
PricewaterhouseCoopers and Ernst & Young faulted by Supreme Court of Sri Lanka on 
the annulment of Sale of Sri Lanka Insurance Corporation Ltd.  
- Litigation against them by Hon. Attorney General prevented ? 

 
 

‘Extracts’ from the Judgment of the Supreme Court of Sri Lanka annulling the Sale of Sri Lanka 
Insurance Corporation Ltd., to the Distilleries Consortium are given below  
 
Indicative Valuation by PricewaterhouseCoopers  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

“This is a valuation done by the Financial Adviser PWC as part of its financial advisory services for the 
restructuring of SLIC. The purpose of the valuation was to provide a benchmark against which PERC 
could assess the offers received from the potential investors for 100% shareholding of SLIC. The 
availability of a valuation to be taken as a benchmark for the evaluation of the bids for the sale of an 
ongoing business enterprise is an essential feature in transactions of this nature.” 

“The indicative valuation report prepared by PWC had been finalized on 29th November 2002 to reflect 
the fair market value of 100% shareholding of SLIC as at 31.12.2001, which was the latest date before 
the issuance of the report at which audited accounts of the SLIC were available. According to the 
briefing note of the PWC (Document 7R5), the indicative valuation shows the value the Government of 
Sri Lanka should at the least expect in order to reflect the future value of SLIC were it to remain in 
Government ownership. The indicative valuation represents the value of the business, both life and 
general insurance, going forward if it continued to operate on the same basis as at the time of the 
preparation of the valuation.” 

 “The PwC report states that the PwC used a Discounted Cash Flow (DCF) as the primary methodology to 
value the general business based on financial projections for the period 31 December 2002 to 2006. It was 
cross checked by comparing the earnings multiple implied by DCF valuation to the multiples on which 
comparable companies in the industry were trading. The report goes on to state that as a further check 
PwC also had regard to an assets based approach (i.e. implicit Net Tangible Assets multiples].” 

“The complaint of the petitioner's is exactly this: that the PwC valuation was not realistic. It is pertinent at 
this stage to refer to the statement contained in the Cabinet Memorandum dated 27.3.2003 submitted to 
obtain Cabinet approval to sell the SLIC to the Highest bidder. At page 1 of the said Cabinet 
Memorandum it is stated that,” 

“SLIC recorded a turnover of (Gross Written Premium) over Rs.7.8 billion with a profit after tax of Rs. 753 
million and has net assets of around Rs.5.7 billion after revaluation of fixed assets for the financial year 
ending 31 December 2002 as per the unaudited draft accounts."  



“The 13th respondent (Nihal Sri Ameresekere) in his submissions stated that deduction of the Reversal of 
Provision for fall in value of Investments was erroneous and not warranted as the audited balance sheet 
for 31.12.2001 (P14) and the audited balance sheet for 31.12.2002 (P17) reflected the market value of 
Equity Investments was higher than the book value of such investments.” 

“The 13th respondent has pointed out that according to the audited accounts for the period ending on 
31.12.2001 the book value of Equity Investments under Current Assets was Rs.2808 million (page 28 of 
P14) and the market value of the same had been disclosed to be Rs.3157.8 million, (page 31 of P14) 
showing that the market value was above the book value by Rs.349.8 million.” 

“The 13th respondent has also referred to the audited accounts for the period ending on 31.12.2002 
(P17) which shows that the value of Equity Investment under Current Assets was Rs.2783.7 million 
(Page 28 of P17) and the market value of the same was Rs.4856.7 million (page 32 of P17) showing that 
the book value has been less than the market value by Rs.2073 million.” 

“The submission of the 13th respondent was that as the market value of Equity Investment was more 
than the book value, the deduction of Rs.699 million for reversal of provisions for falling value of 
investments was erroneous and unwarranted. According to his submission this erroneous adjustment 
had been erroneously carried forward in the PwC's Financial Forecast for five years from 2002 to 2006. 
According to the 13th respondent's calculation, after a proper adjustment, the net profit after tax for 2002 
should have been Rs.567.4 million instead of Rs.420 million. A copy of the PwC's adjusted Financial 
Forecast up to 2006, marked 'A' and the 13th respondent's calculation of the adjusted Forecast, marked 
B are annexed to this judgment as Appendix 1.” 

“The 13th respondent has invited the attention of Court to the statement contained in the Cabinet 
Memorandum dated 27.3.2003 (P10) which at page 1 states as follows. “ 

       "SLIC recorded a turnover of (Gross Written Premium) over Rs.7.8 billion with a profit after tax of Rs. 
753 million and has net assets of around Rs.5.7 billion after revaluation of fixed assets, for the 
financial year ending 31 December 2002 as per the unaudited draft accounts.” 

“The 13th respondent has pointed out that in the PWC Indicative Valuation the adjusted profit (forecast) 
for year 2002 is Rs.221 million, and that the above statement shows that the profit after tax for 2002 was 
Rs.753 million as per the unaudited accounts. It is pertinent to note that in the audited balance sheet for 
31.12.2002 (P17) certified on 28.11.2003, after the purchaser took over SLIC, there was a net loss of 
Rs.418 million ! According to the PWC Financial Forecasts (Page 38 of PWC Indicative Valuation 
Report) the net profit after tax of SLIC for the year 2003 is Rs.265 million. According to the SLIC Audited 
Balance Sheet for the period ending on 31.12.2003, net profit after tax was Rs.1533 million, that is 
Rs.1269 million more than the Forecast figure of Rs.265 million ! “ 

“On the other hand, the 24th respondent's contention is that the PwC Indicative Valuation was seller 
friendly. The 13th respondent has also submitted that the brand value of SLIC, well established for over 
40 years had not been taken into reckoning, considering that the name "Sri Lanka" cannot be used by a 
company in view of section 17 of the Companies Act No. 17 of 1982. It is to be noted that the strong 
brand equity is one of the factor identified by the buyer as one of the strengths of SLIC (Vide 24R9A). In 
the Technical proposal of Distilleries Consortium (document 24R 11A) of January 2003, the brand value 
of the SLIC has been set out as follows:” 

" Strong brand equity, widely recognized by Shareholders as being financially stable, trustworthy and 
respectable. The products introduced by SLICL are trusted over competitor products in the life 
business. SLICL due to its financial strength and prudent management of funds has gained the most 
financially stable insurer status in the Island. " 

 

 



Re - Ernst & Young 

“The SLIC has obtained 16 extensions of time from PERC to prepare the balance sheet as at 11.4.2003. 
Subsequently EY who continued as auditors of SLIC under the purchasers has submitted on 26.3.2004, 
unaudited accounts as at 11.4.2003, called Special Purpose IAS Financial Statements. Those accounts 
have been produced marked 13R8. Even in 13R8, EY has stated (like in their earlier statement of 
accounts of 31.03.2002 (PI5) that they have not performed an audit and accordingly do not express an 
opinion. Similarly like in P15, they have stated that "nothing has come to our attention that causes us to 
believe that the accompanying financial statements do not give a true and fair view in accordance with 
International Accounting Standards". However there is no certificate that the financial statements have 
been prepared in accordance with International Accounting Standards. “ 

“The 13th respondent invited the Court's attention to the two audited balance sheets (P14 and P17) and 
the two unaudited balance sheets (P15 and 13R8). He pointed out that in both audited balance sheets 
current assets and current liabilities and non current assets and non current liabilities have been 
separately classified and shown. He pointed out that in the unaudited balance sheets (P15 and 13R8) 
assets and liabilities are shown without classifying them into current assets and non current assets and 
current liabilities and non current liabilities.”  

“Since the unaudited balance sheet (13R8) does not separately reflect current assets and current 
liabilities it has become impossible for the Government and the PERC to compute the Net Working 
Capital as per clause 4A of the SSPA. In view of the failure of the SLIC and EY to compute the NWC in 
terms of SSPA, the PERC having computed the adjustment of consideration has demanded the SLIC to 
pay to the Secretary to the Treasury a sum of Rs. 1, 500,000,000/- as an interim payment of the total 
sum due Rs. l,670,807000/-. SLIC has disagreed with the computation on the basis that it has not been 
prepared in accordance with International Accounting Standards. On SLIC's computation of NWC 
between 31.3.2002 and 11.4.2003, it has demanded the Government to pay to SLIC a sum of Rs. 
2059,436,000/-. The sale transaction has come to rest on those competing claims and demands and has 
not reached the conclusion intended by the parties. It still remains to be concluded. “ 

“7. It is clear from the material placed before this Court that Ernst and Young who functioned as 
auditors to SLICL when it belonged to the Government has continued to function as auditors of 
SLICL under the purchasers thereby serving two masters with conflicting interests (during the 
period fixed for the adjustment of purchase price consideration). Accordingly we direct that Ernst 
and Young stand removed forthwith from the position of Auditor of the SLICL. The new Board of 
Directors shall select and appoint an Auditor for SLICL according to the appropriate procedure. “ 

Sale of SLIC illegal and invalid ab initio  

“2. This Court has already held that the SSPA signed by the 5th, 28th and 29th respondents is null and 
void ab initio. Accordingly the Court holds that the sale of 90% of the shares of SLIC to 28th and 29th 

respondent companies under and in terms of the SSPA was also illegal and invalid ab initio. 
Accordingly the Court directs that the legal ownership of the 90% of the shares purported to have 
been sold to 28th and 29th respondent companies shall forthwith vest in the Secretary to the 
Treasury to be held on behalf of the Government of Sri Lanka. The Board of Directors of SLIC 
stands removed forthwith. In order to ensure the continuity of the commercial transactions of the 
SLICL, effected in the ordinary course of business, the Court declares and directs that the 90% of 
the shares of SLICL purported to have been sold to the 28th and 29th respondent companies on 
11.4.2003 shall be deemed to have been held by the 28th and 29th respondent companies from 
11.4.2003 for and on behalf of the Secretary to the Treasury.” 

 

Amazon Books – ‘IMF, World Bank & ADB Agenda on Privatisation – Vol. 4: Sri Lanka Insurance Privatisation - Annulled as 
Unlawful & Illegal by Supreme Court’ 

http://www.amazon.com/WORLD-BANK-AGENDA-PRIVATISATION-Privatisation/dp/1456778080/ref=sr_sp-btf_title_1_12?s=books&ie=UTF8&qid=1410322043&sr=1-12&keywords=nihal+sri+ameresekere#reader_1456778080
http://www.amazon.com/WORLD-BANK-AGENDA-PRIVATISATION-Privatisation/dp/1456778080/ref=sr_sp-btf_title_1_12?s=books&ie=UTF8&qid=1410322043&sr=1-12&keywords=nihal+sri+ameresekere#reader_1456778080


Appendix I of Supreme Court Judgment citing ‘extracts’ on valuation by Nihal Sri 
Ameresekere  



Given below : 

1. Hon. Attorney General’s Letters of Notice dated 9.2.2005 and 11.4.2005 to 

PricewaterhouseCoopers  

2. Hon. Attorney General’s Letters of Notice dated 9.2.2005 and 11.4.2005 to Ernst & Young 

3. SJMS Associate’s Report on Conflict of Interest of PricewaterhouseCoopers, Senior Partner, 

Deva Rodrigo 

4. Advertisement by PricewaterhouseCoopers and not by PERC calling for Expressions of 

Interest  

5. Conflict of Interest of Ernst & Young and Chairman, PERC P.B. Jayasundera  
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