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�Over the past fifteen years, some 40 countries have engaged in partial or total privatisation of their national telecommunication operator. Some US$ 140 billion have been raised worldwide to date and stock markets are currently preparing for the “Mother of all privatisations”, when Deutsche Telekom is due to go to market this autumn. Thus, this a good time to look back and assess the nature of the deals made between governments and private investors. It is also worth reflecting on what can be learned from privatisations, from both the government’s and the investor’s standpoints.

Opposite expectations?

When it comes to privatising a public telecommunication operator (PTO), one might think that the expectations of the state and the investors would be in conflict. Investors (whether active—such as strategic partners—or passive—such as financial institutions and venture-capital companies) expect high returns on their investment. Boosting the efficiency of the privatised company, for instance through layoffs and implementation of new technologies, as well as raising its revenue-earning potential through network expansion, are generally said to be the two best recipes to gain high returns on investment.

By contrast, governments are expecting to collect a one-time cash windfall through the privatisation transaction: Thereafter, they expect to benefit from no longer having to spend any money on the development of the national telecommunication network; and finally to reap benefits from an upgraded and extended network.

Reality is far more complex for both sides. The telecommunications environment is changing in the direction of more competitive market structures. Telecommunication services in the European Union should be fully liberalised by 1998 and other countries have made steps to open their markets as part of their schedule of commitments in the World Trade Organisation negotiations on basic telecommunications. A PTO facing well-financed competitors may not be such an attractive purchase as one with a guaranteed monopoly. For the seller, therefore, there may be conflict between the desire to get the best price and the desire to introduce competition. From the buyer’s perspective, competition in the home market as a spur to foreign investment. There is the hope that revenues lost to competition in domestic markets can be partially compensated by revenues raised abroad.

Additionally, when a strategic partner is buying part of a foreign operator, the eagerness for returns on investment should not hide the other potential benefits that it is hoping to reap. Having a foot in several foreign countries is not a totally disinterested strategy. Owning partial or entire networks at both ends of international routes is becoming crucial to PTO globalisation strategies. When those PTOs are also part of alliances—such as GlobalOne, Concert or AT&T-Unisource—potential benefits are even greater as each member of the alliance can take advantage of other members’ presence in foreign countries.

Contrary to common thinking, governments may decide not to use the privatisation process as a short term means to ease the debt burden or to reduce their budget deficit. In the Czech Republic, the government gained nothing from the sale of a 27 per cent stake of SPT Telecom to the TelSource consortium (an alliance between PTT Telecom of the Netherlands and the Swiss PTT). Instead, the US$ 1.32 billion cash payment received was transferred to the company as a capital increase with a further US$ 130 million committed over a period of five years.

Equally interesting is the case of TeleDanmark’s privatisation. The company first repurchased shares from the Danish government for US$ 172 million. Meanwhile it issued shares itself, equivalent to the same capital stake but raising US$ 3 billion on the stock markets. In other words, the Danish government got only 5.7 per cent of what was raised by the company.

In emerging markets, privatisation is sometimes a necessary step if the government is to benefit from external loans to the sector. Poland, which wanted to maintain its independence in the formulation of its telecommunication policy, had to forego loans from both the World Bank and the European Bank for Reconstruction and Development in July 1995. Privatising the telecommunication sector not only provides a source of ready cash but also makes it easier to get credit.

For their part, governments may wish to extend the reach of the telecommunication network to a larger part of the population, in order to satisfy customers (who are also voters). Evidence of privatisations to date shows that this can be achieved, though it is difficult to say what would have happened if a different route had been followed (Figure 1). Governments are equally eager to see the operator’s revenues grow since tax income will also rise. While governments may no longer be able to use the privatised PTO as a cash cow whose profits can be raided at will, nevertheless new sources of revenue may come from a tax on sale. Indeed, when state-owned operators are corporatised, as a first step toward privatisation, their services often have value-added tax (VAT) imposed upon them. This change in fiscal status can provide a longer term boost to government coffers than the privatisation transaction itself.



Figure 1: Privatising for growth

The effect of privatisation on growth in teledensity (telephone mainlines per 100 inhabitants), selected emerging markets.

In Indices, year of privatisation = 100
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Note:	Year P = Date of privatisation. For the world average, the period is 1985-1995.

Source:	ITU World Telecommunication Indicators Database.

�Is the price right?

Valuing a PTO is one of the main steps in the privatisation process. When a stake in the state-owned company is to be sold to a strategic partner, the valuation is more likely to be carried out by the buying party. By contrast, when setting up a public offering, the selling party (that is to say, the government along with the help of a financial consultant) carries out the valuation. What price should be set? Obviously, the amount raised during a privatisation transaction varies dramatically, depending on the stake sold, the size of the company and its potential. For instance, as shown in the Table, the three stage sale of 35 per cent in NTT of Japan brought in a total of US$ 70.5 billion between 1986 and 1988, whereas the one time sale of 80 per cent in Guyana Telecommunication Corporation raised just US$ 16.5 million in 1991.

Even if the price is based on observation of what was raised for other PTOs in other countries, the task is still not easy. One useful comparison is to compare the price paid by the purchaser with the value assessed by the stock market (Figure 2). Based on this comparison, it appears that the TelSource consortium paid a high premium for SPT Telecom of the Czech Republic as it paid US$ 155 per share in September 1995 while the listed price per share fell to as low as US$ 83 that autumn, before recovering somewhat to US 128 in April 1996. From an investor’s point of view, the company was overpriced but one has to remember that the whole cash package went to SPT Telecom itself. TelSource is not purchasing the opportunity to invest, as would be the case when bidding for a license. Rather every dollar invested will be a dollar working to its benefit.

An alternative way of valuing a PTO is to look at the price paid per telephone line. Investors who bought Singapore Telecom share at the gravity-defying price of US$ 19’300 per line back in October 1993 actually obtained a bargain as the company was listed at some US$ 27’100 per line in February 1996. As Figure 2 shows, the companies that were sold for the highest prices are not necessarily those one would expect. In 1996, Telekom Malaysia was paying around US$ 6’900 per line for Guinea’s SOTELGUI (which has only just over 10’000 subscribers) while lines in OTE of Greece, Portugal Telecom, and Belgacom of Belgium were valued at just US$ 1’057, US$ 1’259, and US$ 1’278 respectively.

�Figure 2:	Is the price right?

Price paid and market capitalisation, per line
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Note:	The chart shows the 10 highest priced privatisation transactions in terms of price paid per line.

Source:	ITU World Telecommunication Development Report 1996/97.



The price determination may be biased if determined by the selling party alone. Indeed, advisers specialising in Merger & Acquisition transactions typically receive a commission which is based on a fixed amount plus a percentage of the sale price. The adviser will therefore be just as eager as the government to boost the value of the PTO. This may not be easy when selling to strategic partners (except if the stake is auctioned), but it could be done when listing the company on the local stock exchange, or when issuing convertible vouchers. The average small investor has no means to evaluate the real value of the PTO and is obliged to trust the adviser.



�What’s next?

Whatever their good intentions, the time soon comes for foreign investors to begin to derive revenues from their investments, and not just to inject more cash. Consequently, the behaviour of investors is likely to evolve over time. Pricing and timing of privatisation issues will become ever more sensitive as some 35 telephone companies worldwide are slated to be privatised in the next two years as opposed to 40 companies in the past twelve years. There is a new realism based on experience. The valuation placed on NTT of Japan of over US$ 70 billion is unlikely to be repeated, even in the forthcoming sales of PTOs in Germany, France and Italy. There will be more opportunities than ever before for investors, but few transactions will exceed US$ 1 to 2 billion.

Another likely development will be the shift in the origin of investors. The US Baby Bells, for instance, are likely to step back from their privatisation-mania as new opportunities open up in their domestic market. Nevertheless, once the current phase of mergers in the United States comes to an end, they should be left with enough cash to both diversify at home and to go shopping abroad. European PTOs may also feel that preparing for 1998 is their most pressing future engagement. Instead, it is the Asian PTOs that are likely to be the new foreign investors, even though they still face huge unmet demand in their home markets. Perhaps the most striking feature of the privatisations in the last year has been the unlikely bedfellows that privatisation have brought together: Telekom Malaysia in Guinea, Korea Telecom in Mongolia or Singapore Telecom in Belgium. In the future, identifying and investing in a privatisation opportunity will involve earning a lot more frequent flyer miles.

�

�Who made the leap?: Privatisations to date.

Privatisations of state-owned telecommunication companies, 1984-1996.



Country�

Privatised company�Amount raised in US$ million�

Year(s)�

%*�

Note��Privatisations raising less than US$ 1 billion��Barbados�Barbados External Telecommunications�22�1991�25�Cable & Wireless increased its stake to 85%. The government has a repurchase option to be exercised after five years.��Barbados�Barbados Telephone Company�3�1991�11�Cable & Wireless increased its stake to 75%. The government has a repurchase option to be exercised after five years.��Belize�Belize Telecommunications Ltd�52�1988, 1990, 1992�97.5�49% sold in 1988, including 25% to BT. In 1990, 13.1% sold to local investors and a further 35.4% in 1991. In 1995, most BT’s shares passed to MCI.��Bolivia�ENTEL�610�1995�50�Private sale of 50% to STET (Italy).��Canada�Teleglobe�467�1987�100�Since the company was originally sold to Memotec but subsequent ownership changes have left, BCE as the main shareholder (24.3%).��Cape Verde�Cabo Verde Telecom�20�1995�40�Portugal Telecom paid US$ 20 million for a 40% stake in the company in December 1995.��Chile�ENTEL�121�1988, 1989�69�The state-owned Corporación de Fomento de la Producción (CORFO) gradually sold most of its shares in ENTEL. Telefónica de España which had bought up to 20% of ENTEL was asked to withdraw because of its stake in CTC. Its shares went to COINTEL of Argentina. STET acquired an 18% stake in ENTEL for US$ 278 million in December 1995.��Chile�CTC�375�1987, 1990��Bond Corporation acquired 53% of CTC with investments of US$ 115 million and US$ 155 million in 1987 and 1988 respectively. In 1990, those interests were bought by Telefónica de España.��Gibraltar�Gibraltar Nynex Communica-tions�10�1989�50�A joint venture was formed between the Government of Gibraltar and Nynex to take charge of Gibraltar's telecommunications and its modernisation.��Greece�OTE�530�1996�8�In April 1996, 5% was offered to domestic investors raising US$ 332 million, 1% was offered to employees, raising US$ 67 million, and 2% was offered to international investors, raising US$ 132 million..��Guinea�SOTELGUI�45�1996�60�Private sale of 60% to Telekom Malaysia (no capital calls to date).��Guyana�Guyana Telecommuni-cation Corporation�17�1991�80�Atlantic Tele-Network of the US acquired 80%. The government kept the remaining 20%.��Ireland�Telecom Eireann�115�1996�80�Private sale of 20% to KPN (Netherlands) and Telia (Sweden). An option for another 15% over three years is reserved for the consortium.��Israel�Bezeq�178�1990, 1991�24�Domestic Public Offerings in September 1990 and May 1991 raised respectively US$ 74 million accounting  for 6.4% of total capital and US$ 104 million accounting  for 17%. The government still owns 76%. As of January 1996, Cable & Wireless had bought up to 10.02% on Tel-Aviv stock exchange.��Jamaica�Telecommunications of Jamaica (TOJ)�84�1989, 1990�40�The incorporation of TOJ took place in May 1987, grouping Jamintel in which Cable & Wireless had 49% and Jamaican Telecommunication Corporation in which the state had 90%. By this arrangement C&W received 39% of TOJ. The government of Jamaica sold 20% in 1989 and again in 1990 to C&W which thus increased its stake up to 79%.��Latvia�Lattelkom�160�1994�49�Private sale to TILTS Communications A/S: Cable& Wireless (63%), Telekom Finland (27%) and IFC (World Bank) (10%). TILTS will eventually obtain an equity stake of 49% over a three year period.��Mongolia�Mongolian Telecommunications Company (MTC)�11�1995�100�Korea Telecom invested US$ 4.5 million for a 40% stake in August 1995. 60%  were offered to the public, raising US$ 6.5 million.��Pakistan�Pakistan Tele-communication Co.��1994�12�In September 1994, 12% of the company was issued in the form of convertible vouchers. Those vouchers were converted between August and November 1996 on the Karachi Stock Exchange.��Puerto Rico�Telefónica Larga Distancia�142�1992�79�Private sale of 79% to Telefónica de España.��Notes: 	* Percentages displayed represent the stake sold over the period; Characters in bold indicate foreign investment;

	Average annual exchange rates have been used.

Source: 	ITU Privatisation Survey, Company Reports.
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Privatisations of state-owned telecommunication companies, 1984-1996.
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Privatised company�Amount raised in US$ million�
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%*�

Note��Privatisations raising between US$ 1 billion and US$ 2 billion��Argentina�Telecom Argentina�1'779�1990, 1992�100�Private sale in 1990 of 60% to a consortium including STET (Italy, 30%), France Télécom (30%), JP Morgan (USA, 10%), Compañia Naviera Perez Companc (30%); the sale raised US$ 539 million. 30% sold to the public in February 1992, raising US$ 1’240 million. 10% per cent went to the company's employees.��Argentina�Telefónica Argentina�1'499�1990, 1991�100�Private sale in 1990 of 60% to COINTEL, consortium consisting of Telefónica de España (30%), Citicorp (USA, 57%), and Techint (Italy, 10%). The sale raised US$ 631 million. 30% sold to the public in 1991, raising some US$ 868 million. 10 per cent went to the company's employees.��Australia�Optus (formerly AUSSAT)�1’200�1991�100�AUSSAT, domestic satellite operator was sold to Optus Communications (24.5% BellSouth, 24.5% Cable & Wireless, 51% Optus Proprietary, an Australian consortium). The price included a general carrier licence.��Czech Republic�SPT Telecom�1'450�1994, 1995�49�In 1994, 30% of the company was “sold” to the general public, through vouchers, given away for free. Private sale of 27% to Swiss Telecom and Netherlands PTT in 1995 through a capital increase. Investors paid US$ 1.32 billion in cash and committed to provide know-how services worth US$ 130 million. After the capital increase, the government still owns 51%.��Hungary�MATÁV�1'727�1993, 1996�67.2�30.2% sold in 1993 for US$ 875 million and 37% in February 1996 for US$ 852 million to the Magyarcom Consortium (Ameritech/Deutsche Telekom).��Indonesia�PT Indosat�1119�1994�35�10% of the capital was offered on Jakarta and Surabaya Stock Exchanges raising US$ 316 million, 25% on the New York Stock Exchange in the form of American Depositary Shares (ADS), raising US$ 873 million; the government maintains 65%.��Indonesia�PT Telkom�1'590�1995�19�12.5% sold on the domestic market, raising some US$ 1’040 million. 6.5% constituted the international tranche, raising some US$ 540 million.��Malaysia�Telekom Malaysia�1287�1990, 1993�22.65�14.9% was sold on September 1990 raising US$ 870 million. The second public offering took place in 1993.��Portugal�Portugal Telecom�1'925�1995, 1996�49�In 1995 the sale of 28% raised some US$ 977 million. In June 1996, 21% raised some US$ 948 million through a domestic and international offering. 12.7 million shares out of 37.35 million shares were reserved for employees and small investors. The government still owns 51% of the company.��Spain�Telefónica de España�1579�1992, 1993, 1995�13.5�The state reduced its stake insignificantly from 33.69% to 33.63% in 1992, then to 31.86% in 1993 and then to 20.16% in 1995. The transactions raised respectively US$ 7 million, US$ 146 million and US$ 1’426 million.��Privatisations raising between US$ 2 billion and US$ 5 billion��Belgium�Belgacom�2'400�1996�49�A consortium that includes Ameritech (USA) (40%), TeleDanmark (33%) and Singapore Telecom (27%), bought 49% of Belgacom.��Denmark�TeleDanmark�3'035�1994�48.3�TeleDanmark first repurchased shares from the government for some US$ 172 million and then issued shares: US$ 1’178 million were raised through ADS (American Depositary Shares), some US$ 1’830 million were raised through a classical public offering and some US$ 11 million from shares sold to the company's employees. In the process, the government only got 5.7% of the raised amount.��Korea (Republic of)�Korea Telecom�3’514�1993, 1994, 1996�28.8�10% sold in a public offering in April 1993 raised US$ 898 million. 10% sold in two open domestic competitive bidding in 1994 (5% each raising respectively US$ 622 million and US$ 844 million). 8.8% raised US$ 1.15 billion in 1996 (last quarter).��New Zealand�Telecom Corporation of New Zealand�2'500�1990�100�Private sale to Ameritech and Bell Atlantic of the USA (50% each) with the obligation for them to reduce their stake to 24.9% within 3 years which they did.��Netherlands�KPN�3'791�1994�30�30% of KPN sold by the government on the Amsterdam Stock Exchange.��Perú�Telefónica del Perú�3'202�1994, 1996�61.6�Telefónica de España paid US$ 1’392 million to the Peruvian government for a 35% stake in ENTEL-Peru, Compañia Peruana de Telefonos (CPT) and their subsidiaries. As part of the agreement, Telefónica also invested US$ 610 million in CPT. The Peruvian companies were merged to become Telefónica del Perú. In 1996, 26.6% was sold (domestic and international public offering) for US$ 1.2 billion.��Singapore�Singapore Telecom�4’336�1993, 1996�16.67�11% sold on Singapore Stock Exchange in October 1993, raising US$ 2’654 million (1.18% were purchased by foreign investors, corresponding to US$ 285 million). 0.67% were sold in July 1996, raising US$ 261 million. 5% were sold in November 1996, raising US$ 1’421 million.��Venezuela�CANTV�2'792�1991, 1996�89�Private sale in 1991 of 40% (but with majority voting control), raising US$ 1’900 million, to Venworld consortium which includes GTE (USA), AT&T (USA), Telefónica de España, and two Venezuelan partners. In November 1996, domestic and international public offering raising US$ 892 million for 49% of the company.��Notes: 	* Percentages displayed represent the stake sold over the period; Characters in bold indicate foreign investment;

	Average annual exchange rates have been used.

Source: 	ITU Privatisation Survey, Company Reports.
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Privatisations of state-owned telecommunication companies, 1984-1996.
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Note��Privatisations raising over US$ 5 billion��Germany�Deutsche Telekom�13’360�1996�26�713 million shares were sold in November 1996. 23.7 million went to the employees for US$ 0.34 billion, the domestic tranche (454.2 million shares) raised US$ 8.68 billion and the international tranche (235.3 million shares) raised US$ 4.34 billion.��Japan�NTT�70’469�1986, 1987, 1988�34.6�NTT was privatised in three steps: US$ 13.85 billion (12.5%) were raised in 1986, US$ 34.4 billion (12.5%) in 1987 and US$ 22.2 billion (9.6%) in 1988 through domestic public offerings. The government still retains some 65%.��México�Telefónos de México (Telmex)�7'769�1990, 1991, 1992, 1993, 1994�55.1�In 1990 4.4% went to the employees for US$ 325 million (financed through loans) and 20.4% was sold to a consortium including Grupo Carso of Mexico, France Télécom and SBC of the US for US$ 1’757 million. In 1991, 15.7% were offered to the public (domestic and international public offerings), raising some US$ 2’170 million. In 1991, SBC exercised its option to buy 5.1% for some US$ 467 million. 4.7% was sold in 1992, for some US$ 1.5 billion through a domestic and international offering. US$ 1 billion were raised in 1993 for 3.3% of the company. US$ 550 million were raised in January 1994 for the remaining 1.5%.��United Kingdom�BT�22'931�1984, 1991, 1993�100�BT's privatisation was led in three tranches: US$ 5200 million (51%) were raised in 1984, US$ 9821 million (27%) in 1991 and US$ 7910 million (22%) in 1993. The government retains a “golden share”.��Notes: 	* Percentages displayed represent the stake sold over the period; Characters in bold indicate foreign investment;

	Average annual exchange rates have been used.

Source: 	ITU Privatisation Survey, Company Reports.





� Interested readers will find more details on this topic in the forthcoming ITU World Telecommunication Development Report 1996/97.
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