residential real estate investment opportunities driven by population
growth, urbanization, and changing household dynamics. The luxury apartment market attracts
foreign investors and HNWIs, while the middle-income segment experiences increased demand
due to rising household incomes and affordable housing options. Understanding these dynamics
can help investors make informed decisions and capitalize on the thriving residential real estate
market in Sri Lanka.

Broad Categorization of the Residential Condominium Market

| Pricing -

Accommodation with luxury finishes including
USD 270 additional amenities such as business centers,
- 450 & helipads, jogging track and recreational areas,
above swimming pool, gym and saunas etc. Mostly
seen between CBD areas.

Super
Luxury

USD 170 Basic accommodation with luxury finishes

- 270

included a swimming pool, gym, mini mart etc.
Mostly seen in CBD and Suburban areas

Basic accommodation option and mostly seen in
Suburban areas

REALTOR LANKA CONSULTANTS (PVT) LTD.

17



Commercial Real
Estate Investment

Outlook

Investing in commercial real estate in Sri Lanka provides opportunities across various
sectors, including office space, retail space, and warehousing. This section explores the
outlook for each of these segments, highlighting key market trends and factors

influencing investment decisions.

Office Space Development
Market

Current Landscape

Sri Lanka has witnessed a remarkable turnaround
in the commercial office space market since
2010. This is reflected in high occupancy levels
and increasing rents. Notable office space
developments include One Galle Face, Cinnamon
Life, Havelock City, Mireka Towers, and Ekroma,
with more projects anticipated to be completed in
the coming quarters.

Impact of COVID-19

While the pandemic posed challenges, leading to
increased vacancy rates from 9% to 12%, it is
unlikely that demand for physical office space will
reduce drastically. Remote work may continue as
a practice, but demand for office space remains,
especially for collaborative work and business
operations.

Future Prospects

The Sri Lankan government's plans to vaccinate
the population and the gradual return to normalcy
in work activities suggest that demand for office
space will rebound. Additionally, the co-working
sector is expected to grow as businesses adapt to
social distancing norms and health guidelines.

REALTOR LANKA CONSULTANTS (PVT) LTD.

Retail Space Development
Market

Current Landscape

Sri Lanka's retail space market comprises retail
malls and shopping precincts. While there is a
relatively low supply of retail space, several
ongoing projects, such as Altair, Havelock,
Cinnamon Life, ITC, One Square, Marina Square,
and Destiny, are expected to add approximately
907,072 sq. ft. to the supply by 2023.

Impact of COVID-19

The retail mall space market was significantly
affected by COVID-19 due to decreased tourism,
health restrictions, and limited footfall. Average
vacancy rates increased from 5% to 14%. Many
retailers shifted to e-commerce platforms to
market their products.

Future Prospects

As Sri Lanka's tourism sector recovers and the
economy stabilizes, the retail space market is
expected to rebound. The completion of various
projects will contribute to a more robust supply of
retail spaces. Retailers adapting to e-commerce
may seek physical spaces for experiential
shopping and showrooms.
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Retail Space Development Market

Current Landscape

Sri Lanka has approximately 7.41 million square feet of warehousing space, with 86% classified as
B grade and 14% as A grade. The country has four main warehousing corridors: Colombo Port,
Wattala-Peliyagoda, Ja Ela-Katunayake, and Ratmalana.

Demand Drivers

The warehousing market in Sri Lanka benefits from the logistics and warehousing sector, which
contributes approximately USD 2 billion to the economy. Growth in sectors such as apparel and
textiles, tea, FMCG, and pharmaceuticals, along with improved internal and external connectivity,
drives demand for warehousing.

Impact of COVID-19

The warehousing sector had minimal impact from COVID-19 due to longer lease contracts and
less pressure on rental rates. Logistic companies adapted to new business continuity plans and
diversified manufacturing and warehousing globally.

Future Prospects

Investing in warehousing allows investors to earn passive income through rental and benefit from
capital appreciation through rising land prices. Sri Lanka's high demand for logistical spaces is
expected to continue, making warehousing a promising investment opportunity.

In conclusion, the commercial real estate market in Sri Lanka offers diverse investment
opportunities. The office space market is expected to rebound as normalcy returns, while the
retail space market will recover with the revival of tourism and changing consumer preferences.
The warehousing sector benefits from various demand drivers, ensuring sustained growth and
profitability for investors.

Rental Rates of Malls in Sri Lanka

3.13
223 223 230
163
) I

313 -2

Race Course
Majestic City
Liberty Plaza
Unity Plaza
Crescat
Boulevard
Marino Mall
Colombo City
Center

Liberty Arcade
One Galle Face
Mall
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Future Economic Growth
iNn Sri Lanka: ASWOT
Analysis

STRENGTHS WEAKNESSES

OPPORTUNITIES THREATS
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Strengths

1.Strategic Location: Sri Lanka's strategic location
along major shipping routes connecting South Asia,
Europe, America, and its proximity to emerging South
Asian economies and Middle Eastern countries
provide a significant advantage for trade and
investment.

2.Political Stability: With a stable government led by
President Gotabhaya Rajapaksa, Sri Lanka offers
political stability, which is crucial for sustained
economic growth.

3.Sound Social Indicators: The country boasts strong
social infrastructure, including education, healthcare,
electricity, and water. It maintains one of the highest
literacy rates (93%) in South Asia.

4.Economic Potential: Sri Lanka's economy has
improved considerably since the end of the civil war in
2009, with a notable increase in per capita GDP.

5.Infrastructure Development: Sri Lanka has invested
significantly in infrastructure projects, including
expressways, ports, airports, and power plants, driving
economic growth.

Opportunities

1Untapped Resources: Sri Lanka possesses
untapped resources, including labor, available land,
and natural resources, which can drive economic
growth.

2Tax Incentives: The government offers tax
concessions and incentives to attract investments in
select industries, promoting domestic production.

3.Excess Demand: Some business sectors experience
excess demand unmet by local supply, creating
opportunities for investors in areas such as
pharmaceuticals and dairy.

Implications for Real Estate Investment

Understanding Sri Lanka's SWOT analysis is essential
for real estate investors. While the country offers
strengths like a strategic location and political stability,
it faces weaknesses in its credit rating and state-
owned enterprises. However, opportunities like
untapped resources and tax incentives, along with
careful consideration of threats such as debt burden,
provide a comprehensive view for real estate
investment decisions.
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Weaknesses

1.Ratings Downgraded: International credit
rating agencies have downgraded Sri Lanka's
foreign currency issuer rating due to concerns
about economic shock caused by COVID-19
and doubts regarding the country's external
debt servicing capabilities.

2.State-Owned Enterprises: Loss-making state-
owned enterprises funded through
government revenues reduce available funds
for development.

3.High External Debt: The country faces a high
external debt burden to finance capital
expenditure and loan repayments.

4.Technical Know-How: Lack of technical
expertise in sectors like agriculture and
farming poses challenges in rural economic
development.

Threats

1.Debt Burden: Sri Lanka's considerable debt
burden could exert pressure on key economic
variables and sustainability of existing
economic policies.

2.Tax Policy Revisions: Tax policy revisions may
not be supported by increased economic
activities, putting pressure on the government
treasury.

3.Foreign Currency Inflows: Lower foreign
currency inflows could lead to difficulties in
meeting government debt commitments.

4. Economic Uncertainty: The global economic
landscape remains uncertain, impacting Sri
Lanka's ability to attract foreign investments.
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Regulatory and Legal

Framework

Real Estate Laws and Regulations

Sri Lanka has an advanced legal and regulatory
framework that simplifies the process of real
estate investment. The legal system ensures
equal treatment for both foreign and local
investors under the investment and general laws
of Sri Lanka. These regulations cover aspects
such as property rights, ownership, and dispute
resolution.

Taxation and Investment
Incentives

Investors in Sri Lanka's real estate sector may
benefit from preferential tax rates, exemptions
from exchange control, constitutional guarantees
on investment agreements, and full repatriation
of profits. Additionally, the government offers
various incentives to promote investment in
infrastructure and other sectors.

Understanding the regulatory and legal
framework is crucial for real estate investors to
ensure compliance and take advantage of the
incentives and opportunities offered by the Sri
Lankan government.
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Foreign Ownership Policies

Sri Lanka allows foreign nationals to own
condominiums on a freehold basis, making it an
attractive destination for real estate investment.
The government has also entered into double
taxation avoidance agreements with 38 countries
and bilateral investment agreements with 28
countries to facilitate foreign investments.
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Risks and Challenges

Investing in the Sri Lankan real estate market, while promising, is not without
its share of risks and challenges. Understanding and mitigating these factors
is essential for making informed investment decisions.

Market Risks

1.Market Saturation: In certain areas, especially
in urban centers like Colombo, the real estate
market may become saturated, leading to
increased  competition and  potential
oversupply, which could impact property
values and rental yields.

2.Economic Vulnerability: Sri Lanka's economy
is susceptible to external shocks, and global
economic downturns can affect the country's
real estate market. Economic uncertainties,
inflation, and fiscal deficits can pose
challenges to real estate investors.

3.Tourism Dependency: The real estate market,
particularly in tourist-centric areas, is closely
tied to the tourism industry. External factors,
such as global health crises or geopolitical
tensions, can disrupt the tourism sector,
affecting property demand and returns.

Foreign Exchange and Interest
Rate Risks

1.Foreign Exchange Risk: If you're a foreign
investor, fluctuations in exchange rates can
impact the returns on vyour real estate
investments, especially when repatriating
profits or selling properties.

2.Interest Rate Risk: Investors using financing to
purchase properties should be aware of
interest rate risk. Rising interest rates can
increase borrowing costs, affecting the
overall profitability of investments.
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Economic and Political Challenges

1.Political Instability: While Sri Lanka has
generally enjoyed political stability, sudden
political changes or policy shifts can create
uncertainty for real estate investors. It's
essential to monitor the political landscape
closely.

2.Economic Inequality: Disparities in income
and wealth distribution can impact the
demand for different types of properties.
Understanding the target market and income
levels is crucial for successful investment.

3.Interest Rate Fluctuations: Changes in
interest rates can affect financing costs for
property purchases. Rising interest rates may
reduce affordability and demand for real
estate.

Legal and Regulatory Risks

1.Regulatory Changes: The real estate sector in Sri
Lanka is subject to regulatory changes. New laws
or policy shifts may impact property ownership,
taxation, or other aspects of real estate
investment.

2.Land Title Issues: Ensuring clear and undisputed
land titles is crucial. Title disputes or ambiguities
can lead to legal challenges and financial losses.

3.Zoning and Land Use Regulations: Understanding
zoning regulations and land use restrictions is
vital. Changes in zoning can affect the type of
development allowed on a property.

4. Taxation Laws: Tax laws related to real estate can
change, affecting capital gains taxes, property
taxes, and other financial aspects of investments.
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In conclusion, Sri Lanka's real estate market offers an array of opportunities for savvy
investors. Its strategic location, robust economy, favorable legal framework, educated
workforce, infrastructure development, and healthcare/education facilities create an
environment ripe for investment. Whether you're seeking monthly rental income, capital
gains, or wholesale opportunities, Sri Lanka's real estate market promises lucrative returns
for those willing to seize the moment.
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