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Overview of the Republic of Leba



The Republic of Lebanon at a Glance

TURKEY

= IRAN
- Key Data
‘ » SYRIA — _
“CYPRUS ~— Official Name  The Lebanese Republic
) Total Area 10,452km?
I )
¥ S ounich Population 2015: 5.8m
Zahle Capital and Beirut
Largest City
Key cities Tripoli, Sidon, Jounieh, Zahle,
Tyre
GDP 2016: USD51.4bn
. Real GDP 2016: 1.0%
) Growth
>~ |srAEL’ Inflation (EoP)  2016: 3.1%
JORDAN Currency Lebanese pound (LBP1,507.5
EGYPT per USD1, pegged)
. Ratings? M 0 P: Fitch: B-
‘ ST atings oody 6 sS&P: B2 Fitc
|
KUWAIT |
Source: The Lebanese Republic Global Medi um Term Notes Prospectus, March 2017, Moodyds, S&P,

1.  World Bank statistics, including Syrian refugees.
2. Long-term, foreign currency ratings.
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Key Credit Highlights

O

Oil & gas explorations
provide potential for
further revenue
diversification and higher

economic growth
-
Recent positive political
developments leading to

improved Government
effectiveness

-

O

Resilient economy,
banking sector, deposit
base and remittance
inflow despite regional
turm0|l

~

& ;

History of full and timely

-

regional turmoil

debt repayments despite

J

~

Sustained level of FX and
gold reserves

J

Proven effectiveness of
the Central Bank to
backstop the financial
system and public debt
markets

A0
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Macroeconomic Snapshot

Lebanon has along and established tradition of having an open and free market economy, which has
been shielded from and has shown resilience in the face of regional instability and turmoil

Diversified, Private-Sector Led Economy GDP Evolution

Under a well-established legal framework which dates back 2.8% 3.0%

- . ° [} 49.5
to the French Mandate period, Lebanon offers unrestricted ¢ 472
exchange and trade systems as well as extensive links with 441
the Arab world, Europe and the US in virtually all economic .
activities -
The Government has maintained a generally non- 2012 2013 2014 2015 2016
interventionist stance toward private investment we== GDP at Current Prices (USDbn) ~ —¢—Real GDP Growth (%)
Key sectors of the economy include GDP Contribution by Sector (2013)

A Tourism: benefits from the Lebanese diaspora and

Agriculture Ot(r:er Real Estate and

visitors from the GCC (arrivals +11% Y-0-Y in 2016) % 8% Business

A Commerce: the Port of Beirut is one of the most Financial % S%rg:ies
important in Eastern Mediterranean (+7% Y-o-Y Services ,

. . - 7% Commercial trade

containers in transit in 2016) Transportation 14%

A Financial services: relative stability, a sophisticated and

. . Communications

regula_tory frar_ne\_/vork, remittances, banking secrecy and % Education and
compllance with mter_natlonal requwem(_ant_s have Administration  Manufacturing Hfzil/th
contributed to explosive growth (deposits increased 25- 9% and Utilities ’

11%

Population (2015)

Above 65yr old LT LT T PP PP PP TP PP P PPPPPTPPS .
8% Permanent
residents: 5.8m?

fold from 1992 to 2016)

Recent oil & gas discoveries will provide further

diversification and growth opportunities

The economy has proven its resilience despite turmoil Below 14 yr old

A As of October 2016, Lebanon hosted ~1.5m displaced 24%
persons from the Syrian conflict

A In 2016, Lebanon received USD1.26bn, under the
LCRP funding program, to assist the Syrian crisis

15-64yr old
68%

Source: IMF, World Bank, The Lebanese Republic Global Medium Term Notes Base Prospectus, March 2017. 2016 data are preliminary estimates subject to revision.
1. World Bank statistics, permanent residents include Syrian refugees.
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The Political System

Lebanon is a parliamentary democratic republic and the first country in the Middle East to adopt
democracy; it has remained the sole democracy in the Arab world for a number of years

Michel Aoun
President

Elected President of the Republic in October 2016, ending a
two-year vacuum at the head of the state

Founder and former leader of the Free Patriotic Movement

Saad Hariri

Prime Minister

Appointed in December 2016 for the second time, after
having served as Prime Minister in 2009-2011

Chairperson of the Future Movement and son of the late ex-
Prime Minister Rafik Hariri

Nabih Berri
Speaker of the Parliament

In office since 1992, leader of the Amal Movement

The Lebanese People

1
Parliament
(128 members)

Legislative Branch

s e
il President of the
Republic

Executive Branch

Council of
Ministers

- -> Elects
—> Appoints

Source: The Lebanese Republic Global Medium Term Notes Base Prospectus, March 2017.

The Republicbs guiding principles:s
subsequently amended in 1943 and 1990 to ensure a fair distribution of
power amongst the various communities

The Republic is based on respect for public liberties, especially the freedom
of opinion and belief, and respect for social justice and equality of rights and
duties among all citizens without discrimination

Lebanon is Arab in its identity and in its affiliation. It is a founding and active
member of the League of Arab States. Lebanon is also a founding and
active member of the United Nations Organization and abides by its
covenants and by the Universal Declaration of Human Rights

The Lebanese Republic is based on the separation of legislative, executive
and judicial powers, with a system of checks and balances

T ——

Parliament 4 years terms, regional ballots

Elected every 4 years by the Parliament, post
reserved to a Shia Muslim

Elected every 6 years by the Parliament, post
reserved to a Maronite Christian

—_——
Main Political Parties

March 14 Coalition (Future Movement, Lebanese Forces, Kataeb Party
and members of the former Qornet Shahwan Gathering)

Speaker of the Parliament

President

March 8 Coalition (Hizbollah, Amal Movement, Free Patriotic Movement)

National Struggle Front (including the Progressive Socialist Party)
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Compliance with International Laws

International Tax
Disclosure

Anti-Money Laundering

and Counter Terrorism
Laws

Relations with
Sanctioned Countries

In November 2013, the Central Bank Governor required all banks and financial institutions
operating in Lebanonto complywi t h t he US Foreign Account

Since August 2016, banks and financial institutions are required to comply with new laws
issued in accordance with the recommendations of the Global Forum on Transparency and
Exchange of Information for Tax Purposes and of the OECD in terms of international tax
information exchange

In 2013, banks and financial institutions operating in Lebanon were required to establish a
compliance department, including an AML/CFT unit

Lebanese financial institutions are required to conduct their operations in compliance with the
US Hizbollah International Financing Prevention Act of 2015

In 2015, a new law was enacted to expand the scope of Anti-Money Laundering regulations to
include financial crimes in terrorism financing and tax evasion

The Republic has maintained trade and diplomatic relations with countries and entities subject
to sanctions administered by the US, the EU and other members of the UN Security Council

The Republic believes that these trade relations and diplomatic activities have not violated,

and do not violate, any sanctions

A In addition, the Republic has maintained a strong and long-standing partnership with the
US and the EU

Banks and financial institutions are required to freeze, without notice, assets related to
sanctioned names published on the UN Security Council Website and to inform the authorities

Source: The Lebanese Republic Global Medium Term Notes Base Prospectus, March 2017, Banque du Liban.
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Economic Sector Development
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Government Strategy

The newly-appointed Government is accelerating initiatives which were stalled due to political vacuum and which are
expected to significantly benefit Lebanondés growth prosp

G) Energy Policy

V TheGo v e r n npeograming identifies exploitation of the R e p u b ¢ili& ga® epportunities as a key economic policy

V'  The Republic is looking to eliminate its indirect subsidy to Electricité du Liban by restructuring the whole power generation
sector, including through contracts with Independent Power Producers (IPPs)

VV Milestone decrees have recently been enacted to accelerate petroleum contract awards off the Lebanese coast. The
Petroleum tax law was the last piece of the legal framework for the sector and was passed by the Council of Ministers on
March 8, 2017

V' The Ministry of Energy and Water has been investigating options to further diversify its energy sources through
hydropower, production of biogas from waste-water treatment, wind and solar power generation capacity. Energy
diversification studies are underway with the assistance of the UNDP

a) Government Revenue and Taxation Reforms

V' The Lebanese Government has been exploring options to privatise infrastructure, telecommunication, energy and other
assets, including the Beirut Stock Exchange, with the proceeds directed towards reducing public debt

V'  Several tax collection improvement measures have been enacted in the past years to tackle informal economy (estimated
at ~30% of official GDP figures) and increase Government revenue

) International Relations, National and International Security

V' In November 2016, the EU and Lebanon entered into a new agreement defining a set of priorities for the period 2016-
2020, including issues relating to security and terrorism, governance and rule of law, fostering growth and job
opportunities, cooperation in migration and mobility, and the establishment of mechanisms for dialogue and mutual
coordination. Details of the implementation and the EU support are in preparation

V' On March 8, 2017, the Government made several appointments in security and judicial posts, including General Joseph
Aoun as Army Commander and General Imad Othman as Head of the Internal Security Forces

9
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Trade, Logistics and Infrastructure

Lebanon has predominantly been an importing country in recent years, with primary sources of
financing being foreign investments and bank deposits, as well as remittances

Imports and Exports Key Trade Partners (6m to June 2016)

Trade deficits have generally been offset by foreign
investments, inflows from remittances (USD1.5bn in the 6m
to Jun 2016), income earnings and tourism income

The current account deficit has been broadly stable in the
past years despite sustained internal demand for goods,
principally driven by displaced persons from Syria

Key imported goods include fuel, chemicals, machinery,
transportation equipment and foodstuff

Exports include precious stones and metals, processed
food, beverage, tobacco and machinery

7% 14%

Total Imports:
uUsD8.3bn

Origin of Imports Destination of Exports
Other
us 13%
Other 2%
34%
40% Middle East
12A) 46%
Japan
2%
Afrlca
3% US Middle East Africa

27%

: Total Exports:
USD1.4bn

Key Infrastructure Current Account

Port of Beirut
2,253 ships in 2016 (+10% Y-0-Y)
8.7m metric tonnes of goods imported and exported in 2016
A new container terminal, with advanced handling equipment and
managed by private international companies, was inaugurated in 2005

Beirut Airport
Over 7.6m passengers in transit in 2016 (+5% Y-0-Y)

Beirut Central District (BCD)

- Considered the heart of Beirut, consisting of 1.8m sgm including
reclaimed land
Solidere (BY: SOLA, mcap USD1.5bn), incorporated in 1994, has
exclusive responsibility over the redevelopment of the BCD

(9.6)

(11.2) (11.6)

2012 2013 2014

mmmm Current Account Balance (USDbn)

(4.9)

2015 6m to

June 2016
—e— As % of GDP

Source: Bloomberg as of 5 March 2017, The Lebanese Republic Global Medium Term Notes Base Prospectus, March 2017. 2016 numbers are preliminary and subject to change.
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Energy and Electricity

The newly-appointed Government has accelerated the electricity sector reform programme to
increase overall efficiency and reduce public subsidies

Electricity Market

Electricité du Liban (FdLO ) i s t he dawvmed,n
vertically-integrated utility that generates, transmits and
distributes electricity to approximately 1.2m customers
Energy needs are largely met through imports of oil and
fuel (0.6m and 0.7m metric tonnes respectively in the 6m to

June 2016)
A EdLaccounts for ~40% of th
imports

Installed Capacity by Primary Source

: Hydroelectric
2016 Installed : 9%

Capacity:
~2,500MW o
..................................... o

Gas
44%

Production
13,130
12,522 12,520
12,096
= l I I
2012 2013 2014 2015 2016

®m Electricity Production (m KWh)

Source: The Lebanese Republic Global Medium Term Notes Base Prospectus, March 2017.

Contributions to EdL

LNt 226t at 2§027 2.094

I I I .1,135 .

R%Ojﬁubl iy s o and®Pye| 2016

® Annual Government Transfers (USDm)

Energy Reform Plans

Renewable energy: established a roadmap for meeting a
12% renewable energy target by 2020

Energy efficiency: encouraging greater awareness of
proper electricity use and the adoption of on demand-side
management, peak shaving, load shifting and demand
growth control, with the aim of saving a minimum of 5% of
total demand

Tariffs: restructuring and increasing existing tariffs to
gradually eliminate the financial deficit in the electricity
sector, balancing E d L liudget and reducing the financial
burden on users of costly private generators

Corporatisation of EdL, exploring privatisation options

RRRRRRR C OF LEBANON
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The Nascent Oil & Gas Sector

With estimated reserves of 100 trillion cubic feet of gas and 440-675 million barrels of oil, the oil & gas
sector is expected to provide an additional economic pillar to Lebanon

Oil & Gas Development Regulation Selected Pre-Qualified Bidders
The Lebanese Petroleum Administration has recently E)konMobil A“adaplq.ﬁ INPEX

relaunched the offshore licensing process following two

Government decrees "“"o"“g MAERSK OIL
Bids have to be submitted by Sep 2017 and the Council of

Y

current account deficit of 19.1% of GDP. o

Mi ni stersd deci si onsignBPAaippr ove iwards d N Chevron
expected for Nov 2017 c—— é(feStatoil -
A Production is expected to start 6-7 years after signing of REPsSOL ‘
. . ToTAL
the EPAs with selected winners !i"
Key Government Decrees @ . Ll PETROBRAS
S— ———— enl
) { Government Decree n. 42, 19 January 2017: Block Delineation Qil & Gas Explorations Are Credit Positive
i'i. Lebanese maritime waters are divided into ten blocks, which will be
X, Opento bidding in a gradual manner. - PAfter 2022, hydrocarbon production has the
£ Five blocks are marked on offer at this stage. potenti al to i mprove Lebanoné
b - 5. while diversifying the countr
R o MOODY S 9% composed of oil products). Hydrocarbons
. Governm'e‘nt Decree n. 43, 19 January 2017: Tender Protocol and - _constltuted 20_% 9f goc.)ds. |.mports, o 6'8% of GDP
7 Model Exploration and Production Agreement in 2016, contributing significantly to an estimated

Describes the tender protocol related to the offshore licensing round

{ and the model EPA, which allows for an exploration phase of 5 years 5 3 . .
t  (extendable) and a subsequent production phase of 25 years - A[e] Lebanfmedsabinet apprgved two decrees to start |
. (extendable). offshorecilandgase x pl or at i @wrma.bi[né&]t 6Bhae eci/si on
| Royalties to the State are fixed at 4% of the gas produced, plus a positive for the government because it reflects improved government
! varying percentage of the oil extracted (between 5% and 12%). The effecti veness an d has the potentfial t
{ remainder production is split between the State and the producers in externalposi ti ons. 0
<__ proportions determined by the bidding process.
=SS S p—"
Source: Crédit Libanais, The Lebanese Republic Global Medi um Term Notes Base Prospectus, March 2017, Moodyo6s (12 Januar

12

REPUBLIC OF LEBANON
MINISTRY OF FINANCE



? | HE #R

Monetary Policy and the Banking S




The Role of the Central Bank

The BdL provides critical support to the economy encouraging lending, maintaining the confidence
on the exchange rate and uphol ding Lebanonds attractdi

Role and Functions BdL Intervention in the Lebanese Economy

Established in 1963, Banque duL i b a Bil& I— —I Several packages of subsidised loans and interest rate subsidy
mandate includes 1 schemes (since 1997), helping to support local-currency lending and

I % l demand, especially in the real estate sector

A Safgguardlng monetary and economic . BdL swapped local currency government bonds from its portfolio
stability and the soundness of the banking Col s 5. (FUSD2bn) in exchange for an equivalent amount of newly-issued
sector BANQUE DU LIBAN| Eurobonds boosting its stock of FX reserves and reducing average

A Regulating and supporting financial markets Interest cost for the Ministry of Finance

. Reduction of reserve requirements for banks lending to selected
BdL ensures currency stability through FX market sectors (including IT, agriculture, tourism and industrial)

interventions and maintaining high FX and gold reserves _ _ ) _
Startups, incubators and accelerators financing (circular n. 331, 2013) |

I't controls banksdé | iquiditly , by

. P - . P Key player in the primary and secondary government debt markets
Intervening in open markets and by providing credit facilities (subscribed to 22.2% of domestic debt issued in 2016, or ~USD15bn)

Central Bank Assets Central Bank International Reserves

102.3
6.8 77.2 854 . . . .
04 08T 98
] I I I
2010 2011 2012 2013 2014 2015 2016 2010 2011 2012 2013 2014 2015 2016
® Total Assets (USDbn) = Foreign Currency (USDbn) = Gold (USDbn)

Source: Banque du Liban. Yearly data as of 31 December.
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Overview of t he

Lebanon has maintained financial stability despite repeated shocks and challenges in the past
guarter century

Monetary Policy Stance Interest Rates

B d L éxmansionary monetary policy helped counteract - Given the currency peg and the high dollarisation rate of
deflation in 2014 and 2015, brought about by declining deposits, there is substantial pass-through from
commodity prices and dollar strengthening international benchmark rates to interest rates in Lebanon

A Since 2013, BdL has extended its loan program,
subsidising interest rate payments to borrowers
A The 2016 swap undertaken by the BdL injected

additional liquidity in LBP into the banking system A In this way, the government has benefited from lower
interest rates, and benchmark rates, from which private

lending is priced, have remained broadly stable

BdL has become the marginal buyer of government debt in
both local currency and Eurobonds

A Reduction of reserve requirements for banks against
loans to SMEs in specific target sectors

A BdL also introduced various subsidised refinancing
schemes to make sure local banks keep offering
attractive dollar spreads to depositors
10.1%

Monetary policy is generally guided by two key operational

targets
4.6%

1. The spread between foreign-currency deposit rates and 3.1% 3.1%
those on international markets, which attracts capital to . - ﬁ -
the country to finance the current account deficit — .

2. The spread between local currency interest rates and (0.7%)

dollar interest rates in Lebanon, to promote deposits in (3.4%)
Lebanese pounds 2010 2011 2012 2013 2014 2015 2016

® Inflation, EoY % Price Change

Source: IMF, World Bank, The Lebanese Republic Global Medium Term Notes Base Prospectus, March 2017.
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Overview of the Banking Sector

Lebanondés banking sector is |iquid,
financing requirements

we l

| regul at ed

Deposits continue to grow (+7% Y-o-Y in December 2016),
attracted by high interest rates and exchange rate stability

. o . 57%  5.6%
A Significant contribution of remittances of the large ° ° 54%

5.4%

5.6% 5.6% 5.6%

Lebanese diaspora

o o o —o ® °

Banks play a significant role in public budget financing 2.8% 2 8% 2 9% 3.0% 3.1% 3.2% 3.5%
through bond purchases (subscribed to 53.4% of domestic o— —O—
debt issued in 2016)
Banking regulation is aligned with international standards,
with overall capital ratios above Basel Ill requirements
2010 2011 2012 2013 2014 2015 2016

BdL also ensures that weak banks can be absorbed by
stronger ones whilst protectingd eposi t or s6 conf i

Averehge % Rate on LBP Deposits —e— Average % Rate on USD Deposits

Total Dep03|ts CommerC|aI Banks Total Assets

P 141

£ 165 :

22% 21% 20%

.............

2010 2011 2012 2013 2014 2015 2016 2010 2011 2012

= LBP Deposits (%) = FX Deposits (%) :gﬁ:i;f;’e;(:ﬁb"c Sector (%)
0

Source: Banque du Liban.
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2013

2014 2015 2016

= Claims on Private Sector (%)
= Other Assets (%)
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Public Finances
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Overview of Public Finances

Fiscal Stance

Public Budget Process

Tax Collection and
Transparency

Prolonged periods of conflict have impacted t h:

Lebanon embarked on major reconstruction programmes

A As aresult, the Government has been running fiscal deficits financed through domestic and
international borrowing

The bulk of revenue includes income taxes, VAT, excises and transfers from the telecommunication
surplus. Revenue averaged 20% of GDP between 2012 and 2016

The bulk of government spending consists of debt service, personnel costs and transfers to EdL. Total
spending averaged 29% of GDP between 2012 and 2016

The budget is prepared each year by the Ministry of Finance and submitted to the Council of Ministers;
after review by the Council, the budget has to be submitted to Parliament for approval, upon debate
and further review

No annual budget has been approved by Parliament since 2005: expenditures have been incurred on
the basis-toMeltfhtenh fraune 0, pur s ua n tauthorsedvworspersdmmorthly e
one-twelfth of the last approved budget (i.e., the 2005 budget), in addition to extra-budgetary spending
approved through laws and decisions of the Council of Ministers

A Adopting a new budget is a priority of the newly-appointed Government

The Government is engaged in a series of ongoing reforms to strengthen tax administration:
A Prohibition to issue bearer shares, in favour of registered shares

A Strengthening of accounting record keeping for trustees

A Ease of restrictions for authorities to access information for tax compliance purposes

A Automation of multiple compliance functions to detect all non-compliant taxpayers

The Ministry of Finance launched several anti-corruption reform initiatives in 2014 and 2015, including
measures to reduce corruption at the Customs, Real Estate and Land Registry, the national tobacco
company (Regie) and the tax administration

In April 2016, Lebanon became a member of the Global Forum on Transparency and Exchange of

Information for Tax Purposes

A Lebanon is committed to the international standard of automatic exchange of financial account
information to tackle tax evasion and avoidance domestically and internationally

In February 2017, a new law that enables any person or organisation to access public documents
relating to Central Government, Public Institutions, Public Officials and Municipalities was passed

Source: IMF, The Lebanese Republic Global Medium Term Notes Base Prospectus, March 2017, Ministry of Finance.
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Budget Position

Lebanon has maintained a primary surplus since 2014 despite political instability. Tax collection
improvement laws by the newly-appointed government are expected to consolidate the fiscal position

Overall Fiscal Balance Primary Balance

13

% 04%
N (6.2%) (0.1)
(8.9%) (8.9%) - (9.6%) (0.2)
2012 2013 2014 2015 2016 2012 2013 2014 2015 2016
=== Fiscal Balance (USDbn) —e— Total Revenue (% of GDP) . )
) ) === Primary Balance (USDbn) —e— Primary Balance (% of GDP)
—e— Total Expenditure (% of GDP) —e— Fiscal Balance (% of GDP)

The fiscal stance is expected to be largely unchanged in 2016, maintaining a primary surplus
A Revenue rose during the period, reflecting an improved macroeconomic environment and tax collection

A Expenditure increased mainly due to transfers to municipalities and were partially offset by a reduction to transfers to
Electricité du Liban, given persistently low oil prices

A Recent estimates by the Government identified total Syria-related operating costs at ~USD400m per year

A Debt service costs are broadly stable thanks to B d L dctson as lender of last resort, a thoughtful public debt funding
strategy and a continuously favourable international interest rate environment

The 2017 budget proposal was resent to the Council of Ministers by the Minister of Finance on 9 January 2017 for review,
approval and transmission to Parliament. The budget proposal is under discussion at the Council of Ministers

Source: IMF, The Lebanese Republic Global Medium Term Notes Base Prospectus, March 2017. 2016 data are preliminary estimates subject to revision; average annual USDLBP rates used for FX conversion.
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