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Cabinel Memorandum No. 72/2022.PE

Cabinet Memorandum

Broad Basing of the Exlsting Share Structure of LTL Holdings (PV) Ltd ""‘: f":“
Listing of its Shares In Colombo Stock Exchange lo realize the Capltal Investmen!
(FDI) Requirement of the LTL Holdings (Pvt) Ltd from the Capital Market.

01.  Bzckground

Secton 12 (1) (e) of Ihe Ceylon Eleclricily Board Acl No, 17 of 1969 has empowered the Ceylon
Eleclricily Board (CEB) lo acquire, hold, fake or give on lease or hire, morigage, pledge or sell of
cthereisn dispose or sell any movable and immovable property ,and in pursuance of this authenty, CEB
has acquired 63% of the shares of the LTL Holdings (Pvl) Ltd.(LTL), which was established in 1920, as
a “joint venlure” between CEB and ABB (a loreign company) 2 unique experimenl of a ‘Public-Privale
parinership with Commercial autonomy free fram the managemen! of he CEB. Later 37% of the shares
have been purchased by the employees of the LTL by oblaining loans. CEB having Initially invested
of Rs. 7.8 million (in 1983) and a further Rs. 87.5 miliion n 1996, now owns 10.5 million shares cit
of the 16.67million shares of the company, thus having a 63% ownership of LTL.CEB's slake Is now
valued at Re. 35 Billion. As per the valuation carried out by Government Valuer in 2017, the value of
the company’ was delermined al Rs. 17,755million. A recent valualion by NDB Invesimenl Bank has _
valued the company, adjusled for current USD/LKR value, al Rs. 55,922 million. =

Since inceplion LTL as the Company under the "Company’s Act vith the commercial autonomy lr'eel

from the managemenl of the CER, has been engaging in various businesses in"Iarge scale in power
seclor which includes; . S

- Manulaclure of fransformers
- Galvanizing '
- Sleel lower fabrication, = - ,
- Themmal, wind and hydro power generation and
- Swilchgear manulfacturing, : YEEY
-~ Construction of transmission fines and grid subsiations.

thh‘ this anJéi expéﬁenhe, wilh freedam to vlvake declsio
(CEB, LTL has tumed oul to be a resounding succes
cperations in a larger scale in St Lanka as well as in s

NS 0N its own free from ihe involvement of he
s aver lhe fas) 40 years, having its business

everal other coun s, vithin the power seclor.
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LTL 15 e only Sri Lankan power company which has operations in both thermal and renewablc PO

: . : s NOW
generalons culside SriLanka LTL s a globally known Sri Lankan brand In power sec:lo:1 c:Imd
successiu'ly compeling in g'obal markets with mu'tinational companies from all gver the wanc.

CEB having iniall invested of Rs. 7.8 milion (in 1653) and a further Rs. 875 millen 7 193:‘; r:::;
owns 10.5 mition shares out of the 16 67 millicn shares of lhe company, thus having 2 635 O\l by the
of LTL, so CEB's slake is now valued al Rs. 35 bilion. As per the valualion carmed (ﬁe a); Rs.
Government Va'uer in 2017, Ihe value of the company, adjusted for currenl USD/LKR va '

- 55922 million. ‘ '

Allhough at the inception, CEB was mainly instrumental in creating revenue generaling OPE?:’;“::;;:
through open bidding process to LTL, bul LTL has diversified ils revenue generaling UPEI""'.; curréntly
lrom CEB over the pasl 25 years, by adoplion of glcbal expansion strategy. As @ res'u ‘tf i i
owns several power planls and manufacluring facilites in- Tanzania, Uganda, Maldives, ¥ : ya.
Ethiopia, Bangladesh, Nepal and India in addilion lo exparting ils producls lo more than 20 counines.
This has resulled in maerily of ils revenue being originated outside Sri Lanka as shown _below.A
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- Accordingly, LTL has generaled"only for 9% of its revenue during Financial Year 2021/22 for engaging
with the works connecled vith the CEB, and the involvement of the LTL on works relaled lo the CER
activities for its revenue generalion process is now getting diminished day by day and upon finalization ‘-
of the ongoing institutional reform process of the CEB, there wiill be.no purpose being served to the -
CEB, by withhelding the CEB's share ownership right of the LTL as it was. (all operalional units of the
CEB will be unbundled and corporatized as new Companies under the Companies Act within, next 03

‘months), With the imp!emenlalion of the said process, the cument CEB shares of 63% within LTL, il
be the shates of the Lreasury and the Secretary of the Minislry of Finance with a discrélionary right for
him lo decide la diverts such sha{es lothe market!invesiurlappmpﬁately. | - :

Since the Secrelary, Ministry of Finance has already given its | i

owned by CEB fissue new sharesin LTL, to the mar:elg to rea!?z: ‘::1);0 ::;:ggﬂzm 0'1 lhlE Shafes

forex requirement for expranilon olhils Business aclivities abroad as planned by the Bu‘;?rl\?ssngll;imogl
i justificals ‘

the LTL, there is no justiication whalsoever, to prevent the LTL from moving forward with the “share
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broad basing proposal® (g realize
niore benel<al (o the economy

which
s requred capilal infusion including most wanted FOREX which
at this critcal junclure.

One of the principal objectives behing the “ongoing slructural relorms lo the CEB" as @ part of the
overall “restructuring process of electricity industry” s lo relieve the fiscal burden of he govemmepl for
provision of CAPEX lo meel the captal fund requirement to modemize and expand he gxnslmg
capacily of the transmission and distnbulion infrastructure of the country including the operalicn and
mainlenance of such infrastruclure, whie a'lowing the new enlities under companies acl 10 hames:s
their CAPEX requtement including FOREX through the capital markel. ! Is in thal contex! lhe-satd
proposal of the LTL Holdings (Pvl) Ltd for broad basing of ils existing share struclure as Per below is
compatibe, consistent and in compliance with the said re-strucluring objectives of the govemmenl.

02.  Current status of the business plan of the LTL with Justification and the Issues needs to |
be resolved |

LTL a'ready is the largesl power seclor company in Sri Lanka and currently engaged willh' the
construction of the cnly power plant (350 MW of LNG combined power plani at Kerawalapiliya -
Sobadhanavi) as the EPC contraclor and as well as the independent power producer, in S Lanka. In
heeping with its plan for growth, during last 2 years LTL has continued lo develop business
opportunilies in foreign counlries wilh lucralive projects in renewable and thermal power which
contributed 1o 77% of its income in 2021722, LTL now has several newer Interational projecls lined up
for invesiment. LTL as “one of the major employers for Sri Lankan engineering graduates and olher -
levels of lechnicians® provides more and more employment oppertunities in ils projects abroad, which is
a sizable contribution lowards FOREX eamings of Lhe counlry. The foreign project flow of LTL ensures
that il brings significant USD denominaled foreign exchange to Sri Lanka.

LTL is already one of the top 20 companies by Profil in Sri Lanka. Therefore, from Sri Lankan

economy’s poinl of view, government is in a duly and has a greal responsibilily lo facilitate the LTL as -
one of the leading Sri Lankans own company (0] '

- Implementits projecls in Sri Lanka and abroad

. engage in inlemational business vilh lhe sole objective of
eaming capacity of the Counlry Eh

. provide more employment opportunities lo Sri Lankans lo work abroad

- altract more FOREX remiltances lo Sri Lanka's farex stability on (he long term.

increasing the ~ current expont

Capital infused by CEB in 1980s and other shareholders (even adjusled for present value) is now Ies§ &
than 2% of LTL's net worth. LTL has grovn up solely by using inlemally generated profits by itself, The
above-mentioned new projects however require LTL o find additional share capital in Sri La\'nkan
Rupees and in forex. If equily investments including forex cannot be made in these projects in the n
future, LTL will lose the development rights cumently secured trough v’ope'n‘t:bmpéliﬁve b'dd.ear
processes for them and more imporiantly the complelion of the ongoing 350MW L e
(Sobadhanavi) could get either delayed. , ' it NG Project

These investments in lhé normal course of acﬁon v)ould require LTL'. . capi V .
existing shareholders by aboul Rs.A5 billion - Rs,20 | ; S capital to be enhanced by its

‘billion. CEB, nor-
reforms completed) c_lue lo its current financial crisis cannot make any inve'ls}t‘;:rr:: ?nuthEaﬂer ik
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The REW PIOLCIS a7 expecied 1g improve 1

when they are fully operation). | the apow
partcipaton of the CERIGOSL

e profitabiity ef LTL by around Rs. 6 titen (N 2027’33
e-mentiored new capial is to be infused \s'-lhcl—‘U; "»-0
new shares have 1o be issued lo new investers and it W e
CE'B!GOS!. shareholdng from curent 635 However, the number of shares owned by CEB/Treasury
no? the vaue of CEB / Treasury shareholding vl not go down In facl, it is expected that the proftabily

of the LTL vall go up by an amount more than the dluton. Further the value of CEB/GOSL investment
vill go up as a result o this broad basing. | :

Future Profitability of LTL
- 25000 _
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— it new Projects —— \Withaut new Projecls - 1

The direclors of LTL appointed the two invesiment banks ie. M/s NDB Investment Bank (NDBIB) and
Mis CT CLSA Capilal {Pvt) Ltd recenlly to formulate a stralegy lo source required investmenls for new
projecls. They have advised that LTL has a greal palential lo altract the required investmenls from
large intemalianal equity funds in @ series of Public Offerings (IPO) in Colombo Stock Exchange

commencing in 2023 despile S Lanka's economic problems, since LTL's main income sources are
from outside Sri Lanka. If this advice is implemented, with the proposed shares broad basing plan, Sri
Lanka can atlracl significant Foreign Direcl Investments {FDI) into Sri Lanka, along with the lellowing

- prospeclive benefils to the Sri Lankan economy.
a. - LTL can engage in more foreign projects thal will provide large number of employment
opportunities for Sri Lankan engineers in (hose foreign projects :
b. Construction Contracts Ql the presently identified foreign projects (usually done by LTL itself)
il eam more than USD 40 millionprofits to Sn Lanka. (Recenlly concluded Bangladesh
* Power Planl Project, in which it invesled USD 27 million, a construction profit of USD 11
_ million was brought to Sri Lanka in November 2020) :
¢ Ensure LTL has access in future to the capital markels to finance large
planning in deslinations such as Bangladesh i : _
- d. Remove present constraints and attitudes affecling LTL's intemational competitiveness;
e P_{bv_id'e an opporiunity to the general public to be shareholders in a very successful pri:;ale
- pubkc parinership. - - ; ” 3 ‘

power piojecls it is

03,1 _Récommendalicn

LTL Board has proposed ta ils three shareholders, (CEB, two independent companies for Employees of
the LTL} for approval to issue 5.5 million new share issues in LTL, in addition o the existing 16 67M
shares, for which approval has been oblained from the LTL Board. Secretary lo the Treasury being the
oemer of the equily of the CEB and the prospective owner of the 63% shares of the LTL has

granted his approval for this proposal. Accordingly, ready

LTL will make an application for a hstng in Colombo
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T sharcholding alter now share
! Funonl Shareholding ssue
| Nuwberol || Proposed Now N
\ |Shatvs (000) Fercentag? [now shares| Sharcholding Perconiago
TR i oc0) |0 |
Evstrg  CER s e | 10500 | 47.37%
Shaws ) NI KSR
r‘ | Peradav Lid 3500 2% 4,500 2030%
1 L LI St
Tehpr Teer | 10% reor | 7%
Invesiments Ltd
New New lnvesiors 5500 | 5500 | 2481%
Shares | through (Public ‘
threugh CSE) :
Total 16,667 100% 5,500 22,167 100%

By \‘\ vy fae o
i a ™ "
TNeW $havs 0 teans of the provisions of Secunty and Foregn

0 SN Corpates AstNa Tof 2007 By implementng his proposat CCO
© Treasury (as the owner of the equity) wit contine to gl dwidends 1 lar 10

WAL PSR reaes o LTL

There will be no impediment legally nor administratively, (or the CEB lo agree (Treasury has
already agreed for such broad basing plan of the LTL) for the proposed broad basing plan of tho
LTL. In view of the following beneficlal effects lo the CEB (during the transitional period of tho
ongoing institutional reforms of the CEB) and the Treasury therealter. ‘

. CEB/GOSL will remain single larges| shareholder in LTL even after re-slruclure

. CEB/GOSL wil have the same number of direclors in LTL Board as of now

. CEB Chairman and CEB GM or two senjor officials of the treasury will conlinue lo be direclors
of LTL | . :

- CEB Chairman or any sentor officials of the Treasury will conlinue to be Chalrman of LTL

- CEB/GOSL will have higher value for its shares than now due 1o premium altached to IPO

- CEB dividends in future will be more (han now due to higher profils from new Projects carried
oul from IPO proceeds K \ '

- LTL's IPO can inslil confidence in financiers like IMFAVB in CEB's reSlmctﬁ'ﬁng process

- CEB/GOSL will be able lo monetize LTL shares for financing wilh a markel price for shares

- {Unlike now when it is a private company)

Therefore, It is necessary to authorize and direct the Board of Directors
aulhority only during the transitional peried of the ongoing institutional reform b

, R | rocess of
also to the Secretary to the Treasury (who will be the prospective eqU“YPOvvner o ::: E‘ELB) and
completion of the ongoing inslilutional reform process) lo impl upon

: . ement above mentioned sha
broad basing plan of LTL, fo obtain required additiona! investment : ‘ re
through capital markel. R e PRS- requirement including FOREX

of the CEB (they have the
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04, Approval

To enable the LTL lo proceed vith the irﬁplementétibﬁ of proposed business plan, by altraclig urgenty

required capital infusion from the capital markel the approval the Cabinel of Ministers is now 5"“‘9’“‘ a
implement Ihe proposal recommended in paragraph 3 above. R T |

A

Kanchana Wijesekera (M.P)
Minister of Power & Energy
112122022
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