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PART 1:

GOVERNANCE PLAN




INTRODUCTION

GOVERNANCE PLAN |
FOR SRI LANKAN
STATE-OWNED ENTERPRISES

State-Owned Enterprises (SOEs)
remain an integral part of many
economies around the world despite
globalisation and the movement away
from centrally planned economies.

Sri Lanka has 500+ SOEs currently

in operation in many key sectors of
the country’'s economy. Sri Lanka'’s
prevailing debt crisis can be attributed
in part to these loss making, debt-
strapped entities.

Sri Lankan SOEs are highly politicised and operate as

an extension of the incumbent government’s political
armoury. Except for a select few, almost all SOEs in Sri
Lanka operate in monopolised markets and as a result,
they lack competitiveness, transparency and innovation.
Many are trapped in loss-making operations and circular
debt. SOEs are also home to large and unproductive
workforces and highly politicised trade unions.

The first wave of SOE reform was undertaken during
the late 1970s, along with the opening of the economy
for the first time. Post-2000, however, a wave of

phobia around the sale of national assets led to the
renationalisation of several privatised SOEs and reversals
of many open-market policies’ . The onset of Sri Lanka’s
debt crisis has necessitated a conversation of the
efficiency, efficacy and essentiality of such a large SOE
sector in Sri Lanka and how this sector may be reformed
to align with a path of inclusive and sustainable
economic growth for the country.

This governance plan aims to develop a governance
framework for SOEs in Sri Lanka.

'Guruge, Aneesha. “SOE Reforms in Sri Lanka: From Policy to Action.” Verité Research: Colombo, Sri Lanka, February 27, 2018.



CHAPTER 01

COUNTRY
CONTEXT

Sri Lanka gained independence
from British rule in 1948 and at the
time Sri Lanka was touted as a model
colony. Many expected that the post-
colonial state stood"” the best chance of
making the transition to modern
statehood?”. Sri Lanka enjoyed
universal franchise, performed well

on many socioeconomic indicators

in comparison to Asian and African
counterparts, and the country’s multi-
ethnic populace had agreed to uphold
the constitutional structure left behind
by the British3.

By 1986, Sri Lanka had undertaken a wave of
privatisation of its SOEs aimed at transforming and
modernising business in several sectors through the
1980s and 1990s.

“This government has rolled back the frontiers of the State
and will roll them back still further. So popular is our policy
that it's being taken up all over the world. From France to
the Philippines, from Jamaica to Japan, from Malaysia to
Mexico, from Sri Lanka to Singapore, privatisation is on the
move” - Margaret Thatcher, Conservative Party Conference,
October 1986

Such euphoria was short-lived. Instead of setting its
path towards globalisation and modernity, the country
reverted to ethnocentric, nationalistic policymaking that
saw Sri Lanka closing itself off and becoming a more
inward-oriented nation. Unchecked communal tensions
eventually lead to a three-decade long civil war which
further stunted the economic development of the once-
model colony.

Despite sharing similarities with powerhouses like
Singapore - both being multi-ethnic, former British
colonies - Sri Lanka, unlike Singapore, has failed to
revolutionise its SOE sector. Many of the privatisations
that occurred during the 1980s and 1990s were
subsequently reversed and Sri Lanka has not undertaken
any significant SOE reforms in the past two decades.

1.1.
The current system of governance
Sri Lanka SOEs, numbering 527 in total at the time of

writing, are governed by the Finance Act No 38 of 1971
and the Companies Act No 07 of 2007 and operate in a

2Axtmann, Roland. “The State of the State: The Model of the Modern State and Its Contemporary Transformation.” International Political Science

Review / Revue Internationale de Science Politique 25, no. 3 (2004): 259-79

3DeVotta, Neil. “Politics and governance in post-independence Sri Lanka.” In Routledge Handbook of South Asian Politics, pp. 134-146. Rout-

ledge, 2010.



variety of key economic sectors including energy, water,
finance, transport and construction. The Department
of Public Enterprises (PED), a department under the
purview of the Ministry of Finance, monitors 287 SOEs
at present while the Department of National Budget,
another department under the purview of the Ministry
of Finance, monitors the rest.

SOEs in Sri Lanka follow the dual model in which the
ownership and responsibility for controlling the SOEs
is shared with relevant sector ministries and a central
ministry, i.e., the Ministry of Finance. SOEs in Sri Lanka
have been established as statutory boards, commercial
corporations, state-owned companies, subsidiary
companies, state banks and some are publicly listed
companies. 55 SOEs are categorised as strategic SOEs,
287 with commercial interests and 185 SOEs with non-
commercial interests*.

“The failures of SOEs are mostly attributed to the failures in
the governance of SOEs coupled with policy inconsistency
and a non-commercial like approach, especially with
respect to commercial SOEs with no timely infusion of equity
and lack of autonomy to respond to market dynamics.” -
Director-General, Department of Public Enterprises, 2021

Considering this, the PED published the Guidelines on
Corporate Governance for State-Owned Enterprises® and
the Operational Manual for State-Owned Enterprises in
20216,

1.1.1 OWNERSHIP

The OECD defines a state-owned enterprise as any
corporate entity recognised by national law as an
enterprise and in which the central level of government
exercises ownership and control’. By this definition, Sri
Lanka has 500+ SOEs incorporated under the Finance
Act No 38 of 1971 and the Companies Act No 07 of 2007.
Except for 22 publicly listed SOEs, ownership of the rest
are fully vested with the state.

1.1.2 FISCAL GOVERNANCE

SOEs in Sri Lanka are subject to few fiscal rules or limits.
Due to the dual model nature of ownership of several
SOEs, the central government always has an incentive
to continue to bail out struggling SOEs regardless of
the financial prudence of doing so. SOE losses have
snowballed into a staggering LKR 1.5 trillion between
2006 and 20212,

Debt owed by public corporations, which are defined

as “any corporation, board or other body which was or
is established by or under a written law, other than the
Companies Act, with capital wholly or partly provided by
the Government by way of grant, loan or other form?”,
amounted to LKR 1.8 trillion in 2021 - 9.4% of total
public debt at the time, with more than 2/3rds of it
being publicly guaranteed debt".

Out of the 27 strategic SOEs that publicly published
financial information in 2020, 11 of them reported
negative retained earnings/accumulated losses for that
year, including the Ceylon Petroleum Corporation,
SriLankan Airlines and Lanka Sathosa'".

1.1.3 THE MARKETPLACE

Almost all SOEs, except a select few, do not operate

in competitive markets and are often subject to price
controls. Due to an absence of competition, many SOEs
lack innovation and modernisation. Private businesses
that do set up in the market are usually subject to
permits or licences and hence face high barriers to
entry. While some SOEs do turn a profit, Rodrigo
(2022) attributes this to the “advantage that these
companies have in an uneven playing field. In addition
to lax budgetary requirements and ability to rack up
unsustainable debts, these companies are

“Fernando, Dhananath. “The State of State Enterprises in Sri Lanka.” Advocata Institute | Sri Lanka | Independent Policy Think Tank. www.advo-
cata.org, May 22, 2022. https://www.advocata.org/commentary-archives/tag/The+State+of+State+Enterprises+in+Sri+Lanka.

*Department of Public Enterprise, Guidelines on Corporate Governance for State-Owned Enterprises. (Colombo 01, Sri Lanka: Ministry of Fi-

nance, 2021).

®Department of Public Enterprise, Operational Manual For State Owned Enterprises. (Colombo 01, Sri Lanka: Ministry of Finance, 2021)
’OECD (2015), OECD Guidelines on Corporate Governance of State-Owned Enterprises, 2015 Edition, OECD Publishing, Paris. https://doi.

0rg/10.1787/9789264244160-en
SAdvocata Calculations based on the SOE data
Public Corporations (Financial Control), Act No 38 of 1971.

"Publicfinance.lk. “Sri Lanka’s Government Debt Demystified.” publicfinance.lk, July 7, 2020. https://publicfinance.lk/en/topics/

Sri-Lanka%E2%80%99s-Government-Debt-Demystified-16205580009.

""Publicfinance.lk. “25 of 52 Key SOEs Identified by Ministry of Finance Do Not Have Financial Data Available Online from 2017 Onwards.” public-
finance.lk, December 21, 2021. https://publicfinance.lk/en/topics/25-of-52-key-soes-identified-by-ministry-of-finance-do-not-have-financial-data-
available-online-from-2017-onwards-1640065932.



supported by the government through direct subsidies
and state-backed guarantees, by regulators through
exemptions from antitrust policies and preferential
treatment and by the justice system through an ability to
sidestep parliament'?”.

The Ceylon Petroleum Corporation operates in a
duopolistic market. Its only competitor is Lanka 10C
which accounts for just 18% of the total auto fuel
distribution market and 15.8% of the lubricants market'?
. Public transport in Sri Lanka is exclusively operated

by SOEs - the Ceylon Transport Board and Sri Lanka
Railways. A few private bus owners are allowed to
operate with the issuance of permit routes, but there are
no other rail operators besides the state.

1.1.4 DISCLOSURE, TRANSPARENCY AND
ACCOUNTABILITY

SOEs incorporated under the Finance Act No 38 of

1971 are mandated to produce an annual report on the
‘exercise, discharge and performance by the corporation
of its powers, functions and duties during that year

and of its policy and programme’ and present it to the
appropriate minister. The report is also to be shared
with the Ministry of Finance, Ministry of Planning and the
Auditor General. Reports once audited by the National
Audit Office are to be presented to the appropriate
minister along with any comments or observations

made by the Auditor General. It is the responsibility of
the appropriate minister to present these reports to the
parliament. It then becomes the responsibility of the SOE
to prepare these reports for public dissemination'.

SOEs that are incorporated under the Companies Act No
07 of 2007, which also governs the conduct of private
businesses, are not mandated to publicly disclose

their annual financial and performance reports'.

Such information is mandated only to be shared with
shareholders. SOEs that are listed publicly must comply
with standard mandates of public disclosure of its
audited annual reports. However, out of 500+ SOEs, only
22 are listed on the Colombo Stock Exchange.

Therefore, other than SOEs that are governed by

the Finance Act or publicly listed, annual financial

and performance reports are not mandated to be
periodically disclosed to the public. The discrepancy

in the different laws that govern public disclosure of
accounts has created a useful loophole for SOEs looking
to work their way around such obligations. Rodrigo
(2022)'® finds that “some recently established SOEs have
found a new way of bypassing budgets and oversight;
by incorporating as companies rather than through an
act of Parliament, they are excluded from parliamentary
accountability and allowed to rack up unsustainable
debts and surpass budgets more easily."®

The PED's Guidelines on Corporate Governance for
State-Owned Enterprises do not necessitate public
dissemination of audited financial and performance
reports, only that they be presented annually to the
shareholders, which are the relevant ministry, the
Ministry of Finance and the internal board.

As a result, a majority of Sri Lankan SOEs do not reveal
such information to the public and financial information
is only available for 10.4% of SOEs'. Even out of the
strategic SOEs, nearly half did not have financial data
available online from 2017 onwards'8. Rodrigo (2022)"
notes that “public access to information is limited - the
Department of Public Enterprises has not released

an annual report since 2018, and right-to-information
requests often go unanswered.”"®

2 Rodrigo, Migara. “State-Owned Enterprises: A Major Crisis in the Making.” Advocata Institute | Sri Lanka | Independent Policy Think Tank.
www.advocata.org, January 3, 2022. https://www.advocata.org/commentary-archives/2022/01/03/state-owned-enterprises-a-major-crisis-in-the-

making.

3Lanka I0C PLC. “Petroleum Market Sri Lanka Archives .” www.lankaioc.com. Accessed July 5, 2022. https://www.lankaioc.com/tag/petrole-

um-market-sri-lanka/#about.
"“Finance Act, No. 38 of 1971 - Sect 14
*Companies Act, No. 07 of 2007

"sRodrigo, Migara. “State-Owned Enterprises: A Major Crisis in the Making.” Advocata Institute | Sri Lanka | Independent Policy Think Tank.
www.advocata.org, January 3, 2022. https://www.advocata.org/commentary-archives/2022/01/03/state-owned-enterprises-a-major-crisis-in-the-

making.

"7 Fernando, Dhananath. “The State of State Enterprises in Sri Lanka.” Advocata Institute | Sri Lanka | Independent Policy Think Tank. www.
advocata.org, May 22, 2022. https://www.advocata.org/commentary-archives/tag/The+State+of+State+Enterprises+in+Sri+Lanka.

"8Publicfinance.lk. “25 of 52 Key SOEs Identified by Ministry of Finance Do Not Have Financial Data Available Online from 2017 Onwards.” public-
finance.lk, December 21, 2021. https://publicfinance.lk/en/topics/25-of-52-key-soes-identified-by-ministry-of-finance-do-not-have-financial-data-

available-online-from-2017-onwards-1640065932.

"“Rodrigo, Migara. “State-Owned Enterprises: A Major Crisis in the Making.” Advocata Institute | Sri Lanka | Independent Policy Think Tank.
www.advocata.org, January 3, 2022. https://www.advocata.org/commentary-archives/2022/01/03/state-owned-enterprises-a-major-crisis-in-the-

making.



CHAPTER 02

INTERNATIONAL |
BEST PRACTICES

State-owned enterprises are a 4 N

. . Box 1:
S|gn|f|cant part of the world, with a OECD Guidelines on Corporate Governance

higher presence in emerging markets of State-Owned Enterprises?’
and post-transition economies. One
survey of 40 countries by the OECD

These guidelines are meant to help governments
ensure efficient, transparent and accountable

found 2,467 commercially oriented operation of state-owned enterprises. They were

enterprises valued at over USD 2.4 originally developed in 2005 and have been

trillion and employing 9.2 million subsequently improved and revised to address
le20 | ; | b . new issues arising in domestic and international

people. nternational best pract|ces contexts. These guidelines are to be read in

for corporate governance of SOEs, conjunction with the G20/OECD Principles of

therefore, is a well-documented area Corporate Governance*.

of study.

1. Rationale for state ownership

The ultimate purpose of state-owned enterprises
(SOEs) should be in the best interest of the general
public and maximise their value to society and
the economy through an efficient allocation of
resources. The government ought to develop

an ownership policy defining the rationale for
state ownership in enterprises, the state’s role

in the governance framework and the roles and
responsibilities of the state, government offices
and other stakeholders in the implementation

of these ownership policies. The ownership
policy should be within the purview of political
accountability and subject to regular review.

200ECD (2015), OECD Guidelines on Corporate Governance of State-Owned Enterprises, 2015 Edition, OECD Publishing, Paris. https://doi.
org/10.1787/9789264244160-en

2pis., p. 30.
220ECD (2015), G20/OECD Principles of Corporate Governance, OECD Publishing, Paris, p. 5. https://doi.org/10.1787/9789264236882-en.
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2. The state’s role as an owner

State-Owned Enterprises should enjoy full
operational autonomy to achieve their goals
without state intervention. SOE objectives should
be defined in a simple, transparent manner. States
should allow SOE boards to operate autonomously
and exercise their responsibilities with
independence and be held accountable to relevant
representative bodies including national audit
institutions. The state should act as an informed
and active owner and exercise its ownership rights
within the legal structure of the entity.

3. State-owned enterprises in the marketplace

The legal, regulatory and institutional framework
for SOEs should ensure a level playing field and
fair competition in the marketplace. There ought
to be a clear distinction between the state’s
ownership function and the state’s other roles that
could present a conflict of interest in this regard.
All parties should have access to independent

legal and arbitration processes in the case of any
violations of rights in the operations of SOEs. High
standards of transparency in policy, costs and
revenues are crucial to maintaining public trust
when SOEs operate in the marketplace. SOEs
should be subject to the same laws and regulations
as their market competitors and institutions should
not discriminate between SOEs and competitors.

4. Equitable treatment of shareholders and
other investors

When SOEs include non-state investors, such as if
the enterprise is publicly listed, the state should
recognise the rights of all shareholders equitably.
The state’s implementation of the corporate
governance should be in full regardless of the
ownership status of the entity. All information,
legal, policy and operational information should be
made available to all shareholders equally.

5. Stakeholder relations and responsible
business

The rights of stakeholders established through
law or mutual agreements should be recognised
by governments and SOEs. All SOEs should
report on stakeholder relations with regard to

labour, creditors and affected communities. SOE
boards should develop, implement, monitor and
communicate internal control measures, ethics
and compliance programmes and measures in line
with local norms. SOEs ought to be independent of
political activity and influence, they should not be
used to finance political campaigns or display bias
towards political candidates.

6. Disclosure and transparency

SOEs should be subject to the same standards of
transparency, accountancy, disclosure, compliance
and auditing standards as any other publicly listed
company. Clear statements of an SOEs objectives,
financial and operational results, governance,
ownership and voting structures of the enterprise,
remuneration of board members and executives,
risks, financial assistance and any other material
information should be disclosed. Financial
statements should be subject to high quality
external audits. SOEs should report on these
matters regularly without fail.

7. The responsibilities of the boards of state-
owned enterprises

SOE boards should have clearly designated
mandates which are to be upheld by the rule

of law. The board is accountable to the owners,
which is ultimately the public and the best interest
of the public and other shareholders should

be treated with respect. Board members, and
indeed government officials should be nominated
based on qualifications and relevant experiences,
boards should not be used as an extension of
political activity. Board members should be free
of any material interest or relationships with

the enterprise, its management, other major
shareholders or ownership entities to avoid
conflicts of interest.

J
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1.2
Where does Sri Lanka fall short?

The ultimate ownership of an SOE should rightly be
with the tax-paying public, but for all intents and
purposes ownership of Sri Lankan SOEs are vested

with the government of Sri Lanka, with some oversight
by the Parliament. The current legal, regulatory and
institutional framework of Sri Lanka, however, sidesteps
the importance of the public as ultimate owner.

2.1.1. Corruption and political interference

OECD guidelines® recommend that the state ought to
act as an informed and active owner and exercise the
responsibility of establishing well-structured, merit-
based and transparent board nominations in SOEs.
However, Sri Lankan SOEs serve as an extension of
the system of political patronage that has become
entrenched in Sri Lankan politics.

In 2015, the then Prime Minister of Sri Lanka, Ranil
Wickremasinghe, accused the former President Mahinda
Rajapaksa of making management changes within
SriLankan Airlines (the government owns 51% of its stake) to
allow the USD 2.3 billion purchase of 10 new Airbus aircraft
despite the availability of more cost-effective alternatives.
President Rajapaksa had appointed his brother-in-law,
Nishantha Wickramasinghe, to chair the national airline
during that time?*. The CEO at the time, Kapila Chandrasena
was remanded by Sri Lankan courts subsequently for
accepting a bribe from the French plane manufacturer,
Airbus. The UK Serious Fraud Office alleged that Airbus
hired the wife of the former-CEO Kapila Chandrasena, as an
agent and paid her USD 2 million through a shell company
to ‘influence’ the debt-ridden airline to purchase the new
aircraft from the company in 2013% .

The appointment of relatives, acquaintances and party
supporters of the incumbent government into board
positions of SOEs is not unheard of in Sri Lanka, but over
time, such incidents have become far more common.

Sri Lanka's political landscape has become far more

centralised, both formally and informally, weakening the
legislative and institutional systems in the country over
time.

In 2016, Nihal Sri Ameresekere, an anti-corruption litigation
specialist and activist, alleged that Thirukumar Nadesan,

the husband of Nirupama Rajapaksa, had been given the
position as Chairman of state-owned enterprise, Hotel
Developers Lanka sans any qualification or merit. Nirupama
Rajapaksa is the cousin of President Mahinda Rajapaksa
and was once herself a deputy minister. Ameresekere further
alleged that Nadesan sold company assets at undervalued
prices to undisclosed persons?®. Nadesan and his wife

have further been implicated in an investigation by the
International Consortium of Investigative Journalism into
offshore wealth?.

The World Bank finds that corruption is more rampant
when SOEs operate in monopolistic markets with
exclusive rights to a product or service. High barriers

to entry in investment heavy industries like oil and gas
create a reciprocal relationship between the government
and the SOE allowing for discretionary power and
decision-making, conflicts of interest and blurred roles
between the SOEs and supervising agencies?.

SOEs also enjoy preferential access to funds, subsidies,
tax exemptions and financial assistance from the
government which gives them an unfair advantage over
private operators. Such treatment also decreases the
competitiveness of SOEs as they rely on a government
safety net. There is a quid pro quo system of reliance.

In 2015, Prime Minister Ranil Wickremesinghe revealed
that several state financial institutions will be probed for
corrupt activities and mismanagement, including the Central
Bank of Sri Lanka. “Among the alleged irregularities at

the Central Bank is how public relations companies in the
United States were hired by the then Governor Ajith Nivard
Cabraal without the approval of Cabinet. The Bank has
also been funding demonstrations outside the UN office in
Geneva and had met the expenditure when a Sri Lankan
delegation travelled in a chartered aircraft to Trinidad and
Tobago where they made an unsuccessful bid to host the
Commonwealth Games in Hambantota®.”

»Mushtaq, Munza. “SriLankan Airlines’ Ex-CEO, Wife Remanded for Bribery.” Anadolu Agency. www.aa.com.tr, February 6, 2020. https://www.
aa.com.tr/en/asia-pacific/srilankan-airlines-ex-ceo-wife-remanded-for-bribery/1726797.

2Thavapalakumar, Madhusha . “The ‘Pandora Leak’ and Exposé of Nadesan.” The Morning - Sri Lanka News. www.themorning.lk, October 10,
2021. https://www.themorning.lk/the-pandora-leak-and-expose-of-nadesan/.

2’Alecci, Scilla. “Sri Lankan Power Couple Piled up Luxury Homes, Artworks and Cash Offshore as Ruling Family Rose and Rose.” IClJ. www.icij.org,
October 4, 2021. https://www.icij.org/investigations/pandora-papers/sri-lanka-rajapaksa-family-offshore-wealth-powery/.

26Bajpai,Rajni Myers,C. Bernard. “Enhancing Government Effectiveness and Transparency : The Fight Against Corruption. Confronting
Corruption in Sectors and Functions: Chapter 3", pp 95-102. (Washington, D.C. : World Bank Group.) https://thedocs.worldbank.org/en/
doc/600161611679881440-0090022021/original/StateOwnedEnterprises.pdf

#The Sunday Times Sri Lanka. “State Banks, Stock Exchange, Corporations under Scrutiny: PM .” www.sundaytimes.lk, January 25, 2015. https://
www.sundaytimes.lk/150125/news/state-banks-stock-exchange-corporations-under-scrutiny-pm-132107.html.

1"



2.1.2 Legal framework

The constitution of Sri Lanka ensures that no single
position or office created by the Constitution has
unlimited power and circumscribes the scope and ambit
of the power vested with the President. “In exchange
for a conferment of extensive executive powers, the
Constitution requires of the President, among other
things, affirmation by oath that s/he, once elected,

will "faithfully perform the duties and discharge the
functions of the office of the President in accordance
with the Constitution of the Democratic Socialist
Republic of Sri Lanka and the law", and that s/he, will
be faithful to the Republic of Sri Lanka and that s/he
will to the best of her/his ability uphold and defend the
Constitution of the Democratic Socialist Republic of Sri
Lanka. (vide Chapter VII, 833, 4th Schedule). Similarly,

a Minister is required to give affirmation by oath of the
same attestations, and in the same manner® .

While there may be gaps in the laws that govern SOEs in
Sri Lanka, decisions made by the state as the owner of
SOEs are not beyond reproach. One such example is the
landmark judgement delivered by the Supreme Court of
Sri Lanka in 2008.

The Supreme Court of Sri Lanka upheld a fundamental
rights petition filed against former President Chandrika
Bandaranaike Kumaratunga alleging that she was
instrumental in illegally transferring state lands meant for

a 'public purpose’ to a private golf course - now known as
Waters Edge. In a landmark judgement, Justice Shiranee
Tilakawardane said Kumaratunga had failed to function in a
manner consistent with the expectations of a public officer,
much less an Executive President, and in doing so, had
completely betrayed the position of trust bestowed upon her
by the Constitution and by the people of Sri Lanka.

Kumaratunga was fined Rs. 3 million while the fifth
respondent and Kumaratunga family friend Ronnie Peiris,
who is said to have made a Rs. 57 million profit in the
corrupt deal, was ordered to pay Rs. 2 million rupees. The
court also ordered that the flood retention area at the
controversial site be restored and recommended that the
Water's Edge complex be utilised to house government
offices®'.

In recent history, except between 2015-2019, the
incumbent prime minister has always held the portfolio
of the Minister of Finance, thereby bringing the
monitoring of all SOEs under its purview. Under the
present administration, this office until Mid April was
held by the brother of the incumbent President.

In 2020, President Gotabaya Rajapaksa established the
Committee on Political Victimisation to investigate acts
of political victimisation faced by government officers,
public servants, officers in state institutions including
corporations, armed forces personnel and police officers
during the period from 8 January 2015 to 19 November
2019, and to mete out justice where appropriate .

The committee recommended the withdrawal of cases
involving the President's nephew, Yoshitha Rajapaksa

(the son of Prime Minister Mahinda Rajapaksa) who has
been accused of accepting a large sum of money to start

a television channel while serving as a Naval officer. The
committee also recommended the withdrawal of cases
against Udayanga Weeratunga, a relative of the Rajapaksas,
who had been accused of financial appropriation in

the importation of MiG aircrafts. The committee also
recommended the withdrawal of cases against Udaya
Gammanpila, a government minister, Thirukumar Nadesan
(mentioned above) and Jaliya Wickramasuriya, a Rajapaksa
cousin who has served as US Ambassador during the
previous Rajapaksa regime®.

30 The Sunday Times. “Waters Edge Transaction Chandrika’s Presidential Robbery.” www.sundaytimes.lk, October 12, 2008. https://www.sunday-

times.lk/081012/News/sundaytimesnews_20.htmi.
31Ibis

3Adikari, Chula. “A Statement on the PCol on Political Victimisation.” Groundviews. groundviews.org, February 19, 2021. https://groundviews.

0rg/2021/02/19/a-statement-on-the-pcoi-on-political-victimisation/.
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CHAPTER 03

BASIC GOVERNANCE |
PRINCIPLES BY COUNTRY

The basic tenets of governance
are transparency, accountability

and independence. Each of these
factors contribute to the efficient

management of these enterprises.

The existence of information asymmetry between the
different stakeholders who have vested interests in a
state owned enterprise means that it is possible for
certain stakeholders to have an advantage over others.
This has been extensively discussed in chapter 2. The
disclosure of financial and non-financial information

is therefore vital in ensuring that the playing field

is levelled. The extent to which an organisation has

to disclose such information depends on the laws it
operates under as well as the management principles it
follows.

The table below is extracted from the 2020 OECD
report, Transparency and Disclosure Practices of State-
Owned Enterprises and their Owners : Implementing the
OECD Guidelines on Corporate Governance of State-Owned
Enterprises and looks at the transparency and disclosure
practices of a few selected countries and the level of
governance standards maintained.
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Transparency and disclosure practices by country, Transparency and Disclosure Practices of State-Owned

Enterprises and their Owners, OECD 2020

Economy

Financial and non-financial disclosure requirements

Equal to
privately
owned
compa-
nies

Specif-
ic SOE
require-
ments

Publicly
Available

Penal-
ties for
non-com-
pliance

Argenti-
na

There are general financial and non-financial
disclosure obligations for all SOEs and/or for SOEs
operating in particular segments of the economy. SOEs
are required to submit monthly budget execution
reports to the National Budget Office (ONP). For

listed companies, the practices are in line with listing
requirements. By law, listed SOEs disclose in the
following areas: 1) facts and/or decisions which can
impact the value of company's shares, 2) accounting,
corporate governance and financial information,

3) change of ownership of more than 5% in the
company’s shares, 4) related party transactions, and

5) appointments of board members. It is important to
note that annual financial statements of SOEs may not
be available in the public domain.

Belgium

Listed SOEs publish annual and quarterly financial
statements as required by national listing require-
ments, in addition to non-financial reporting on major
ownership changes impacting voting rights; informa-
tion that can affect the price of securities; and any oth-
er information necessary for shareholders to exercise
their rights.

Brazil

Reporting requirements are in line with those required
by the Brazilian Securities and Exchange Commission
rules, but are supplemented by additional require-
ments for SOEs, notably including the area of disclo-
sure of public policy objectives by SOEs (and state-con-
trolled entities and subsidiaries), which SOEs are
required to report on in the form of an “annual letter”
addressed to the state-ownership entity. Any such
objectives are equally reported in an explanatory note
to the SOEs financial statements. SOEs are required

to disclose financial statements and accompanying
documents online.
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Economy

Financial and non-financial disclosure requirements

Equal to
privately
owned
compa-
nies

Specif-
ic SOE
require-
ments

Publicly
Available

Penal-
ties for
non-com-
pliance

Chile

SOEs are bound by the reporting requirements of
listed companies as set by the securities market
regulator. The format of the reporting is not stand-
ardised but it includes at minimum an overview of
the business activities of SOEs, their sectors of opera-
tions, organisation chart, risk factors investment plans
management and employee make-up. In addition,
financial reporting, including external audit statements
are included in the annual report. Additional informa-
tion regarding the organisational structure of SOEs,
quarterly financial reports (in addition to the annual
reports); board and executive remuneration informa-
tion are subject to transparency requirements by the
government and must be published on their website.

Costa
Rica

SOEs are required to publish, at minimum, audited an-
nual financial statements as well as an annual report
including non-financial information, such as strategic
objectives of enterprises board composition qualifica-
tions and remuneration; human resource policies in-
cluding remuneration and succession policies; policies
regarding conflicts of interest, stakeholder relations,
and more. The financial and non-financial reporting

is made publicly available. In addition, additional
reporting on budget performance and other areas of
information relevant to transparency are made availa-
ble to the Comptroller General. State-owned financial
institutions are subject to additional requirements
including publishing a “Corporate Governance Report”
annually. Individual SOEs may be subject to specific
disclosure requirements as determined by their secto-
rial operations and may also be subject to disclosure
requirements required by securities regulation if
issuing securities.

Czech
Repub-
lic

All SOEs publish financial statements on an annual
basis based on the requirements of Company Law.

Estonia

All SOEs have the obligation to publish audited annual
financial statements online and share these with the
Business Register. For majority owned SOEs, quarterly
financial reports published online are obligatory. Large
SOEs have additional reporting requirements in line
with listed private companies which require explana-
tory notes to financial results and announcements of
important events on the website.

Finland

Some SOEs publish annual financial statements while
others publish quarterly reports.

15




Economy

Financial and non-financial disclosure requirements

Equal to
privately
owned
compa-
nies

Specif-
ic SOE
require-
ments

Publicly
Available

Penal-
ties for
non-com-
pliance

France

SOEs are bound by the reporting requirements of
listed companies as set by the securities market reg-
ulator. This includes both financial and non-financial
annual (and quarterly) reporting requirements with
which all listed SOEs are in conformity. In addition,
SOEs can voluntarily submit additional reporting in
areas pertinent to their operations, which can be
considered a communication tool for analysts and
potential investors to judge the company on other
relevant criteria, including legal, economic, financial,
accounting and other issues. All listed SOEs produce
this additional report.

Germa-
ny

All SOEs are bound to produce, at minimum, annual fi-
nancial statements according to the Commercial Code.
SOEs that are large, and incorporated as in the form of
limited share must produce extended financial disclo-
sure which includes cash flow statement and share-
holder equity statement. SOEs incorporated as “private
companies” following the same extended disclosure
requirements as limited share companies.

Greece

SOEs are required as per company law to publish
annual financial statements.

Hunga-
ry

According to the Accounting Act, SOE prepares an
annual report including financial and non-financial
disclosure. The report should include information re-
lated to public interest activities. Additional reporting
requirements for SOEs include: business operations’
data; and collective investment forms. Fund manage-
ment companies are subject to additional disclosure
accounting requirements

Iceland

SOEs incorporated as public limited liability companies
as well as other SOEs submit annual financial state-
ments. The former are required to do so according to
the Accounts Act, and the latter according to the Public
Finance Act. The Ministry of Finance and Economic Af-
fairs formulates the requirements for information that
requires disclosure in annual reports and other related
financial and non-financial information.

Israel

SOEs are required to publish annual reports in
accordance with the provisions of the Government
Companies’ Law [1], which requires SOEs to submit
audited financial reports including declarations of the
managers and a directors’ report, report on the work
of the Board of Directors, internal audit and internal
controls, and a detailed budget performance report.
The Ministry of Finance (through the GCA) may put
forth additional reporting requirements towards SOEs.
It is reported that a majority of government companies
are compliant with these provisions.
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Economy

Financial and non-financial disclosure requirements

Equal to
privately
owned
compa-
nies

Specif-
ic SOE
require-
ments

Publicly
Available

Penal-
ties for
non-com-
pliance

Italy

All SOEs publish annual financial statements and
bi-annual reports. Listed SOEs that issue financial
instruments are subject to the same level of financial
and non-financial disclosure as publicly traded entities.
Disclosure consists of financial statements, as well as a
corporate governance report covering capital struc-
ture, ownership structure and legal restrictions in their
trading, voting rights, limitations and formal agree-
ments between stockholders, adhesion to corporate
codes if applicable, and board composition, function-
ing, committees.

Japan

Listed SOEs submit annual (and quarterly) securities
reports in accordance with laws and regulations. This
reporting also includes relevant non-financial informa-
tion of the SOE.

Korea

Under the Official Information Disclosure Act, all public
institutions including all SOEs in Korea are required

to report and disclose corporate information to the
general public through an internet-based portal called
ALIO (All Public Information in One) inventory system
(see www.alio.go.kr). The information includes the
number of employees, information on executives,
financial statements (including the profit and loss
statement and income and expense statement), taxes,
audit reports and external evaluation reports among
many others.

Latvia

By law all majority-owned SOEs are required to publish
annual financial statements as well as general strategic
objectives on their website and report on a number of
other key areas, inter alia, implementation of finan-
cial and non-financial objectives, dividend payments,
funding assistance; cross-shareholdings; and board
composition. Annual financial statements are required
to be published. It is reported that a majority of SOEs
are compliant with these requirements.

Lithua-
nia

Large limited liability companies produce 6 month

and annual financial statements; large SOEs produce
quarterly and annual financial statements along with 6
month performance reports.

Nether-
lands

All SOEs publish annual financial statements.
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Economy

Financial and non-financial disclosure requirements

Equal to
privately
owned
compa-
nies

Specif-
ic SOE
require-
ments

Publicly
Available

Penal-
ties for
non-com-
pliance

Norway

All SOEs are required to publish annual financial
statements as per requirements set out in company’s
law. For listed SOEs, additional semiannual reporting
requirements exist. Listed SOEs are pursuant to the
stock exchange rules also required to report on com-
pliance with the Norwegian Code of Practice for Corpo-
rate Governance. Wholly-owned SOEs with commercial
objectives (that are not defined as "small enterprises
as per the Norwegian Accounting Act) should strive

to be as transparent as listed companies, and should
strive to follow the Code, as applicable and unless
special circumstances dictate otherwise.

Poland

Publicly traded SOEs are bound by the reporting
requirements as set by the securities market regula-
tor and relevant listing requirements, which includes
annual and quarterly financial reporting. For non-listed
SOEs, the same disclosure requirements apply as per
company law.

Slovak
Repub-
lic

All SOEs are required to publish annual financial state-
ments as per the Accounting Law.

Sweden

For majority-owned SOEs, the government has
adopted specific guidelines to complement existing
reporting legislation in the area of transparency and
disclosure. SOEs must publish annual and quality
reports in accordance with requirements for publicly
traded companies, and the Corporate Governance
Code. In addition, the annual reports of SOEs must
report on a number of areas including, inter alia, key
financial indicators (financial and non-financial targets,
dividend policy), sustainability reporting, application of
the state-ownership policy, including board and exec-
utive remuneration practices; and attainment of public
policy targets (if applicable). SOEs produce a separate
sustainability report as well.

Switzer-
land

SOEs produce and make public annual reports
according to requirements set out in Switzerland's
Company Law. In addition, SOEs are required to
report on an annual basis to relevant line Ministries
and/or the Ministry of Finance on the fulfilment of
strategic objectives. The latter annual report is not
made public. Based on this information, the Federal
Council prepares two reports for the attention of the
parliament on an annual basis: an in depth report
(not public) and a short 4-page summary for all SOE
(aggregated report, made public).
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Economy

Financial and non-financial disclosure requirements

Equal to
privately
owned
compa-
nies

Specif-
ic SOE
require-
ments

Publicly
Available

Penal-
ties for
non-com-
pliance

Turkey

Requirements for SOE disclosure are determined
by government decree on an annual basis. Financial
disclosure to the Treasury and Ministry of Finance

X

v/

v/

X

published online.

is required on a quarterly basis. Annual reports are

United
King-

ernment Financial Reporting Manual.

SOEs which are companies have to comply with the
financial disclosure requirements of the Companies
Act 2006 (the “Act”). The Act requires varying levels

of detail in the annual financial reporting required of
companies depending on certain criteria e.g. number
of employees, turnover and balance sheet. In addi- \/ \/ \/ x
dom tion, SOEs that are listed companies have additional
disclosure requirements. All SOEs, whether companies
or other types of public bodies, for example, executive
agencies or trading funds, must comply with the Gov-

Source: “Transparency and Disclosure Practices of State-Owned Enterprises and their Owners : Implementing the OECD Guide-
lines on Corporate Governance of State-Owned Enterprises”, OECD (2020), pp 15 - 18

Accountability is a continual process of ensuring that an
SOFE's activities are held up to standard, whether those
standards be financial targets or other pre-determined
goals. In ensuring accountability of SOEs, it is important
to clearly lay out SOE mandates which outline the
objectives of the SOE in question. Special obligations
that satisfy certain social and public purposes should
also be identified. These objectives should be designed
in conjunction with all the relevant stakeholders and
then reviewed annually.

“Defining clearly the mandate of each (fully owned) SOE

is necessary to build up appropriate accountability, to
define and limit the scope of public services or other special
obligations and as a basis for discussing more specific
targets for the company’s operations.”

Once these have been decided and then communicated
to all the stakeholders, the next step is deciding on

how to ascertain whether these obligations have been
met. Depending on whether the objective is financial or
non-financial, indicators should then be selected to help
measure performance. These performance indicators

should be Specific, Measurable, Achievable, Result-
oriented, Time based, i.e. SMART.

Conducting an ongoing performance review contributes
to the principle of accountability being held. An ongoing
performance review would involve looking into the
performance of an SOE on a regular basis. This would
help in identifying problems before they crop up and
mitigating their effects. New Zealand, for instance, has
a “no surprise” policy which states that the minister
responsible for the SOE must be made aware of anything
that may potentially be problematic by the board.This
includes any significant issue and can range from issues
such as potential conflicts of interests by directors to
significant acquisitions and disinvestments3.

The above best practices, if implemented within the
framework proposed, can significantly improve the
governance of SOEs in Sri Lanka.

33 OECD (2010), Accountability and Transparency: A Guide for State Ownership, Corporate Governance, p 24. OECD Publishing, Paris, https://doi.

0rg/10.1787/9789264056640-en.
*Ibis., 55.
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CHAPTER 04

GOVERNANCE |
OF STATE OWNED
ENTERPRISES IN

SRI LANKA

The status quo in Sri Lanka is one
of disjointed governance systems
and complicated state involvement in
SOEs. The first step in understanding
the system is to quantify existing
frameworks by making them
transparent, understandable, and

an effective tool for evaluating SOE
performance and management.
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In order to do so, Advocata developed the governance
Indicators Scorecard (Figure 2). This scorecard is a
comprehensive analysis of governance indicators, for

the period 2015 - 2020, of the 52 SOEs considered to be
strategically important by the Ministry of Finance. The
data are drawn from information sourced using annual
reports, the Auditor General's reports, responses to Right
to Information requests filed by Advocata, and other
content from respective SOE websites (if at all available).

There are four principle indicators, with specific sub-
indicators to get a more detailed perspective on
governance, listed below:

1. Annual Reports

P> Year of the most recent Annual Report available
online

P> Have the Annual Reports for the last five years been
tabled in Parliament?

P Does the Annual Report include the mandatory
provisions set out in the PED guidelines?

2. Auditing Standards
P> Is the Audit Unqualified (Clean)/ Qualified/
Disclaimer?

3. Right to Information

»>/s the information pertaining to the RTI officer
available on the website?

»Does the SOE respond to an RTI within the timeframe
specified in the Act?

4. Accessibility of Information.

P Does the SOE have a website?

P> Does the SOE website contain sufficient
organisational details?

P> Does the SOE website contain tender and
procurement details?



Each SOE is scored based on their compliance with the
above indicators and sub indicators. The scoring is done
as follows:

1. The main 4 indicators receives an equal weight of
25% each

2. Of the 25% allocated to the four main indicators, each
sub-indicator under them receives an
equal weight.

For example, the main indicator ‘Annual Reports’
was given a weightage of 25 percent and it had 3
sub-indicators for which each received a weight of
8.33 percent. A composite score was then calculated
for each of the main indicators—essentially just

a summation of the scores received in each sub-
indicator.

Justifications for the scoring mechanism are detailed in
Figure 1, along with the attainable scores for meeting

a specific criteria. (For information on the Financial
Indicators, as well as the limitations of our methodology,
please see Advocata’s Main Report 2022.)
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Sub - Indicator Justification Code Description

Latest available Annual Report for
2020

Latest available Annual Report for
the years 2019, 2018

Latest available Annual Report for
years before 2017

Annual Year of the As per the guidelines of the
Report most recent Public Enterprises Department
Annual Report  (PED), public enterprises are
available online directed to publish their Annual
Reports on their respective
websites “within 150 days from
the end of the financial year.”*

Have the “In terms of the Constitution, Annual Reports available

Annual Reports  Parliament has full control of for past 5 years

for the last public finance and therefore (2020, 2019, 2018, 2017, 2016)

five years public enterprises are subject to Annual Reports available for past

been tabled in  parliamentary control.”¢ 1- 4 years

Parliament? Annual Reports available only for
years before 2016

Does the “It is absolutely essential that All requirements have been met.

Annual Report  Annual Reports should be Some requirements have been

include the prepared in a timely manner, met.

mandatory with all relevant disclosures

(A minimum of one and a
maximum of five of the listed
guidelines have been met).

provisions set  that would enable interested

outinthe PED  parties to form a judgement

guidelines? on the performance and future
prospects of the enterprise.”’

None of the requirements have

The specific mandatory been met.

information includes:

a) "“Key Business (activities)”;

b) “Risk assessment and
mitigating strategies”;

c) "Analysis on financial and
operational performance”;

d) “Management’s discussions
and analysis”;

e) “Statement on Economic
Value Added”;

f) “Financial Statements and
Audit Report."*®

Auditing Is the Audit “The purpose of the Sri Lanka “An unqualified opinion should

Standards Clean/ Auditing Standard (SLAuS) is to be expressed when the auditor
Qualified/ establish standards and provide concludes that the financial
Disclaimer? guidance on the form and statements give a true and fair

content of the auditor’s report
issued as a result of an audit
performed by an independent
auditor of the financial
statements of an entity. Much
of the guidance provided can be
adapted to the auditors' reports
on financial information, other
than financial statements.”®

view (or are presented fairly,

in all material respects) in
accordance with the identified
financial reporting framework. An
unqualified opinion also indicates
implicitly that any changes in
accounting principles or in the
method of their application, and
the effects thereof, have been
properly determined and disclosed
in the financial statements."°

3 Department of Public Enterprise, “Guidelines for the Preparation of Annual Reports: Annexure IV", p.5. (Colombo 01, Sri Lanka: Ministry of Finance).
3 Ibis.

37 Department of Public Enterprise, “PED Guidelines”, p.25. (Colombo 01, Sri Lanka: Ministry of Finance).

38 Department of Public Enterprise, “Guidelines for the Preparation of Annual Reports: Annexure V", p.2. (Colombo 01, Sri Lanka: Ministry of Finance).
39 Sri Lanka Auditing Standard 700, “The Auditor’s Report on Financial Statements.” p. 2.

Y Ibis., p.7.
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Sub - Indicator Justification Code Description

“A qualified opinion should be
expressed when the auditor
concludes that an unqualified
opinion cannot be expressed

but that the effect of any
disagreement with management,
or limitation on scope is not so
material and pervasive as to
require an adverse opinion or a
disclaimer of opinion. A qualified
opinion should be expressed as
being ‘except for' the effects of the
matter to which the qualification
relates."

“A disclaimer of opinion should
be expressed when the possible
effect of a limitation on scope is
so material and pervasive that
the auditor has not been able

to obtain sufficient appropriate
audit evidence and accordingly is
unable to express an opinion on
the financial statements.”?

Right to Is the “Every public authority shall
Information information for the purpose of giving effect
pertaining to to the provisions of this Act,
the RTI officer ~ appoint, within three months of
available on the the date of coming into operation
website? of this Act, one or more officers
as information officers of such
public authority and a designated
officer to hear appeals.”

Right to Information Officer details
are available on the website.

Right to Information Officer
details are not available on the
website.

“Every public authority* shall
display in a conspicuous place
within the official premises

and on a website of such

public authority if any, a notice
specifying- (a) contact details

of the Commission and the
members of the Commission;(b)
contact details of the information
officer;(c)contact details of the
designated officer; (d)fees to

be charged for obtaining any
information from such public

authority.” #
4 Ibis., p.11.
4 Ibis.
4 Right to Information Act, No. 12 of 2016, p.16.
“ Ibis., p. 20.
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Sub - Indicator Justification Code Description

Does the SOE “(1)An information officer shall,

respond to a as expeditiously as possible

RTI within the  and in any case within fourteen
timeframe working days of the receipt of a
specified in the request under Section 24, make
Act? a decision either to provide the

information requested for on the
payment of a fee determined in
accordance with the fee schedule
referred to in Section 14(e) or to
reject the request on any one or
more of the grounds referred to
in section 5 of this Act, and shall
forthwith communicate such
decision to the citizen who made
the request."

Accessibility Doesthe SOE  “The Board of Directors and

of have a website? the management (of SOEs)

Information are responsible for managing
the enterprise and are finally
accountable to the public of
Sri-Lanka as ultimate owners of
public enterprises."

The SOE has a website.

Furthermore,”Public enterprises
are expected and encouraged to
develop and maintain their own
websites with all relevant data
and information including salient
financial trends from the Annual

Reports.#”
Does the SOE ~ “Public enterprises are expected
website contain and encouraged to develop and
sufficient maintain their own websites with
organisational  all relevant data and information
details? including salient financial trends

from the Annual Reports, that
would enable any interested
party to gain an insight of the
objectives of the enterprise, its
current performance and any
information which would be
of material interest to form an
opinion of its operations and
future trends.”®

“ Ibis., p.18.

“ Ibis., p. 11.

4 Department of Public Enterprise, “PED Guidelines”, p.27. (Colombo 01, Sri Lanka: Ministry of Finance).
4 Ibis.
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Sub - Indicator Justification Code Description

The condition of sufficiency will
be fulfilled if the website:

a) Contains “all relevant data
and information including
salient financial trends from
the Annual Reports, that
would enable any interested
party to gain an insight of the
objectives of the enterprise”;

b) Contains information on
“current performance”;

¢) Contains “any information
which would be of material
interest to form an opinion
of its operations and future
trends.” ¥

Does the SOE  The Ministry of Finance
website contain  Procurement Guidelines

tender and mandates that all public
procurement  enterprises must advertise a
details? particular procurement notice

“at least in one widely circulated
national newspaper, NPA website
and other relevant websites
where possible”.>®

All All Indicators Data is not available.

Indicators

Figure 1
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Annual Report (25% ) CO?CF;(:ZWE

Have Annual Does the
Year of the Annual Report

; Reports for .
State Owned Enterprises most recent P ' include the
the last five
Annual Report mandatory

; years been .
available ; provisions set
. tabled in ;
online ) out in the PED
Parliament? T
guidelines?

Maximum possible score
Banking and Finance

Bank of Ceylon 8.33 4.165 8.33 20.8
People’s Bank 8.33 4.165 8.33 20.8
National Savings Bank (NSB) 8.33 8.33 8.33 25.0
State Mortgage & Investment Bank (SMIB) 4.165 4.165 8.33 16.7
Housing Development Finance Corporation Bank (HDFC) 8.33 4.165 8.33 20.8
Pradeshiya Sanwardhana Bank (RDB) 8.33 4,165 8.33 20.8
Employees' Trust Fund Board 4.165 4.165 8.33 16.7
Insurance

Sri Lanka Insurance Corporation 8.33 4.165 8.33 20.8
National Insurance Trust Fund 0 4.165 8.33 12.5
Sri Lanka Export Credit Insurance Corporation 0 4.165 4.165 8.3
Agricultural and Agrarian Insurance Board 0 4.165 4.165 8.3
Energy

Ceylon Electricity Board 4.165 4.165 8.33 16.7
Ceylon Petroleum Corporation 4.165 4.165 8.33 16.7
Ports

Sri Lanka Ports Authority 4.165 4.165 4.165 12.5
Water

National Water Supply and Drainage Board 4.165 4.165 4.165 12.5
Aviation

Airport and Aviation Services (SL) Ltd 8.33 4,165 8.33 20.8
SriLankan Airlines Ltd 8.33 4.165 8.33 20.8
Transport

Sri Lanka Transport Board 0 4.165 4.165 8.3
Construction

State Engineering Corporation of Sri Lanka 0 0 4.165 4.2
Central Engineering Consultancy Bureau 0 4.165 4.165 8.3
State Development and Construction Corp. 4.165 0 4.165 8.3
Livestock

Milco Ltd 0 4.165 4.165 8.3
National Livestock Development Board 0 0 4.165 4.2
Plantation

SriLanka State Plantations Corporation 0 0 4.165 4.2
Janatha Estates Development Board 0 0 4.165 4.2
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Auditing Composite . . Composite
Standards Score Accessibility of Information Score

Is the Does the SOE Does the Does the

Is the Audit information respond to SOE website SOE website
. e Does the ) )
Clean/ pertaining to an RTI within contain contain

- . . SOE h -
Qualified/ the RTI offi cer | the timeframe webs?;/ee’?a sufficient tender and
Disclaimer? available on specified in : organisational | procurement

the website? the Act? details? details?

25 12.5 0 12.5 8.33 8.33 8.33 25.0
25 0 12.5 12.5 8.33 8.33 8.33 25.0
25 12.5 0 12.5 8.33 8.33 0 16.7
25 0 0 0 8.33 4.165 8.33 20.8
25 0 0 0 8.33 8.33 0 16.7
25 0 0 0 8.33 8.33 8.33 25.0
12.5 0 0 0 8.33 4.165 8.33 20.8
12.5 0 0 0 8.33 8.33 8.33 25.0
12.5 0 0 0 8.33 4.165 0 12.5
25 0 0 0 8.33 4.165 8.33 20.8
12.5 0 0 0 0 0 0 0.0
12.5 0 12.5 12.5 8.33 4.165 8.33 20.8
12.5 12.5 12.5 25 8.33 4.165 8.33 20.8
0 12.5 0 12.5 8.33 4.165 8.33 20.8
12.5 12.5 12.5 25 8.33 4.165 8.33 20.8
12.5 12.5 12.5 25 8.33 8.33 8.33 25.0
25 12.5 12.5 25 8.33 4.165 8.33 20.8
0 0 0 0 8.33 4.165 8.33 20.8
12.5 0 0 0 8.33 0 0 8.3
12.5 0 0 0 8.33 4.165 8.33 20.8
12.5 0 0 0 8.33 4.165 0 12.5
8.33 0 0 8.3

8.33 0 0 8.3

0 0 0 8.33 4.165 0 12.5

0 0 0 8.33 4.165 0 12.5
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Composite
()
Annual Report (25% Score

Have Annual Does the
Year of the Annual Report
State Owned Enterprises most recent Reports for include the
Annual Report the lastfive mandatory
available years be.en provisions set
online tal.aled " out in the PED
Parliament? guidelines?
Kurunegala Plantations Ltd 4.165 4.165 4.165 12.5
Chilaw Plantations Ltd 4.165 4.165 4.165 12.5
Kalubovitiyana Tea Factory Ltd 4.165 4.165 4.165 12.5
Sri Lanka Cashew Corporation 0 4.165 4.165 8.3
Non-renewable resources
Lanka Mineral Sands Ltd 0 0 4.165 4.2
Lanka Phosphate Ltd 4.165 4.165 4.165 12.5
Kahatagaha Graphite Lanka Ltd 0 4.165 4.165 8.3
Lotteries
Development Lotteries Board 4.165 4.165 8.33 16.7
National Lotteries Board 0 4.165 4.165 8.3
Health
State Pharmaceuticals Manufacturing Corp. 4.165 4.165 4.165 12.5
SL Ayurvedic Drugs Corporation 0 4.165 4.165 8.3
State Pharmaceuticals Corporation 4.165 4.165 4.165 12.5
Sri Jayawardenapura General Hospital 0 4.165 4.165 8.3
Media
Independent Television Network Ltd 0 0 4.165 4.2
SL Rupavahini Corporation 0 4.165 4.165 8.3
Sri Lanka Broadcasting Corporation 4.165 4.165 4.165 12.5
Other
Sri Lanka Handicraft Board 0 0 4.165 4.2
State Timber Corporation 0 4.165 8.33 12.5
STC General Trading Company 0 4.165 4.165 8.3
Lanka Sathosa Ltd 0 4.165 4.165 8.3
State Printing Corporation 0 0 4.165 4.2
Ceylon Fisheries Corporation 0 0 4.165 4.2
Ceylon Fishery Harbour Corporation 0 4.165 4.165 8.3
Ceylon Fertilizer Company Ltd 0 4.165 8.33 12.5
Colombo Commercial Fertilizer Company Ltd 0 4.165 4.165 8.3
Hotel Developers Lanka PLC 0 0 8.33 8.3
Lanka Sugar Company Ltd 0 0 0 0.0
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Auditing Composite Composite
Standards Score Score
Is the Does the SOE Does the Does the
Is the Audit information respond to SOE website SOE website
Clean/ pertaining to | an RTI within Sg:ehsat\:‘eea contain contain
Qualified/ the RTI offcer | the timeframe . sufficient tender and
Disclaimer? available on specified in website? organisationd | procurement
the website? the Act? details? details?
12.5 0 0 0 8.33 4.165 8.33 20.8
12.5 0 0 0 8.33 4.165 0 12.5
12.5 0 0 0 8.33 4.165 8.33 20.8
12.5 0 0 0 8.33 4.165 0 12.5
12.5 0 0 0 8.33 4.165 0 12.5
25 0 0 0 8.33 8.33 0 16.7
25 0 0 8.33 4.165 8.33 20.8
12.5 0 12.5 12.5 8.33 4.165 8.33 20.8
12.5 0 0 0 8.33 4.165 8.33 20.8
12.5 0 0 0 8.33 4.165 8.33 20.8
0 0 0 0 8.33 4.165 8.33 20.8
12.5 0 0 0 8.33 4.165 8.33 20.8
0 0 0 0 8.33 4.165 0 12.5
12.5 0 0 0 8.33 4.165 8.33 20.8
25 0 0 1] 8.33 4.165 8.33 20.8
0 0 0 0 8.33 0 0 8.3
0 0 0 0 0 0 0 0.0
12.5 0 0 0 8.33 4.165 8.33 20.8
25 0 0 0 8.33 4.165 8.33 20.8
0 0 0 0 8.33 4.165 8.33 20.8
12.5 0 0 0 8.33 4.165 0 12.5
12.5 0 0 0 8.33 4.165 0 12.5
0 12.5 0 12.5 8.33 4.165 8.33 20.8
12.5 12.5 0 12.5 8.33 4.165 8.33 20.8
12.5 12.5 0 12.5 8.33 4.165 0 12.5
25 0 0 0 8.33 4.165 0 12.5
0 0 0 0 8.33 4.165 8.33 20.8

29



Analysis of the above scorecard implies a recurrent
absence of adequate disclosure and transparency. From
the four main indicators outlined, Annual Reports and
Auditing Standards have a significant weightage on the
overall score of SOE governance. The PED's Guidelines on
Corporate Governance for State-Owned Enterprises direct
enterprises to publish their Annual Reports on their
respective websites “within 150 days from the end of the
financial year™' . However, as of March 2022, only 8 out
of the 52 strategically important SOEs have published
their Annual Reports for the year 2020, and only 23 have
published their Annual Reports within 2018 and 2020.

On the other hand, while the banking and finance

sector does appear to have higher scores in terms of
the availability and inclusion of mandatory provisions

in its Auditing Standards, other SOEs have not fared

well. 73% of the SOEs had received a “Qualified” or
“Disclaimer” opinion for their Auditing standards, broadly
indicating that the financial information of the entity is
not reported in accordance with accounting standards
or does not have adequate information for the Auditor
General to form an opinion on the company®2. This
disregards OECD Guidelines for Corporate Governance
of SOEs, which recommends developing efficient
internal audit procedures and ‘consistent reporting on
SOEs™3. Good practice also calls for utilising web-based
communications to facilitate access for the general
public- yet 44% of the above 52 SOEs received composite
scores less than 17 (out of 25) for ‘Accessibility of
Information’, implying that a little less than half of these
SOEs do not adequately facilitate such access for the
general public.

As per the preamble to the Right to Information Act,

the right of access to information is guaranteed- ‘to
foster a culture of transparency...and thereby promote

a society in which the people of Sri Lanka would be able
to more fully participate in public life through combating
corruption..and promoting good governance® .
Advocata’s non-financial indicators, however, did not
regard this prerogative. In the Right to Information sub
indicator titled “Does the SOE respond to an RTI within
the timeframe specified in the Act?”, which tracked

whether SOEs responded to RTI requests within the
specified timeframe of 14 days, only 7 SOEs responded.
Additionally, 42 of the 52 SOEs did not have information
pertaining to the RTI officer available on the website,
making it difficult to contact any relevant officer for
information.

Further, while the Ministry of Finance Procurement
Guidelines mandates that all public enterprises must
advertise a particular procurement notice "at least in one
widely circulated national newspaper, NPA website and
other relevant websites where possible™>, 50% of the 52
SOEs do not have any tender and procurement details.

Overall, the above indicates a common motif of a lack of
transparency, disclosure, accountability and adequate
control on the part of the state and the respective
Boards of Directors, implying the urgency of adequate
SOE reforms.

! Department of Public Enterprise, “Guidelines for the Preparation of Annual Reports: Annexure IV”, p.5. (Colombo 01, Sri Lanka: Ministry of

Finance).

*2Committee on Public Enterprises, Second Report of the Committee on Public Enterprises (Parliamentary Series No. 135). (Colombo, Sri Lanka:

Parliament of Sri Lanka, 2022).

S30ECD (2015), OECD Guidelines on Corporate Governance of State-Owned Enterprises, 2015 Edition, OECD Publishing, Paris, https://doi.

0rg/10.1787/9789264244160-en.
*4Right of Information Act, No. 12 of 2016.

%Sri Lanka Auditing Standard 700, “The Auditor’s Report on Financial Statements.” p. 2.
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CHAPTER 05

RECOMMENDATIONS

TO IMPROVE

GOVERNANCE

Empirical research, as mentioned

in this report, on the performance of
SOEs in Sri Lanka makes it evident

by now that as it stands, the current
political, institutional, and legislative
frameworks governing SOEs are
performing at a suboptimal level. There
is an urgent need, exacerbated by the
current economic crisis, to re-evaluate,
strengthen, and in some instances
completely overhaul the frameworks
governing SOEs. However, due to the
diversification of the SOE landscape
and the complexity of the state’s
involvement in these enterprises over
the last decades, there is no one size
fits all approach to the implementation
of such reforms. Rather, it should

be multifaceted and multi-pronged;
evaluated on a case-by-case basis and
implemented in the short, medium,
and long run.

Analysis of underperforming SOEs identify a complex
weave of factors, intertwined and compounding

the impacts of each other, contributing to the
underperformance. A deeper analysis, however,
triangulates onto a common thread among these
factors—non-competitiveness in the markets. Most
SOEs operating in Sri Lanka, whether by intentional
design or not, operate in markets that have little to

no competition. Market competition is an internal
driver and incentivises better performance and higher
efficiencies as the longevity of an SOE in such a market
is strongly correlated with their ability to “survive” in
such a market, whilst remaining lucrative. Hence, any
governance mechanisms to improve the performance of
SOEs must target this fundamental characteristic of the
markets in which they operate.

Whilst introducing new competitors would require

a more structural change to the markets, there are
governance mechanisms that can be adopted to
stimulate the operational and institutional frameworks
of a company operating in a highly competitive market.
This is a way for a company to operate as if in a highly
competitive market whilst in reality, remaining securely
as the only or one of the only players in the market in
which they operate in.

This process is formally identified as corporatisation—
the legal transformation of a company into one of the
legal corporate entities with corporate structures similar
to other commercial companies, including a board of
directors, management, and shareholders. By running an
SOE as if a limited liability company it will be subjected to
stricter forms of monitoring, reporting, and performance
standards. The shareholders have the power to vote out
those that do not meet performance targets and a listing
on the stock exchange subjects them to tighter reporting
standards that are in line with industry standards.

This can reduce the avenues for political interference
and can bolster transparency, especially when private
shareholders become partial owners of SOEs. It is also
important to note that there are different degrees of
corporatisation. Not all SOEs may need to go through
the full corporatisation process to operate optimally

and more efficiently than they do now. A few aspects

of this process relevant to the Sri Lankan scenario and
its adoption as effective governance mechanisms are
explored below.
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Short term

These reforms are those that can be implemented
immediately and will contribute immensely to the
implementation, credibility, and sustainability of the
longer-term reforms that are to follow.

1. STRENGTHEN THE ROLES AND
RESPONSIBILITIES OF THE BOARD OF DIRECTORS

In a commercial entity with limited liability, the strongest
oversight body is the Board of Directors (BOD). They

are responsible for acting in the best interest of the
owners, providing strategic guidance to companies to
meet its long term corporate goals, and monitoring the
performance of management in day-to-day operations.
Given this immense responsibility, improving the quality
and effectiveness of the BOD is considered to be a
fundamental step in ensuring a high-quality corporate
governance of SOEs.

In order to do so, a first step would be to explicitly
mention the roles and responsibilities of SOE boards in
relevant legislation, regulations, government ownership
policies, and the corporate charters. This emphasises
that all board members, whether appointed by the state
or shareholders/stakeholders, have the legal obligation
to act in the best interest of the enterprise. It further
provides them with a clear mandate and the ultimate
responsibility for the enterprise’s performance.

Given the fundamental role the board plays in the
strategic direction, operational role, and oversight of
an enterprise, it is crucial that competent members
are appointed to these roles. They must be chosen
through a rigorous due process which includes
adequate, transparent, and democratic appointment
procedures. Particularly in strategically important
SOEs, board members must be highly technically
skilled in the relevant field and possess the necessary

competencies and objectivity to carry out their functions.

Whether appointed by the state or shareholders, a
rigorous vetting process must be adopted based on
their qualifications, proven commercial, financial,

and sectoral track record, and competitive selection
procedure. By maintaining a strict transparent process,
the opportunities for political interference and state
appointment of ill-qualified individuals to the board is
minimised.

Further, measures must be taken to bolster
independence and minimise the effects of vested
interests in the BODs. Whilst members may have vested
interests, there must be measures in place to mitigate
the effects of such when they do arise and maintain

the necessary independence of the board. This assists
members to objectively and independently carry out
their board duties in the best interest of the corporation.

As with private sector best practices, a periodic
systematic evaluation processes must be in place to
appraise each member’s performance and efficiency.
This assists owners in evaluating if the “best” person

is in each role and incentivises board members to
perform at their optimal capacity. These evaluations
could also be instrumental in developing effective
training programmes for new board members and serve
as a helpful source of information for future board
nomination processes.

2. THE STATEMENT OF CORPORATE INTENT

Whilst setting the roles and responsibilities of the BOD
in legislature and empowering them with the ability to
provide strategic guidance, there must be a framework
that explicitly states the short and long term corporate
goals and path adopted by the SOE. In the absence

of such a framework, there is significant information
decentralisation among stakeholders—the BOD will
be aware of the goals and enterprise strategy but this
information will not be fully accessible to the public
officials and civil society monitoring SOE performance
and the public funding the enterprises.

Such a forward-looking framework, accessible to all
stakeholders of the corporation, is needed to improve
transparency, raise accountability of the board, and
reduce information gaps among stakeholders regarding
the overall corporate goals the BOD is working towards.
This need is what the Statement of Corporate Intent (SCl)
aims to fulfil.

First introduced to the public sector of Sri Lanka in 2017,
the SCl is a tripartite agreement signed by the Chairman
of the SOE on behalf of the BOD, the Secretary of the
relevant ministry the SOE falls under the purview of, and
the Secretary of the Ministry of Finance. It sets out the
SOEF's vision, mission, goals, objectives, targets, multi year
strategic plan, capital expenditure and financing plans,
and explicit financial and governance key performance
indicators (KPIs) for the medium term?®.

A key feature of an SCl is that it is not a singularly-
focused, standalone document formulated by the
BOD on the corporate goals and path. Rather, it is

a framework through which multi-year corporate
goals and strategy are tied to the larger macro-fiscal
framework, objectives and assumptions governing
the projected medium-term budgetary framework of

*Department of Public Enterprises, “Guidelines on Statement of Corporate Intent”, p.1-2 (Colombo 01, Sri Lanka: Ministry of Finance).
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the national economy. As such it brings in multiple
stakeholders to agree on a forward-looking path for SOE
performance and management.

As it provides a mechanism for enhancing the
operational, financial and service delivery of SOEs
within the macroeconomic policy framework of

the government, it is especially important for SOEs
considered to be strategically important by the Ministry
of Finance given the contribution and impact their
operations has on the overall fiscal environment.

Further, in its implementation, the SCI moves beyond

a planning tool to a monitoring tool by providing the
capability to periodically review the performance of the
SOE against the goals set in the SCI. It not only allows
for internal monitoring by the BOD, shareholders, and
internal audit units but external monitoring as well

by reporting and submitting progress reports to the
Ministry of Finance, Supreme Audit Institutions, and
Cabinet of Ministers.

This creates a highly transparent operational
environment within the SOE leading to better
accountability mechanisms. However, the effectiveness
of the SCI process will depend fundamentally on the
extent to which it will be used as a management,
supervision, policy-making and monitoring tool by the
stakeholders.

Medium to long term
1. ENFORCING FINANCIAL DISCIPLINE

A fundamental component of the governance of a
corporation is the obligation to prepare financial
statements for external auditors in a timely manner
whilst adhering to international best practices. With
corporatisation of SOEs, especially into limited liability
companies, they are automatically subjected to
stricter and more rigorous accounting, disclosure, and
compliance, auditing, and reporting standards.

As it stands currently, SOEs have poor financial
discipline where the format, information disclosure,

and publication of audited annual reports are sporadic
and inconsistent. As at November 2021, 25 out of 52
strategic SOEs do not have financial data available online
from 2017 onwards®” . This poses a serious hindrance

to the state and the public in maintaining oversight and
accountability over the operations of the enterprise. This
issue is exacerbated for strategically important SOEs for

which the state bears significant financial risks through
fiscal dependence on the national budget and treasury
guarantees.

Proper disclosure of financial and non-financial
information and strong discipline bolsters stakeholder—
both state and public—oversight and limits the
opportunities for the misappropriation or waste of public
resources, and poor decision making by management in
public investments with little to no consequences.

It further reduces the information gaps and asymmetry
between stakeholders in charge of monitoring SOEs,
allows for better informed ownership of the SOE, and
better scrutiny over the allocation of spending in SOEs
and optimal utilisation of public resources. This all
culminates in improved performance.

Therefore, regardless of their legal status and degree of
corporatisation, at a minimum, SOEs must be subjected
to the same reporting standards as a listed company.
They should publish timely reports in a consistent
format to communicate key financial and non-financial
information and subject their annual reports to review
by an independent external auditor in addition to the
current auditing by the Supreme Audit Institutions.

2. PRICING FREEDOM FOR KEY UTILITIES

Over the past decades, SOEs have been used by
successive governments to fulfil special social and
public policy needs, particularly through the control of
prices at which SOEs sell their products and services.
The state has intervened and manipulated market
conditions in scenarios the state deemed as being
market failures and requiring government intervention—
the markets disproportionately benefiting one party. A
prominent method through which this has been done
is implementing and maintaining price controls—floors
and ceilings—especially for essential commodities such
as rice, cooking gas, and fuel.

A key issue with the state manipulating prices and
impeding the functions of free market forces is that as
an external party, they do not have access to all key
information needed to make an informed decision on,
a) if a price intervention is needed; b) the magnitude of
the price manipulation required; c) the frequency of the
changes and for how long; and d) the actual medium to
long term impacts of such interventions.

As a result, there have been recorded instances of
such price controls causing medium to long term
artificial shortages and surpluses resulting in distorted
earnings of SOEs. Any losses incurred by the SOEs are

*’Publicfinance.lk. “25 of 52 Key SOEs Identified by Ministry of Finance Do Not Have Financial Data Available Online from 2017 Onwards.” public-
finance.lk, December 21, 2021. https://publicfinance.lk/en/topics/25-of-52-key-soes-identified-by-ministry-of-finance-do-not-have-financial-data-

available-online-from-2017-onwards-1640065932
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absorbed by the central government causing undue
fiscal pressures on the national budget. Further issues
include exacerbated income inequality if more of the
price controlled items are consumed disproportionately
by the higher-income groups and the knock-on effects
government borrowings being utilised to bear SOE losses
has on future tax rates.

For example, the CEB reported that government
imposed on the price of electricity caused a loss of Rs
104,271 million in 2019 and Rs 60,431 million in 2018.
Fuel prices in Sri Lanka are controlled by the government
and revisions are made on an ad hoc basis. Any external
shocks to fuel prices are not passed on to consumers
and are instead absorbed by the state.

Therefore, the state must move away from an
interventionist role to that of an oversight agency. The
BOD of each SOE must be empowered with the power
to make pricing decisions for their products. As the
body in charge of determining the strategic path and
daily operations, the BOD has all necessary information
to make well-informed pricing decisions in a manner
that reduces market imbalances. This is one reason as
to why a strong BOD made up of individuals who have
financial, operational, and sectoral experience is needed.
A well-equipped BOD with the necessary experience,
qualifications, and access to better information is
capable of making better pricing decisions than an
external party, the state.

3. DUPLICATION OF KEY INSTITUTIONS AND
FUNCTIONS

Sri Lanka has an ever expanding SOE landscape with the
a 2019 report placing the number at 527%8. The country
also experiences frequent yet ad hoc cabinet reshuffles
and ministerial portfolio changes—the number of
cabinet and state ministries and their purviews change
quite drastically. With such changes, there are expectedly
changes and issues to the state oversight of SOEs.

One such issue is the changes to the ministry an

SOE falls under the purview of. Previously, Sri Lanka
Thriposha Ltd was under the Ministry of Health as they
have the necessary expertise on governing a product
such as Thriposha, predominantly aimed at children

and lactating mothers for the health benefits. However,
in September 2020, it was under the State Ministry of
Women and Child Development, Pre-School and Primary
Education, School Infrastructure and School Services®.
These changes, in instances to ministries that may not
be best suited for having oversight over particular SOEs,
create significant inefficiencies through not just lapses in
monitoring but also the quality of monitoring.

Further, there have been instances where SOEs with
similar functions were assigned to different ministries
with yet again similar purviews to one another. For
example, the Social Security Board which is tasked with
providing social security to self employed persons during
their old age and on disability is under the Ministry

of Women, Child Affairs and Social Empowerment.
However, the Samurdhi Authority which provides
another social security scheme is under the Ministry

of Samurdhi, Household Economy, Micro Finance,

Self Employment, Business Development. By creating
different oversight bodies with similar functions and
purviews create inefficiencies through duplication of
work, decentralisation of expertise, and thoroughness of
guiding and monitoring SOEs.

4. ENHANCING THE EFFECTIVENESS OF
CORPORATE GOVERNANCE IN SRI LANKA SOES

The current guidelines and the legislative and
institutional framework that governs the operation of
SOEs in Sri Lanka are in need of deep reforms. Given
the loss-making nature of several SOEs which has aided
in leading the country down a path of unsustainable
debt, the rationale for state ownership of these SOEs,
particularly in strategic sectors, is questioned. The state
has failed in the discharge of its duties as owner by
overlooking highly inefficient and ineffective financial
and operational performance of several SOEs.

One study which looked at the applications of the
Temasek model for SOE reforms in China concludes
that the Temasek model succeeds due to the 2 general
principles: non-intervention and non-preference. Due to
the political make-up of China, which follows a party-
heavy ‘National Champions model’, where the ultimate
loyalty is to the party, replicating the success of the
Temasek model would be impossible.

Sri Lanka's political system is not like China and is closer
to that of Singapore which follows English law. The
barriers to the use of the Temasek model by China do
not apply in the same way to Sri Lanka. However, given
Sri Lanka's political culture ensuring non-intervention
in practice would present a challenge. Therefore the
Temasek model could be used for entities where
privatisation could not be attempted in the short-
term. As these would be retained under state control,
placing them in a Temasek-type structure would be an
improvement over the current arrangements.

®Advocata Institute, “The State of State-Owned Enterprises in Sri Lanka- 2019. Systemic misgovernance: a discussion.” (Colombo, Sri Lanka:

Advocata Institute, 2019).

*9Sri Lanka Thriposha Ltd, Message from Hon. Piyal Nishantha de Silva
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PART 2:

CONSOLIDATION PLAN




STATE OWNED ENTERPRISES

CONSOLIDATION

Privatisation Agency

+ Its main objective will be to kick start the
divestiture process of heavily loss making entities.

+ Developing a medium term reform plan for SOEs.

Holding Company

TEMESEK Holdings in Singapore.

Undertake divestiture of SOES with commercial
orientation which can be easily privatised.
E.G. - Sri Lanka Telecom

s

Negotiating Technical Assistance Credit

+ Technical assistance credit to facilitate the
financing aspect of the specific project.

+ Itis important to conduct feasibility studies and
pilot-testing for consolidation of the loss making
SOEs in Sri Lanka

\_

Identification
Conduct pre-feasibility and assessment of
commercial viability.

Prepare summary of privatisation parameters for
distribution with project outline.

Preparation of Technical Documents

+ Preparation of bid documents including details of
expected performance, schedule, nature of the
anticipated financial bid, required contents of the
bid package and criteria to be used for selection.

+ Advertising and publishing.

~

Privatisation of Sri Lanka Telecom

Sell a 10% stake in SLT to the joint venture, partner.

The Government owns 49.5% of SLT but acts

like the majority investor. The government

should reduce its stake by selling off a significant
proportion of its holdings to the existing
shareholders and thereby forgo any management
obligations, thereby prevent interfering in day to
day ‘'management of the company.

Privatisation of SriLankan Airlines

+ Disposal of SriLankan Airlines

« Liberalise the various components such as catering and
ground handling. Open it up for competitive bidders.

» The state will have to bear the bad debt collected on the
SLA account.

- Create an asset management company to handle the assets

of SLA in order to ‘utilize the capital to generate profits.

+ Structure the sale of the Airline with a ‘local minority
partner and an international majority shareholder.

36

Strategies to Continue
the Privatisation Process

Implement mechanisms for SOEs including public
corporations to manage liabilities and improve data
availability.

Assess the risk of lending to SOEs through State Banks.

Bring professional level control and regulation to key
entities.

Fit and proper test as a formal mechanism of
appointment.

Figure 3



CHAPTER 1

PRIVATISATION |
AS A LONG TERM GOAL

1.1
Advantages of Privatisation

P A reduction in the drain of government resources.

P The generation of new sources of government
revenues through receipt of proceeds.

P The improvement of infrastructure and delivery of
public services by the involvement of private
capital and expertise.

P The improvement of the regulation of the economy
by reducing conflicts between the public
sector’s regulatory and commercial functions.

P The improvement of the efficiency of the economy by
making it more responsive to market forces.

P The broadening of the base of ownership in the
economy.

P The enhancement of capital markets due to
increases in listed companies and market size,
wider investor base and improvements to the
regulatory environment.

1.2
Implementing privatisation

Privatisation is a complex process involving financial,
legal, social, marketing, and other issues. The
government ran a successful privatisation programme
beginning in 1987 but the institutional structure to
handle such a programme has since been dismantled
and the problems today are far worse. The number

of state entities has multiplied over the last two
decades and vested interests have proliferated. The
administrative system is much more fragmented and
suffers from severe capacity limitations.

It is essential that the government seeks technical
assistance from multilateral agencies to prepare

a comprehensive strategy for restructuring and
divestment.

This would include a public awareness programme -
both locally and internationally - internationally- aimed
at providing information to all stakeholders about

the status and impact of the implementation of the
privatisation programme. It may be necessary to conduct
workshops and seminars for potential investors, workers
and other stakeholders. Print and broadcast media

could be used to build public support. Internationally,
privatisation promotion tours may be undertaken to
meet targeted audiences, particularly investors.

Due to the large number of entities involved, some of the
transaction preparation would need to be outsourced to
external consultants.

There is no one way to go about privatisation; a variety of
methods are available depending on the circumstances
surrounding specific entities. The methods include

asset sales, public offerings, competitive tendering,

joint ventures, concession and lease agreements,
management/employee buyouts, management
contracts, mass privatisation using vouchers, and
liquidation followed by an asset sale. Privatisation is an
approach to practical problems of budget constraints,
waste and debt. There are a number of techniques that
can be adopted and tailored to each situation to ensure
provisions for the concerns of various interest groups as
activities are transferred from the public to the private
sphere.
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CHAPTER 2

CRITICAL REFORM |
STEPS : CONSOLIDATION

Sustainable public finances and overall economic
efficiency require a reduction and then elimination

of the losses of SOEs and a transformation of their

role. Broadly, the reform programme would include
corporate restructuring; introduction of competition
and (where necessary) improvements in regulatory
frameworks; divestiture where possible; and contracting
out of services.

Critical reform steps include:
a. explicit recognition and consolidation of all financial

support to SOEs,

b. imposition of hard budget constraints and better
governance of firms,

C. increasing output prices to at least cost recovery
levels,

d. permitting private entry to markets currently
monopolised by the state,

e. divestiture, downsizing or closure of unviable entities,

f. the introduction of a holding company under which
all commercial entities should be placed,

g. reviewing all such entities based on their financial
outturn and dependence on state funds,

h. shortlisting subsidiaries that can be recognised as
commercial ventures for disposal.

2.1

Enforce greater financial discipline in
the SOE sector

Many SOEs finance their activities based on government

guarantees or letters of comfort issued to their bankers.
State banks, such as the BoC and the People’s Bank,

have also traditionally backed these SOEs with soft
loans. Losses must ultimately be funded in cash and
unconstrained access to finance undermines the
discipline that is induced by banks in normal commercial
transactions.

Limiting the quantum of guarantees issued will force
the entities to look to commercial sources for funding,
which will bring about a certain level of discipline. This
is particularly important for commercial entities. The
Treasury should ideally follow a philosophy in which the
granting of guarantees and letters of comfort should be
phased out and any support offered should be linked to
clear KPIs. Clear communication of this intent to both the
banks and the entities concerned will serve to signal a
commitment to discipline. This is explored further in the
comments on performance contracts.

2.2
Implementing a comprehensive and
effective competition policy framework

A sound legal framework is an important component of
competition policy®.

An effective competition policy framework is a
precondition for a successful privatisation process. In
1987, the Fair Trade Commision was established to
manage problems related to anti-competitive behaviour
such as monopolies, mergers and acquisitions®'.
However, it was abolished in 2003% and the Consumer
Affairs Authority (CAA), tasked instead with addressing
consumer matters, was established in its place.

The process of establishing a competition policy
framework faced many challenges in Sri Lanka including
a weak policy framework and poor enforcement.

%0ECD, The Role of Competition Policy in Regulatory Reform. (Paris, France: OECD Publications, 2002).
°" Knight-John, Malathy, and P. P. A. W. Athukorala. “Assessing privatisation in Sri Lanka: Distribution and governance.” Reality Check: The Distri-

butional Impact of Privatisation in Developing Countries (2005): 389-426.

2Consumer Affairs Authority. “FAQs.” www.caa.gov.lk, June 26, 2022. http://www.caa.gov.lk/web/index.php?option=com_content&view=arti-

cle&id=75&Itemid=496.
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2.3

Eliminate fiscal imbalances and
misallocation of resources: Market
price products and introduce
competition.

This is the most urgent reform for the entities in the
energy sector. The management of the CPC, CEB and
Litro Gas should be given the freedom to price products
and services on a cost-recovery basis. To protect
consumers, 3-4 new licenses for the distribution of

fuel and gas should be awarded through a competitive
tender. To promote efficiency, the electricity sector
should be unbundled and regulations relaxed to

permit greater private participation, such as through
Power Wheeling. A transparent pricing mechanism that
itemises costs should be put in place. Consumers should
be aware of the following cost elements:

a. Energy costs: This includes own generation costs and
those paid to the private generation companies. This
must be broken down into fuel costs and
costs of operating the power stations, such
as the manpower and maintenance costs, as
well as the capital cost of the stations.

b. Network costs: This reflects the cost of transporting
electricity through the power grid.

¢. Overhead costs: This is to recover the costs of central
administration, billing and meter reading, data
management, retail market systems and
market development initiatives.

Consumers may be expected to pay for higher global
prices but cannot be expected to pay higher costs due to
inefficiency, waste or corruption.

Repricing electricity needs to be carefully planned to
minimise the negative impact on low-income families.
The CEB should help customers learn how to monitor
and reduce their energy consumption. This could be
done through the provision of smart meters and online
tools. Rationalising import tariffs will enable consumers
to purchase energy-efficient home appliances.

Prices of other utilities, including water, would also need
to be adjusted to reflect the higher costs of energy.
Again, the increases in cost would also need to be
managed carefully to minimise the impact on the poor.
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CHAPTER 3

GENERAL

CONSOLIDATION

3.1
Creating a privatisation agency

The need for a privatisation agency

The need for an agency which can provide an
institutional framework to ensure the orderly
implementation of the privatisation programme
becomes necessary due to the large and diverse
portfolio of businesses that fall under the state umbrella.
The agency will need to review the list of SOEs and make
an assessment of the entities on the following criteria:

1. Present and future profitability and commercial
viability

2. The proportion that could be divested based on
capital market constraints

3. Nature of the market with natural monopolies being
dealt with separately

Through the assessment proposed above an initial list
of entities, falling under the following categories, can be
developed:

a) Unviable entities to be closed,

b) Entities that could be disposed after significant
restructuring,

c) Entities that could be relatively easily disposed.

The agency would need to work on various aspects
including a policy for labour redundancies and winding
up procedures. Entities selected for disposal will
require a degree of restructuring of their finances and
operations to bring them to a state suitable for disposal
within a set time frame. Transaction preparation
activities may include due diligence reviews, financial
auditing, asset valuation, financial restructuring, and
legal transformation (into limited companies where
required). Transaction execution could include business
valuation, design of market-based sales strategies,
marketing, negotiation, and actual divestiture.
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Role of a privatisation agency

In the restructuring process, priority should be given to
the entities that depend entirely on budget support, with
those partially dependent on budget support being the
next priority.

An objective review of entities must be carried out

to determine whether the continued investment of
state funds would be cost-effective from a financial
perspective, and whether the asset could provide strong
public interest benefits. Where there is a public service
function that cannot be delivered by the private sector
on terms acceptable to the government, then there is a
case for retaining the asset.

It should be noted that the state should only be involved
in natural monopolies (such as the transmission
mechanism of the CEB). It is difficult- if not impossible

to ensure a level playing field if the state is both a

player and the referee - as discussed in Chapter 4.1.
Furthermore, the state should not be involved in loss-
making enterprises for the sake of public welfare. It is
significantly more efficient for such welfare measures to
be undertaken by dedicated agencies (such as Samurdhi)
which provide assistance to those who need it the most.

A financial viability test may be used to identify under-
performing assets. Any asset that is returning less
than a hurdle rate - the cost of funds and perhaps a
risk premium (if it can be calculated, depending on the
industry) - is not performing well. At a minimum, the
return must exceed the effective cost of debt to the
government. It is not a question of whether the asset
earns a return - it is a question of whether the return
earned is greater than the cost of the debt.

Profitability should not be assessed only in absolute
terms but also in relation to assets employed; the
percentage return on assets. Naturally, subsidies,
grants and other transfers which are often made to
state enterprises - which may, in certain instances,
enable them to report notional profits - would need

to be stripped out to make a proper assessment. The
assessment must identify the real return from the asset,
free of distortion from any transfers.



The assessment should also take into account the fact
that almost almost all SOEs (except a select few) do

not operate in competitive markets. Many SOEs take
advantage of their monopolistic position to report profits
despite underlying inefficiencies. Litro Gas Lanka Ltd,

for example, dominates the supply of cooking gas to the
Sri Lankan market. Their closest competitor is Laugfs
Gas PLC, which accounts for a mere 20% of the market.
Although there is no direct evidence of collusion, in 2021,
the Executive Director of the Consumer Affairs Authority

two companies were colluding to increase profitability®.
To date there has been no independent inquiry into this
allegation of collusion between the two companies.
There are around 200 commercial ventures that seem
to have few public service obligations and where broad
agreement on disposal could be reached. These include
hotels, construction companies, paint manufacturers,
plantations (tea, rubber, coconut) and retail shops. A list
of these entities appears in the annexure of the report
and should be examined to identify potential candidates

(Sri Lanka's anti-competition regulator) alleged that the

Privatisation Action Plan for the Public Sector

Identify Priority
Projects

Publish advertisement

Contact selected
parties for direct
canvassing

Identify where private
sector participation is
necessary

Prepare
pre-qualification
advertisement

Distribute
project outline to
respondents

Negotiate with the

for disposal.

Conduct a
pre-feasibility study
and assessment of
commercial viability

Prepare summary
of privatisation
parameters for

distribution with
project outline

Prepare
pre-qualification
“short-list”

Evaluate tenders

Identify related
infrastructure
investments essential
to viability of
proposed project

Prepare and publicise
project outline

Distribute bid
documents

Respond to technical
queries during tender

top-ranked bidder

period

Source: United Nations Economic and Social Commission for Asia and the Pacific

3.2
Listing of financial entities

State banks, insurers and other entities in the finance
sector have reasonable standards in financial reporting.
These entities may be listed on the stock exchange.
Banks require further capital and this could be raised
through the market. The government could gradually
sell down its stake in the market.

Figure 4: Privatisation Plan for the Public Sector

 James, P C. “Gas Cylinder Explosions: Litro Responds to Claims - Ceylon Independent.” Ceylon Independent. www.independent.lk, November
25, 2021. http://www.independent.lk/gas-cylinder-explosions-litro-responds-to-claims/.
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Divestiture of holdings in listed entities.

The in some listed entities, such as plantation
companies, as a result of earlier privatisations.These
are mostly minority shareholdings and could be easily
disposed.

Agalawatte Plantations PLC, Balangoda Plantations
PLC,Bogawantalawa Tea Estates PLC, Elpitiya Plantations,
Horana Plantations PLC, Kahawatte Plantations, Kegalle
Plantations PLC, Kelani Valley Plantations PLC, Kotagala
Plantations, Madulsima Plantations PLC, Udapussellawa
Plantations PLC, Malwatte Valley Plantations PLC,
Maskeliya Plantations PLC, Namunukula Plantations PLC,
Talawakelle Tea Estates PLC and Watawala Plantations
PLC are all listed on the CSE but have the Secretary

to the Treasury as their golden shareholder. A golden
share refers to certain powers that the state retains

that gives them veto power over certain decisions.
Going forward, this needs to be removed and any
minor shareholding by the government needs to be
disposed of.

Disposal through listing on CSE

Previous successful experience with privatisation in Sri
Lanka involved the sale of a majority stake to a strategic
investor, followed by a public offer and the listing of
shares with employees being gifted 10%.

The free shares distributed to employees succeeded

in winning over employees and retail investors which,

in turn, influenced overall public perception positively.
Chambers of Commerce, stockbrokers and the Colombo
Stock Exchange and the SEC will all be in favour of
listings as it brings new activity to the market and
increases the market capitalisation, potentially bringing
the market to the attention of new foreign investors. This
constituency can help champion the process.

The three major privatisations that were reversed during
the previous regime (SriLankan Airlines, SLIC and Lanka
Marine Services) were not listed and did not distribute
shares to employees, thus failing to win wider employee
and public support. The sale of the majority stake in SLIC
and LMS were under allegedly dubious circumstances
(The airline privatisation was reversed following a spat
about allocating seats to a presidential entourage).

Drawing on these experiences, the useful lessons are:

General principles of sale

1. Avoid sales of majority stakes to strategic investors as
this prompts a charge of selling heirlooms as well as
creating opportunities for corruption.

2. instead use direct public listings on the CSE, ensuring
wide retail and key stakeholder participation.
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3. Establish credibility of the process by beginning the
privatisation process for a few SOEs which are already
listed.

If key stakeholders are participants in a sale, it leaves
opponents with few easy targets to attack, making the
process more difficult to oppose. This is discussed below.

Ensuring stakeholder participation in a sale

Itis politically desirable to spread the ownership of
privatised shares widely and distribute the financial
windfall that arises accordingly. Public offerings with a
bias towards small local investors are preferred.

Key points

» Employees should be allocated a proportion (say
10%) of the offering free of charge, which will
help secure employee/union/management buy-
in. Employees may also be offered a further
preferential allocation in the public issue. It is
important to educate key stakeholders (such as
union leaders) about the advantages of
privatisation for them; this was done in the
privatisation of SLT.

P Customers may also be offered a preferential
allocation in the public issue. For institutions with a
wide retail base (BoC, People’s Bank) this will help
bring about wider public support.

P The initial public listing should be of minority stakes -
10-15% which are harder to fault.

P> The pricing should ensure a significant aftermarket
premium which will build wider public interest in the
process. Government should seek to maximize price
advantage over a period of time rather than in the
initial offer or in any individual sale.

P> Allocation should be biased towards small retail
investors leaving sufficient unsatisfied demand,
particularly among local institutions to drive the
secondary market. The early success of retail investors
in the pilot stage will attract wider retail participation
in subsequent issues and be a key factor in bringing
about widespread public participation and support for
the process.

P Most difficult are majority sales to corporates,
particularly if foreign. The most recent examples were
seen to be tainted and therefore, reverting to this
is likely to be unpopular. It is best avoided altogether,
especially in the early stages.

This process must be explained beforehand to key
stakeholders to get buy-in. The successful pilot projects
(described below) will help secure this. All stakeholders
must be on-board before the news is public.



Establishing credibility

It is important to establish credibility if momentum is to
be sustained. There needs to be a gradual buildup in the
process but the identified sectors are all large (and with
the exception of the airline) seen to be more sensitive.

A pilot project involving less contentious entities
preceding the main reforms will allow opportunities to
test the concept, build support and enable opponents
to be more easily won over. This will also enable the
engagement process and tactics to be refined based on
real experience.

3.3
Liquidating insolvent SOEs

An agency should be established to deal with insolvent/
near-bankruptcy SOEs. It could be structured as a trust/
holding company into which the ownership of the
unviable SOE is immediately transferred as soon as it
becomes politically feasible. This agency would be given
a mandate to liquidate assets and settle creditors. This
will prevent backsliding when the pressure for reform

eases.
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CHAPTER 4

TEMASEK |
MODEL

4.1
Viability of the Temasek Model

It should be first noted that the Temasek Model is the
‘second-best solution’ for Sri Lanka. In any economy, the
optimal method for ensuring efficiency is by subjecting
SOEs to the rigours of market competition (and to
regulation when necessary). In a Sri Lankan context -
given the local political culture where it is the norm to
have ministers and other stakeholders play an active role
in SOE management - it is improbable that the state can
ensure a healthy and efficient market while owning one
of the players. Even in relatively unregulated industries,
the state may tip the scales in favour of its own player
through policies including preferential access to credit
through state banks. Therefore, state ownership of a
company through the Temasek Model is only necessary
for natural monopolies (such as the transmission
network of the CEB) and entities that cannot be
privatised in the short-run and where the state will need
to retain control for some time.

4.2
Background

The Temasek Model is derived from the structure of
Temasek Holdings Limited, a state-owned holding
company and sovereign wealth fund in Singapore.
The main features of this model include an “active
investment strategy®” that requires a policy of non-
interference and non-preference (i.e. the government
would not favour nor support the firms that Temasek

owned). As a result, the board of directors and
management of Temasek were given full leeway

to manage the fund and its government-linked
corporations (GLCs) in a manner that befit its mandate;
this mandate initially positioned the fund to fulfil a
“domestic investment agenda aimed at diversifying and
developing Singapore's economy [but in 2002 would shift
to] a new role ‘as a commercial investment company
to create and deliver sustainable long-term returns®”.
An in-depth analysis of the organisation’s history and
structure is available in chapter 6 of the main report.

4.3
Developing an SOE holding company in
Sri Lanka

For Sri Lanka to follow such a ‘Temasek Model," a holding
company must be established with a competent board of
directors and management and be given a sufficient cash
infusion at the time of establishment. The government
must make it absolutely clear to all stakeholders that

it intends to follow the principles of non-interference
and non-preference entirely (although this may be
politically unwieldy given the power of interest groups
such as the trade unions of the affected SOEs). It must
be clear to the holding company that they are to be
entirely self-financing (following the initial cash infusion).
In Temasek’s case, the fund has five primary sources

of funding: company dividends, divestment proceeds,
distributions of fund investment earnings and, since
2005, long- and short-term debt issuances following

the company’s inaugural credit rating in 2004%. In the
case of a Sri Lankan holding company, funding in the
nascent stages of development will likely be sourced
from divestment proceeds as various SOEs are either
corporatised (with unproductive assets auctioned off) or
the firm itself sold off as the board sees fit.

Clacher, lain; Ng, Wilson (2010). The evolution of sovereign wealth funds: Singapore’s Temasek Holdings. Journal of Financial Regulation and

Compliance, 18(1), 7

Sshttps://search.informit.org/doi/epdf/10.3316/informit.348138453614661 pg 41
https://search.informit.org/doi/epdf/10.3316/informit.348138453614661 pg 42
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To establish credibility and build popular support for The underlying fear for unions may possibly be loss of

these moves, the state may wish to first implement a power or influence if units are spun off. Therefore, due
pilot programme as discussed in Section 1.6. However, in to misaligned incentives described earlier, centralising
the interest of stemming losses and ensuring a smooth ownership of SOE's under a single holding company
transition for all SOEs in the near future, the government may prove to be more difficult as it is likely to involve
can begin corporatisation reforms immediately - managing simultaneous conflicts across multiple
particularly for the five largest loss-making SOEs. ministries.

Corporatisation and governance reforms are analysed in
Advocata's SOE Governance Plan

Although the board of directors of Temasek and

the political elite of Singapore were intertwined -

for example, CEO Ho Ching (2004-21) is the wife of
Singapore’s Prime Minister - it will be unwise to pursue
this strategy in Sri Lanka given the environment of
corruption and political patronage. It is likely that a
system to ensure that the board remains as independent
as possible and is not answerable to a single authority
figure like the President but rather to the Parliament is
better suited to the Sri Lankan context. (In Singapore,
while the President must concur with the appointment
of a CEO or director of the fund to ensure the fund
operates in the broad commercial interest of the state,
government officials have no constitutional power to
interfere with the management and operations of the
company®).

In the medium- to long-term, the Sri Lankan holding
company should pursue the policy of listing on the
Colombo Stock Exchange. This strategy is explored

in detail in Section 1.6. The board of the holding
company may also, assuming that corporatisation reaps
dividends and SOEs become independent and profitable
enterprises, wish to shift to a commercial mandate and
explore further investment opportunities.

4.4
Potential roadblocks to an SOE holding
company

From a political perspective, since this does not involve
a sale of any institution, prima facie, the majority

of stakeholders may appear to be unaffected. The
main opposition would be expected to arise from line
ministers who would see diminished opportunities

for patronage/corruption. Yet in the past trade unions
have opposed similar moves (and even outsourcing

of processes) seeing it as the precursor to disposal.

’Chen, Christopher. “Solving the puzzle of corporate governance of state-owned enterprises: The path of the Temasek model in Singapore and
lessons for China.” Nw. J. Int’l L. & Bus. 36 (2016): 321.
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CHAPTER 5

TECHNICAL
ASSISTANCE

Technical Assistance (Credit)

Technical assistance is a form of aid given to developing
countries by international or multilateral organisations.
The objective of technical assistance is to provide

either expertise or financial aid, or both, to promote
development. Technical assistance is necessary to

aid the privatisation process in Sri Lanka because of
insufficient technical capacity and funds to set up a
privatisation agency.

How can technical assistance fuel
privatisation

The government reform agenda and its policy objectives
should be clear in order to begin the process of
requesting for technical assistance. The institutional
framework and an operational plan of the privatisations
needs to be determined as a prior step.

As a first step of technical assistance, a scoping study
must be conducted to identify the key SOEs that should
be privatised®® .

With the support of technical assistance agencies, the
privatisation agency or the holding company needs to
prepare to restructure the SOEs for privatisation® . That
may include steps such as:

a.ldentifying critical issues related to business and
regulatory environment

b.Carrying out processes to address such issues through
legislation

c.Identifying a suitable strategy to sell

d.Implementing processes to attract potential buyers
and manage the sale

In the long run, technical assistance continues to
develop sound monitoring mechanisms to evaluate SOE
performance. Further, it assists privatisation agencies to
strengthen their evaluation capacity through effective
and timely review systems.

For example, SOE privatisations in Samoa which began
in early 2000's were supported by ADB technical
assistance.

/
Box Article 1 )

Telecommunications Regulation and Public
Enterprise Reform Technical Assistance Project
The privatisation of SLT was facilitated by technical
assistance extended by the World Bank? in 1996.
The project had two main components:

a) Providing technical assistance to SLT

b) Strengthening PERC through financial and
technical assistance

The project helped to establish an environment
for the smooth liberalisation of the telecom
sector. Technical assistance included frequency
management and monitoring systems (with
hardware, software and expert assistance for
operations), consultancy on sector regulation for

SLTA and staff training. It helped to improve the

SShttps.//www.adb.org/sites/default/files/project-document/65491/38182-sam-tacr.pdf

lbid

"https://documents.worldbank.org/en/publication/documents-reports/documentdetail/146151468759868175/sri-lanka-telecommunica-

tions-regulation-and-public-enterprise-reform-technical-assistance-project
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business efficiency of SLT”!, reinforced the financial
position and created a conducive environment

for competition. The technical assistance project
helped to boost the telephone network capacity of
SLT and it enabled SLT to lease sufficient lines to
others who entered the market.

Under the project, it continued to assist the
telecommunications regulatory functions by
transitioning it to an independent regulatory
commission. Financial assistance helped to
resource the specialists and consultants in the field
to conduct research and development of various
aspects of connectivity, quality of service and
technical standards.

Further, this project fueled necessary assistance
to PERC to carry out the restructuring and
privatisation process of public enterprises

Thttps://www.jica.go.jp/english/our_work/evaluation/oda_loan/post/2007/pdf/te05.pdf

47



CHAPTER 6

IMMEDIATE

PRIVATISATIONS

For a pilot project, SOEs that are on the fringes of the
public service - especially those that may already have a
commercial orientation - are suitable. Several possible
candidates are identified below:

1.Sri Lanka Telecom

Selling SLT shares on the open market

Sell a 10% stake of SLT to the joint venture partner.
The Government owns 49.5% of SLT but acts like the
majority investor. The government should reduce

its stake by selling off a significant proportion of its
holdings to the existing shareholders and thereby
forgo any management obligations. This would
prevent interference in day-to-day management of the
company.

2. SriLankan Airlines

Disposal of SriLankan Airlines.

The company was privatised once before and although
the debt requires restructuring, not a lot else needs to
be done. There is already wide public support for its
disposal.

1. liberalise the various components such as catering
and ground handling. Open it up for
competitive bidders.

2. the state will have to bear the bad debt collected
onthe SLA account.

3. create an asset management company to handle
the assets of SLA in order to utilise the capital to
generate profits.

4, structure the sale of the Airlines with a local
minority partner and an international majority
shareholder.

72State banks BASEL Ill shortfalls:

Another approach to privatising SriLankan would be
to bundle the sale of the airline with the sale of the
airport in order to make the package more attractive.
It can be marketed to investors as an aviation package
deal rather than simply an airline.

3.Hotels which are Already Listed.

-Hotel Developers PLC (Colombo Hilton)
-Waters Edge

4. Reducing State Holdings in Non-hotel
Listed Entities.

State entities own majority stakes in several listed
companies, while some are subsidiaries of the state
banks. While reforms to the banks themselves may
attract much opposition, reducing stakes in listed
subsidiaries may attract less attention. As state banks are
in need of capital’? under BASEL I, selling down holdings
in listed subsidiaries in the open market can preclude the
listing of the banks themselves.

The listed subsidiaries of the state banks and Sri Lanka
Insurance Corporation include:

http.//www.economynext.com/Sri_Lanka_state_banks_most _in_need_capital_for_Basel_lll,_new_risk identified-3-10760-17.html
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Subsidiaries
Of The State
Banks

1. Leasing Finance PLC

2. People’s Merchant

Subsidiaries Of Sri
Lanka Insurance
Corporation

1. Lanka Hospitals PLC
2. Litro Gas Lanka Ltd

Finance PLC . .

3. Litro Gas Terminal
3. Property Development Lanka (Pvt) Ltd
PLC (Management of BoC

head office building) 4. Canowin Hotels and

Spas (Pvt) Ltd owns and
manages the rest-stop
facility on the Southern
Expressway

4. Merchant Bank of Sri
Lanka Finance PLC (BoC)

5. Canwill Holdings (Pvt)
Ltd managing/investing in
hotel projects.

Table 1: Listed Subsidiaries of the State Banks and Sri
Lanka Insurance Corporation

The subsidiaries of Sri Lanka Insurance are more
problematic than the subsidiaries of the banks. Lanka
Hospitals is already listed and Litro Gas may be ready
for listing but scandals” surrounding some of the others
point to more instances of subsidiaries being formed

for purposes of fraud. Not all of these ventures may be
commercially viable.

5. Unlisted, Non-Core Subsidiaries of
the State Banks.

This could also form a part of the capital raising

exercise, provided the entities are viable for listing. It is
understood that the BoC has looked at reforms to Hotels
Colombo (1963) Limited. The entities could include:

P> Hotels Colombo (1963) Limited, subsidiary of the BoC
(owner of the Grand Oriental Hotel).

P> Ceybank Holiday Homes (Private) Limited,subsidiary of
the BoC (Operating of pilgrims’ rests,holiday
homes and guest houses).

P> Koladeniya Hydropower (Private) Limited, subsidiary
of the BoC

P> People’s Travels (Pvt) Ltd

- J

Box 1:
Reform of Energy utilities

The most serious fiscal problems originate in
relation to the energy utilities. Therefore, reforms
in this sector are urgent. While detailed studies

for longer term reform must be undertaken as

an interim measure, re-introducing the pricing
formula for fuel and extending the formula to
electricity will prevent large imbalances building
up. Tariff adjustments in other sectors must be
made more automatic to prevent the accumulation
of quasi-fiscal arrears.

For the electricity sector, an immediate move to
daylight saving time could reduce night peak load
demand by as much as a third with consequent
reduction in thermal energy generation. Options
to extend hydropower generation through pumped
storage solutions, improvements in turbine
efficiency and minimising distribution losses could
be explored.

Foreign Direct Investment (FDI) investments in the
energy sector have been continuously declining in
the past decade, notably from USD 44.9 million in
2013 to USD 1.1 million in 2017. This is majorly due
to the policy uncertainty and the domestic lending
sources are incapable of delivering the liquidity
requirement of the energy sector.

FDI investments that were realised so far have
focused more on sectors such as tourism,
manufacturing and real estate while FDI in the
power sector has declined consistently since 2013.
Foreign investor friendly climate is important to
attract required foreign investment to the power
sector in Sri Lanka.

3Scandals : http://www.sundaytimes.lk/150705/business-times/cid-to-probe-massive-fraud-at-canwill-
holdings-in-proposed-hyatt-hotels-in-kollupitiya-hambantota-155779.html http://www.dailymirror.lk/95639/another-twist-in-grand-hyatt-saga
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6.
International Experience on
Privatisation

Privatisation must not be viewed in isolation, but must
go together with the creation of a business friendly
environment (by deregulation, liberalisation, etc.)

to permit new entrants to markets which the state
withdraws from. This would improve competitiveness
and avoid converting a public monopoly into a private
one.

The following are some of the key lessons learned based
on OECD experience’:

1. Ensure that privatisation has political support at the
highest level.

. Identify and articulate policy objectives up front.
. Ensure transparency and integrity of the process.

. Draw upon external advice and dedicate resources.

v A W N

. Address competition and regulatory issues prior to
sale.

6. Ensure that an effective communication of the
policy is in place to explain the policy, and to address
stakeholder concerns.

7. Limit restrictions on foreign ownership.

8. Sequencing of sales can affect the programmes'
success.

9. Staging of a sale should be driven by commercial
considerations.

10. Post-privatisation control devices should be used
judiciously.

“www.oecd-ilibrary.org. (n.d.). Privatising State-Owned Enterprises: An Overview of Policies and Practices in OECD countries. [online] Available
at: https://www.oecd-ilibrary.org/governance/privatising-state-owned-enterprises_9789264104099-en [Accessed 18 May 2022].
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ANNEXURE 1

Advocata’s list of SOEs cover an
array of organisations (399) mainly
including regulatory agencies,
promotional agencies, research and
development institutes, educational
institutes, hospitals and state owned
enterprises. There are 100 subsidiaries
under several state owned enterprises
and 19 sub-subsidiaries under those
subsidiaries.
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Regulat'ory Promotlpnal R&D Agencies Educgtlonal
Agencies Agencies Institutes

Central Environment
Authority

Information &
Communication Technology
Agency of Sri Lanka

Institute of Policy Studies

General Sir John
Kothalawala Defence
University

National Gem and Jewellery
Authority

Sri lanka Tourism Promotion
Bureau

National Building Research
Organization

Sri Lanka Foundation
Institute

Public Utilities Commission
of Sri lanka

Sri Lanka Tourism
Development Authority

Arthur C Clarke Institution
for Modern Technology

Defence Services Command
& Staff College

Civil Aviation Authority

Sri Lanka Tea Board

National Engineering
Research and Development
Centre

University of Peradeniya

University Grants
Commission

Urban Development
Authority

National Institute of
Fundamental Studies

University of Colombo

National Transport

Board of Investment of Sri

National Research Council

Sri Palee Campus

Commission Lanka
Sri Lanka Standards Coconut Cultivation Board Industrial Technology Institute of Human
Institute Institute Resource Advancement

Tertiary & Vocational
Education Commission

National Design Centre

Tea Research Institute

University Of Colombo
School Computing

Consumers Affairs Authority

Coconut Development
Authority

Rubber Research Institute

University of Sri
Jayawardanapura

Sri Lanka Atomic Energy
Regulatory Council

National Enterprises
Development Authority
(NEDA)

Sugar cane Research
Institute

University of Kelaniya

Securities and Exchange
Commission of sri Lanka

Sri Lanka Export
Development Board

Coconut Research Board

University of Moratuwa

Condominium Management
Authority

National Housing
Development Authority

Hector Kobbekaduwa
Agrarian Research &
Training Institute

University of Jaffna

Construction Industry
Development Authority
(CIDA) - ICTAD

Industrial Development
Board - (IDB)

Sri Lanka Council for
Agrarian Research Policy

University of Vavuniya

Telecommunication
Regulatory Commission of
Sri Lanka

Sri Lanka Sustainable
Energy Authority

National Aquatic Resources
Research and Development
Authority

University of Ruhuna

National Child Protection
Authority

National Aquaculture
Development Authority

Shipping & Aviation
Information and Research
(Pvt) Ltd.

Eastern University

Official Language
Commission

Tea Small Holdings
Development Authority

Sri Lanka Anti-doping
Agency

South Eastern University

Geological Survey and
Mines Bureau

National Craft Council

Lakshman Kadirgamar
Institute

University of Rajarata

Management Services Co
Ltd
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Healthcare Statg S Others Subsidiaries
(Hospitals) Businesses

Wijaya Kumaranathunga
Memorial Hospital

Central Engineering
Consultancy Bureau

Mahapola Trust Fund

National Wealth Securities
Ltd

Sri Jayawaradanapura
General Hospital

Sri Lanka Transport Board

Central Cultural Fund

National Wealth
Corporation (Pvt) Ltd

National Water Supply &
Drainage Board

Palmyrah Development
Board

Care Technology Lanka (Pvt)
Ltd

Sri Lanka Insurance Board

Asian Game (Pvt)Ltd

Mahaweli Consultancy
Bureau (Pvt) Ltd.

Development Lotteries
Board

Common Wealth Game (Pvt)
Ltd

Mahaweli Engineering
Services (Pvt) Ltd.

National Lotteries Board

Cey-Nor Foundation Ltd

Mahaweli Venture Capital
(Pvt) Ltd.

Sri Lanka Export Credit
Insurance Corporation

Skills Development Fund

Natural Resources Mgt
Services (Pvt) Ltd.

Lanka Sathosa Ltd

Sri Lanka Carbon Fund Ltd

Mahaweli Livestock & Agro
Enterprises

Lanka Mineral Sands Ltd

Employees’ Trust Fund

Lanka Timber Plantation &
Industries (pvt) Ltd

Kahatagaha Graphite Lanka
Ltd

National Council for Persons
with Disabilities

GSMB Technical Services
(pvt) Ltd

Lanka Sugar Company (Pvt)
Ltd

Thurusaviya Fund

Gem & Jewellery Research

Sri Lanka Handicraft Board
(Laksala)

Sri Lanka Carbon Fund Ltd

Lanka Gemological
Laboratory (pvt) Ltd

STC General Trading
Company

National Insurance Trust
Fund

Central Engineering Services
(pvt)Ltd

Kalubovitiyana Tea Factory
Ltd.

Youth Services Ltd.

Ceylon Electricity Board

Lanka Salt Ltd.

Agriculture and Agrarian
Insurance Board

Colombo Science &
Technology Cell

Ceylon Fertilizer Company
Ltd

Maga Neguma Road
Consultancy &Project
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Ayurvedic Medical Council

Galle Heritage Foundation

National Institute of Labour
Studies

Sabaragamuwa University

National Transport and
Medical Institute

HADABIMA Authority

Sri Lanka Institute of Nano
Technology

Wayamba University

Public Performance Board

National Food Promotion
Board

Miloda Academy of Financial
Studies

Uva Wellassa University

Sri Lanka Acounting
and Auditing Standards
Monitoring Board

National Arts Council

University of Visual &
Performing Arts

Homeopathy Medical
Council

Palmyrah Development
Board

Open University of Sri Lanka

Sri Lanka Accreditation
Board for Conformity
Assessment

Postgraduate Institute Of
Archaeology

Sri Lanka Inventor's
Commission

Post graduate Institute Of
English

Sri Lanka Medical Council

Postgraduate Institute Of
Medicine

Water Resource Board

Post Graduate Institute of
Agriculture

National Human Resources
Development Council

Post Graduate Institute of
Science

National Youth Corp

Post Graduate Institute of
Pali and Buddhist Studies

Central Bank of Sri Lanka

Buddhasravaka Bhikshu
University

Tax Appeals Commission

Buddhist & Pali University

Sri Lanka Atomic Energy
Board

Swami Vipulananda Institute
of Aesthetic Studies

Disaster Management
Centre

Institute of Indigenous
Medicine

Land Survey Council

National Institute of Library
and Information Science

Legal Aid Commission

National Center for
Advanced Studies in
Humanities & Social
Sciences

Mahaweli Authority

SriLanka Institute of
Information Technology
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Healthcare Statg S Others Subsidiaries
(Hospitals) Businesses

Colombo commercial Maganeguma Road

Fertilizer Company Ltd Construction Equipment Co
Ltd

Lanka Phosphate Ltd Maganaguma Emulsion
Production Company (Pvt)
Ltd.

Milk Industries Lanka Ltd Lanka Education & Research

(MILCO) Network

SriLankan Airlines Slintec (Pvt) Ltd

Housing Development National School of Business

Finance Corporation (HDFC) Management

National Savings Bank Lanka Cement PLC

People’s Bank CWE construction &
Engeneering (pvt) Limited

Bank of Ceylon State Trading Corporative
Wholesale Co. Ltd

Sri Lanka Insurance Lanka General Trading

Corporation Company Ltd

Sri Lanka State Plantation CWE Economic Centers

Corp Services (Pvt) Ltd

Janatha Estates Lanka Ashok Leyland PLC

Development Board

Sri Lanka Cashew Land Reclamation &

Corporation Development Company
Services (Pvt) Ltd

Kurunegala Plantation Ltd Land Reclamation &
Development Company
(Pvt) Ltd

Chilaw Plantation Ltd Waters Edge Limited

Pradeshiya Sanwardena Lanka Rest Houses Limited

Bank

Sri Lanka Savings Bank Peliyagoda Ware House
Complex Company Limited

State Mortgage and Urban Investment &

Investment Bank Development Company
(Pvt) Ltd

Hotel Developers Lanka Colombo Land Development

(PLC) Company Ltd
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Marine Environment
Protection Authority

University of Colombo
Institute of Agro Technology
and Rural Sciences

Mediation Board
Commission

Trincomalee Campus

National Science Foundation

Institute of Technology
University of Moratuwa

National Science and
Technology Commission

Institute of Bio Chemicals
Molecular Biology and
Biotechnology

National Secretariat for
Elders

Gampaha Wickramarachchi
Ayurveda University

National Secretariat for
Disabilities

Ceylon German Technical
Training Institute

National Youth Service
Council

University of Vocational
Technology

Sri Lanka Institute of Local
Government

SL Institute of Advanced
Tech. Education

Ranaviru Sewa Authority

Sri Lanaka Institute
of Development
Administration

Rehabilitation of Persons,
Properties and Industries
Authority

Distance Learning Centre

Resettlement Authority

National Institute of
Education

Road Development
Authority

National Institute of
Cooperative Development

Samurdhi Authority Sri
Lanka

National Institute of
Language Education and
Training

Social Security Board

Gem and Jewellery Research
and Training Institute

Southern Development
Authority SL

National Apprentice and
Industrial Training Authority

Sri Lanka Book
Development Council

National Institute of
Fisheries and Nautical
Engineering

Sri Lanka Freedom from
Hunger Campaign Board

Vocational Training
Authority of Sri Lanka

Sri Lanka Press Council

National institute of
Plantation Management
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(Hospitals) Businesses

Mihin Lanka (Pvt) Ltd.

On'ally Holding Ltd

State Timber Corporation

Lanka Coal Company (Pvt)
Ltd

Lakdiva Engineering Co. Ltd

Lanka Electricity Company
(Pvt) Ltd

Agalawatte Plantations PLC

LTL Holdings (Pvt) Ltd

Balangoda Plantations PLC

Sri Lanka Energy (Pvt) Ltd

Bogawanthalawa Tea
Estates PLC

Trincomalle Power (Pvt) Ltd

Elpitiya Plantations

West Coast Pvt Ltd

Horana Plantations PLC

Sri Lanka Poultry
Development Comapany
(Pvt) Ltd.

Kahawatte Plantations

Sri Lanka Libya agricultaral
and Livestock Development
Company (Pvt) Ltd.

Kegalle Plantations PLC

Sri Lanka Catering Ltd

Kelani Valley Plantations
PLC

HDFC Real Estate
Development

Kotagala Plantations

NSB Fund Management
Company Ltd

Madulsima Plantations PLC

Peoples Travels (Pvt) Ltd

Malwatte Valley Plantations
PLC

Peoples Leasing & Finance
PLC

Maskeliya Plantations PLC

MBSL savings Bank Ltd

Maturata Plantations
Limited

People's Merchant Finance
Ltd

Namunukula Plantations
PLC

Merchant Bank of Sri Lanka
PLC

Pussellawa Plantations
Limited

MCSL Financial Services Ltd
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State Resource Institute of Post Harvest

Management Corporation Technology

Sugathadasa National Sri Lanka Judges Institute

Sports Complex Authority

Superior Courts complex Sri Lanka Institute of Textile

Board and Apparel

Tower Hall Theater Sri Lanka Media Training

Foundation Institute

Udarata Development Ocean University

Authority

Urban Settlement National Institute of Social

Development Authority Development

Sri Lanka Bureau of Foreign Post Graduate Institute of

Employment management

Sri Lanka Land Reclamation National Institute of

and Development Business Management

Corporation - (SLRDC)

Lanka Convention Bureau Sri Lanka Institute of
Tourism and Hotel
Management

Land Reform Commission National Institute of
Occupational Safety and
Health

Human Resources Services Sri Lanka Institute of

Agency (Gurantee) Ltd Printing

National Dangerous Drugs
Control Board

Paddy Marketing Board

National Libraries
Documentation Service
Board
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Talawakelle Plantations

Healthcare Statg S Others Subsidiaries
(Hospitals) Businesses

Property Development PLC

Watawala Plantations PLC

BOC Travels (pvt) Ltd

Lanka Industrial Packaging
Ltd

BOC Property Development
& Mgt (pvt) Ltd

Janatha Fertillzer
Enterprises Ltd

Hotels Colombo (1963) Ltd

Elkaduwa Plantation Ltd

BOC Management &
Support Services (pvt) Ltd

Galoya Plantations

Bank of Ceylon (UK) Ltd

Werahara Engineering
Services Ltd. (WESCO)

Southern Development
Financial (Pvt) Ltd

Kahagolla Engineering
Services Corporation.

Ceylease Financial Services
Ltd

Ceylon Ceramic Corporation

Ceybank Holiday Homes
(pvt) Ltd

BCC Lanka Ltd

Koladeniya Hydro Power
(pvt) Ltd

Lankaputhra Development
Bank

Merchant Credit of Sri Lanka
Limited

Lanka Fabric Ltd

Litro Gas Lanka Ltd

Hingurana Sugar Industries
Coporation

Litro Gas Terminal Lanka
(Pvt) Ltd

Manthai Salt Ltd

Lanka Hospital Corporation
PLC

National Paper Co.Ltd

Management Services
Rakshana (pvt) Ltd

Lanka salusala Ltd

Canowin Hotels and Spas
(Pvt) Ltd

Lanka Cement Corporation
Company Ltd

Canwil Holdings (Pvt) Ltd

Corperative WholeSale
Establishment - (CWE)

Sri Lanka Insurance Resort
& Spas (pvt) Ltd

Expressway Transport (pvt)
Ltd

Lakehouse Property
Development (Pvt) Ltd

Paranthan Chemical
Company Ltd

Business Lanka AN (Pvt) Ltd.
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Healthcare State Owned Others Subsidiaries
(Hospitals) Businesses

Lanka Leyland (Pvt) Ltd.

Info Media (Pvt) Ltd.

Stakoon Rubber
Corporation Ltd.

Lanka Puwath Limited

Thomas De La Rue Lanka
Ltd

Housing Development
Finance Corporation

Independent Television
Network Ltd

Ocen view Development
Company (Pvt) Ltd.

SL Rupavahini Corporation

Fugeem Co.(pvt) Ltd

Sri Lanka Broadcasting
Corporation

Dewcoshawa Co. Ltd

Selasene Rupavahini

Jaya Container Terminal
Limited

National Film Corporation

Sri Lanka Ports
Management & Consultancy
Services Ltd

State Printing Corporation

Magampura Ports
Management Company (Pvt)
Ltd.

Associated Newspapers of
Ceylon Ltd

Ceylon Shipping Agency
(pvt) Ltd

Building Material Corp Ltd

Sri Lanka Foreign
Employment Agency (Pvt)
Ltd

State Engineering
Corporation of Sri Lanka

Cultural Conservation
Construction (Pvt) Ltd

State Development and
Construction Corporation

Ceylon Petrolium Storage
Terminals limited

Ceylon Shipping
Corporation Ltd

Lanka Govt Information
Infrastructure

Kanthale Sugar Industries

Sri Lanka Cert (Pvt) Ltd

North Sea Ltd

Mobitel (Pvt) Ltd

Polipto Lanka Ltd .

Sri lanka Telecom (Services)
Ltd

Ceylon Petroleum
Corporation

SLT Hongkong Ltd

Sri Lanka Telecom

SLT Property Mgt. (Pvt) Ltd

Airport & Aviation Services
(SL) Ltd

SLT Human Capita Solutions

Sri Lanka Ports Authority

SLT Campus (Pvt) Ltd

State Pharmaceuticals
Corporation

SLT Publication (Pvt) Ltd
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(Hospitals) Businesses

State Pharmaceuticals SLT VisionCom (Pvt) Ltd
Manufacturing Corporation

SLt Manpower (Pvt) Ltd

Ceylon Fisheries SL Services (Pvt) Ltd
Corporation

Rakna Arakshana Lanka Ltd Sky Network (Pvt) Ltd

SL Ayurvedic Drugs Development Holdings (Pvt)
Corporation Ltd

Lanka Logistics Ltd

National Livestock
Development Board

Ceylon Fishing Harbours
Corporation

Sri Lanka Rubber
Manufacturing and Export
Corporation

Sri Lanka Thriposha Ltd

Table 2: Advocata’s List of SOEs
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ANNEXURE 2

1.
Reforming SOE's: Establishing the need
for government intervention

In evaluating its SOEs the government should start with
an appraisal to establish the philosophical justification
for government intervention in the form of public service
provisions through the relevant SOE. The justification for
intervention usually falls into one of two categories:

P The achievement of economic objectives by, for
example, addressing inefficiencies in the operation of
markets and institutions

P The achievement of equity objectives through, for
instance, local or regional regeneration.

The government must be able to:
a) Clearly articulate these objectives
and

b) Assess the extent to which they have been
achieved through ownership in the SOE

Intervention to achieve economic objectives through
SOEs may be justified where markets fail to use
resources in the most productive way possible. This may
be due to the presence of, for example, public goods,
externalities, imperfect information or market power.

If the government is unable to support the case for
continued intervention on the basis above, the decision
should be to withdraw the state from providing the
goods/services. There are many different approaches
to this. A comprehensive list of approaches appears
elsewhere in this report.

2.
Classification of reforms

The necessary reforms may be classified as:
1. Market pricing.
2. Moving commercial entities to a holding company.

3. Setting up a privatisation agency to restructure SOE's.

4. Listing financial entities and disposing of sundry
shareholdings.

Privatisation served as a significant channel for FDI entry.
Privatisation-related FDI in Sri Lanka accounted for at
least one-third of FDI in the 1990s. The largest 20 foreign
investors in Sri Lanka all arrived in the 1990s and made
significant contributions in telecommunications, power,
ports, and other areas of services and manufacturing. To
be effective it is critical that privatisations are carried out
through open and transparent processes.

The Public Enterprises Reform Commission (PERC)
was established under an Act of Parliament in 1996 to

be solely responsible for ensuring that the privatisation
process occurred in a transparent and structured
manner. Although not entirely free of controversy, PERC
increased transparency and public information about the
privatisation process. With the PERC being shut down,

it is now necessary to revive the commission and putin
place measures to ensure transparent and competitive
processes.

3.
Centralised ownership for commercial
ventures

Since this does not involve a sale of any institution,
prima facie, the majority of stakeholders may appear to
be unaffected. The main opposition would be expected
to arise from line ministers who would see diminished
opportunities for patronage/corruption.

Yet in the past trade unions have opposed similar moves
(and even outsourcing of processes) seeing it as the
precursor to disposal. The underlying fear for unions
may possibly be loss of power or influence if units are
spun off.

“including ceasing of its leasing business from June 1, 2016,
restricting the pawning business and bringing state banks
under a Government-owned holding company similar to
Temasek Holdings of Singapore. Last year on December

15 the unions had protested against the management for
transferring the Data System (DS) of the bank to Sri Lanka
Telecom.

7*Bank workers oppose restructuring : http://www.sundaytimes.lk/160117/business-times/sl-bank-workers-protest-over-plans-to-privatise-state-

banks-178615.html
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The Disaster Recovery (DR) department of the bank is
planned to be sold to Dialog Axiata and the union will be
protesting to stop these kinds of actions until a resolution
is provided by the authorities. Mr. Senanayake revealed
that 380 ATMs of the bank will be outsourced by the
management soon’.”

Due to misaligned incentives described earlier,
centralising ownership of SOE's under a single holding
company may prove to be more difficult as it is likely to
involve managing simultaneous conflicts across multiple
ministries.

There would need to be consultation with all the line
ministers and trade unions to win over support. A partial
programme, where some entities are transferred may be
possible in the event a complete transfer of all entities is
impossible.

4,
Closure

Sector-wise classification of State-Owned Businesses are
given in the table below. The SOEs need to be analysed
based on their current status of operation and financial
performance.

Based on the analysis, these entities should be
categorised as

1.Unviable entities to be closed,

2.Entities that could be disposed after significant
restructuring,

Introduction

The current context of the Sri Lankan Economy and
SOE Consolidation

Sustainable public financing and overall economic
efficiency require a reduction and elimination of the
losses of SOE's and a transformation of their role.
Broadly, a reformprogramme would include corporate
restructuring, introduction of competition and, where
necessary, improvements in regulatory frameworks and,
where possible, divestiture and

contracting out of services.

The process of reforming state enterprises is complex
and many entities will requirerestructuring before
they can be privatised. An agency must be set up

with adequate resources to take on this role. Due to
inadequate technical resources and funding available for
the government to handle the required restructuring, the
first step is to seek technical assistance from multilateral
donors to set this up.

The urgency of SOE reform cannot be denied. Regardless
of the complexity, a few entities can be reformed more
easily than others. The reforms in these entities can be
implemented relatively quickly with the government
having the capacity to administer them.

1. Sell a 10% stake in SLT to the joint venture partner
The government owns only 49.5% of SLT but acts like
the majority investor. The government should reduce
its stake and refrain from interfering in day to day
management of the company.

2. Disposal of SriLankan Airlines.
The company was privatised once before and
although the debt requires restructuring, not a lot
else needs to be done. There is already wide public
support for the disposal of the airline.

These two projects could be regarded as ‘pilots’ to
reinstate privatisation as a possible solution to some of
the problems of the government.

Possible approaches to Reform State-Owned
Enterprises

It is important to realise that the attitude towards
proposed reforms will also be shaped by the process of
reform, with certain forms attracting more opposition
than others. Given the negative public perception of
reform and the misalignment of interests, selecting a
reform process that minimises opposition is integral to
the management of stakeholder interests. For example,
closed door deals, especially to foreigners, are far more
likely to create opposition than more open, transparent
processes.

65









