
CURIOUS CASE OF STATIC CASH FLOW PROJECTIONS 
 
One of the major privatisation transactions that had been carried out by the Public Enterprise 
Reform Commission [PERC], that of Sri Lanka Telecom, which is a vitally important 
infrastructure service for the growth and development of this country had been focused upon. 
Such telecommunications infrastructure facility, not only had a very high present value, but 
also, more importantly, had a huge untapped potential for future profit growth with the 
development of the country. At the same time, the development of the telecommunication 
infrastructure was a pre-requisite to support the growth and development of the country. 
 
Certain basic exposures have previously been made on this major privatisation of Sri Lanka 
Telecom by PERC, raising in the public interest, some very pertinent and cogent issues. 
These exposures were based upon an outline note, that PERC at that time, had released to the 
media, giving some of the highlights of this major privatisation of Sri Lanka Telecom, 
creating a grandeur media blitz, making out that such major privatisation of Sri Lanka 
Telecom had been a great success and a very good deal for the country.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

ISSUES PREVIOUSLY RAISED 
 
One of the core issues that was then raised was, as to why the 35% equity shareholding then 
on offer of Sri Lanka Telecom was not put up for open competitive bidding, on the 
established trading floor of the Colombo Stock Exchange? Ironically, the Government 
recently by Cabinet Memorandum dated June 10, 1998 adopted a policy, that foreign 
investors or contractors bidding for public investment projects in infrastructure, as well as 
private investment in infrastructure projects on BOO/BOT basis, should enter into valid 
agency agreements with local companies, with a market capitalisation of not less than Rs. 500 
million listed on the Colombo Stock Exchange. The Cabinet Memorandum justified such 
policy decision on the basis that such public listed companies than unlisted private or public 
companies, are compelled to operate more transparently, with a greater degree of 
accountability to the shareholders, which is the public. 
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Another very important issue, that was then raised was, as to how and why, as a condition of 
privatisation of Sri Lanka Telecom with Nippon Telegraph and Telephone Corporation 
(NTT) of Japan, to whom 35 % shareholding of Sri Lanka Telecom had been sold, the 
Government had guaranteed annual minimum upward telephone tariff revisions, without the 
normal condition for justification for such revisions before and approval by, the 
telecommunications regulator, as ordinarily ought to have been done, as is the established 
practice in the telecommunications industry ?   
 
In the context of such annual minimum guaranteed upward telephone tariff revisions, the 
consequential cogent issues had been raised of protection to the consumer public of this 
country from unjustified telecommunication tariff hikes and of such minimum annual 
guaranteed upward telephone tariff revisions enhancing the cash-flow and profitability 
projections of Sri Lanka Telecom, based upon which cash-flow projections, the share 
valuations of Sri Lanka Telecom had been reckoned for the sale of 35% shareholding of Sri 
Lanka Telecom, through such private treaty to NTT of  Japan on the basis of a limited tender 
and not on the basis of open competitive bidding on the trading floor of the Colombo Stock 
Exchange.  
 
No answers to these several issues, then raised have forthcome from PERC, though at that 
time, PERC's make belief slogan in all its advertisements was – "Watchful in the public 
interest". Curiously, after several exposures, raising the question of credibility of such slogan, 
PERC appears to have now discarded such slogan proclaimed to the public of this country,  
holding out and assuring the public then, that PERC was watchfully acting protecting public 
interest.  
 

OFFER CONDITIONS 
 
Having made in the public interest the aforesaid exposures based only upon the outline note, 
that PERC had made available to the media at that time, more to create a grandeur media 
blitz, than in compliance with the professed policy on transparency, the relevant 
documentations pertaining to this major privatisation of Sri Lanka Telecom, have now been 
perused, which documents, in this era of professed transparency, however had not been made 
public, though they pertained to a transaction that concerned a very valuable public utility 
owned by the public of this country.  
 
One such important documentation is the 160 page Information Memorandum on Sri Lanka 
Telecom dated October 14, 1996 prepared by Deutsche Morgan Grenfell and Development 
Finance Corporation of Ceylon, that had been made available to pre-qualified interested 
parties, bidding for the 35% shareholding of Sri Lanka Telecom on a tender basis and not on 
an open competitive bid on the trading floor of the Colombo Stock Exchange, where bidders 
would have competitively enhanced their bids, openly competing against one another,  
transparently on the basis of publicly defined conditions on a level playing field.  
 
Section 5.4 titled Tariffs at page 39 of the said Information Memorandum stated 
[Government of Sri Lanka referred to as 'GOSL'] – "It is an objective of GOSL that tariffs 
will be cost-based. Each operator will be obliged to submit costing information to the 
Commission. It is the intention of GOSL that the tariffs of the company should be rebalanced 
to eliminate the cross-subsidy between domestic and international services by the time that 
competition in international services is introduced. Rebalancing tariffs is likely to require 
increases in rental tariffs and of local and long distance call charges, with reductions in 
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international tariffs. – The method used for tariff control will continue to be that of 'price-cap' 
control. The operator will be expected to set tariffs in accordance with a formula which 
incorporates previous price levels and current inflation. The charges of operators may vary 
between geographical zones. All operators' tariffs, other than those of WLL operators up until 
the year 2000, will be subject to approval by the Commission and Minister. It is the intention 
of GOSL that, where sufficient competition exists, the tariffs of operators other than the 
Company will not be regulated. – The Commission will also be responsible for radio 
frequency spectrum management. The role of the Commission will include the issue of 
permits in relation to cabling and wiring operations and the resale of services such as to 
payphone operators and communications bureaux".The Commission referred to is the 
Telecommunications Regulatory Commission of Sri Lanka. 
 
Item 2 titled "Board of Directors and Management" at Appendix VI setting out the "Principal 
Terms of the Shareholders' Agreement" at page 159 of the said Information Memorandum 
stated –"The board of directors of the Company will comprise eight directors, five of whom 
will be appointed by GOSL and three of whom will be appointed by the strategic investor. 
GOSL will retain the right to appoint the chairman and the managing director of the 
Company. The strategic investor will be invited to appoint the chief executive officer of the 
Company. The managing director will serve in an advisory capacity to the chief executive 
officer. The senior management of the Company will report to the chief executive officer 
who will in turn be accountable to the board of directors for the proper running and 
development of the Company. – The powers of the Company will be exercisable by the 
directors. There will, however, be certain reserved matters which will require the approval of 
not less than one of the directors nominated by each of GOSL and the strategic investor. The 
restricted matters will include the approval of transactions in excess of certain monetary 
limits or with parties connected to the shareholders, the appointment or replacement of the 
auditors and the declaration or payment of any final or interim dividend."      
 

VALUATIONS & OFFERS 
 
Another important document is the 120 page Valuation Report of Sri Lanka Telecom 
forwarded to the Chairman PERC by Letter dated November 29, 1996 by the Chief Valuer, 
H.R. de Silva of the Government Valuation Department. Page 117 of the said Report at 
Section VIII gives the summary of the valuations, both on the basis of valuation of assets and 
the valuation of the earning potentials. In the context of the huge pent-up demand in an 
untapped market, affording cognisable future profit potentials and growth, the valuations 
based on the discounted net present value of such future projected profit potentials, would 
have been the appropriate basis to have been reckoned, to consider the valuation of Sri Lanka 
Telecom. The cash-flows of Sri Lanka Telecom, on the basis of earning potentials, have been 
projected up to the year 2002 on the basis of 3 scenarios, described as favourable, less 
favourable and status quo and discounted at 18% p.a. to give the net present values by the 
Chief Government Valuer in his said Valuation Report forwarded in November 1996. i.e. 
prior to the negotiation of the sale of 35% shareholding of Sri Lanka Telecom.   
 
Subsequently, PERC had received two offers for the purchase of 35% shareholding of Sri 
Lanka Telecom, one from France Telecom  [FCR] signed by Deputy General Manager, Pierre 
Godiniaux dated June 25, 1997 received by PERC on June 28, 1997 and the other from 
Nippon Telegraph and Telephone Corporation [NTT] of Japan, signed by President, Jun-
ichiro Miyazu dated June 25, 1997 also received by PERC on June 28, 1997. As per the 
Report of the Technical Evaluation Committee for Bid Evaluation of Sri Lanka Telecom, the 
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Technical Evaluation Committee had supervised the opening of the above bids on June 28, 
1997 at 2.30 p.m. at the PERC office. By Letter dated July 28, 1997 addressed to the Director 
General, PERC, Mano Tittawella, NTT Vice President, Mototane Miyazaki had stated –"In 
reply to your Letter dated 24th July 1997, we are pleased to inform you that the transaction for 
the purchase of 35% shares in Sri Lanka Telecom Ltd. was approved by Board of NTT on 
25th July 1997." 
 

TECHNICAL EVALUATION 
 
The Technical Evaluation Committee had comprised of K.C. Logeswaran, Chairman, and 
Members, Siripala Jayaweera and V.K. Samaranayake. In an undated Report, the Technical 
Evaluation Committee at Section V of the said Report had recommended to PERC, that the 
offer made by NTT for US $ 225 million for the purchase of a 35% equity stake in Sri Lanka 
Telecom Ltd., be accepted subject to certain recommendations given in Section IV of the said 
Report. 
 
One such recommendation made by the Technical Evaluation Committee had been in relation 
to the Procurement Authority of the Chief Executive Officer ["CEO"] – The Report stated –
"NTT has requested that the CEO should have procurement authority for capital expenditure 
of any amount provided that the expenditure is documented in the approved annual business 
plan. Recommendation; the TEC recommends that the GOSL may agree to the above, subject 
to the CEO acting within procurement guidelines approved and accepted by the Board of SLT 
which are based inter-alia, on the principles of arms length transactions, commercial process 
and documentation through an auditable paper trail." 
 
The Technical Evaluation Committee Report in relation to Tariff Rebalancing had stated – 
"The NTT bid is conditional on GOSL providing minimum guarantees or an assurance 
equivalent to such guarantees on an annual increase of 35%, 33%, 15%, 15% and 15% 
respectively over the intended monopoly period to year 2002. – The above increases are 
acceptable to the TEC". The Technical Evaluation Committee Report had noted in Section III 
of the said Report, the valuations given by the Chief Government Valuer by his Letter dated 
November 29, 1996 referred to above and set out in the given Charts. 

 
BLUNDER OR DEAL? 
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Whilst the NTT offer very clearly had been accepted, as a conditional offer, by the Technical 
Evaluation Committee, nowhere in the said Technical Evaluation Committee Report has there 
been any reference, whatsoever, to any imputations on the enhancement of the above 
valuations given by the Chief Valuer, caused as a consequence of such guaranteed minimum 
annual tariff increases that had been so agreed to by the Government through private treaty. 
The valuation made previously by the Chief Government valuer obviously could not and 
would not have taken into account such guaranteed minimum annual tariff increases afforded 
to such monopoly.  
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Ought not the projected clash-flows have been re-worked, taking into account such minimum 
annual guaranteed cognisable telephone tariff increases, particularly moreso, given the 
monopoly status afforded to Sri Lanka Telecom up to the year 2002? Would not such 
guaranteed minimum telephone tariff increases to a monopoly, afford very much more 
enhanced profits, than what the Chief Government Valuer had reckoned, to have made his 
valuations? In the given circumstances, would not the net present values of such revised 
enhanced projected cash-flows have been very much more? Why had this not been taken into 
reckoning and who are accountable and responsible therefor?  Had such very attractive 
material condition been publicly made known previously, would it not have attracted the 
interest of many other parties, affording the opportunity to have realised a much high price 
with greater competition?       
 
 

-  Published in The Sunday Leader on  28.6.1998 by Nihal Sri Ameresekere under the pseudonym ‘Bismark’ 
 


