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I. PROJECT DESCRIPTION 
 
1. The Power Sector Development Program (PSDP) is a two-component program 
consisting of two loans totaling $130 million. The borrower under both components is Sri Lanka. 
At PSDP commencement, the power sector in Sri Lanka consisted primarily of the Ceylon 
Electricity Board (CEB), its subsidiary the Lanka Electric Company, and three independent 
power producers. The CEB, a vertically integrated state-owned utility, operated under the 
jurisdiction of the Ministry of Power and Energy and was responsible for 90% of all generation, 
the nation’s power transmission system, and distribution of electricity to 85% of all customers. 
The remaining 15% of distribution customers were served by the Lanka Electric Company. 
 
2. In 1998, faced with CEB’s weak financial performance, politicized nontransparent tariff 
processes, generation supply constraints, a transmission system overloaded in several areas, 
and system losses as high as 22% on the transmission as well as distribution networks, the 
Government of Sri Lanka embarked upon power sector restructuring that culminated in 
government approval in April 2001. The restructuring plan required sector unbundling and the 
formation of a generation company, a transmission company, and four distribution companies, 
along with the establishment of an independent regulatory commission to improve sector 
governance, enabling a transparent business environment.  
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3. In October 2002, the Asian Development Bank (ADB) approved the PSDP, involving (i) a 
program loan of $60 million from its ordinary capital resources to further support incentives for 
restructuring in the form of program assistance (program component); and (ii) a loan in various 
currencies equivalent to $70 million from ADB special funds to assist project investments in rural 
areas in the form of new distribution lines and connections as well as improvements in the 
existing rural transmission and distribution network (project component). 
 
A. Rationale 

 
4. The report and recommendation of the President (RRP)1 identifies management and 
operational inefficiency in the sector along with governance issues such as politicized tariff and 
lack of transparency and constraints on expanded rural electrification as grounds for a two-
component program. The RRP provides that investments alone could not yield a robust and fully 
operational power sector sufficient to reduce poverty and aid economic growth in Sri Lanka. 
Hence, ADB formulated a mixed-modality program. 
 
B. Expected Impact 
 
5. The RRP provided that the PSDP was expected to result in power sector efficiency gains 
with positive impact on (i) welfare of the people in general by delivery of high-quality supply of 
electricity to the unserved population, (ii) economic growth through reduced fiscal deficits in the 
power sector, (iii) poverty reduction through expanded rural electrification, and (iv) governance 
through the creation of a regulatory commission and consumer consultative committees. 
Outside of outcome and output information discussed in sections C and D below, the RRP did 
not provide any additional impact or baseline details.  
 
C. Objectives or Expected Outcomes 
 
6. The PSDP’s objective was to assist the government to reform and restructure the power 
sector by developing (i) successor companies to the CEB, (ii) a culture based on commercial 
terms, (iii) consumer benefits in terms of quality of supply, and (iv) an independent tariff-setting 
mechanism. The PSDP’s framework further provided that (i) load shedding was to be eliminated 
by 2004, (ii) system losses were to be reduced from about 22% to less than 12% by 2005, (iii) 
an electrification ratio of 80% would be achieved by 2010, (iv) there would be no applications for 
electrical connection pending for more than 2 months by 2005, (v) all consumers would be 
metered by 2003, (vi) accounts receivable would be at an average of 2.5 months by August 
2002, and (vii) the collection–billing ratio would be greater than 99%. 
 
D. Components and Outputs 
 
7. Under the program component, the government was to enact the Electricity Reform Bill 
and the Public Utilities Commission Bill. Under the Electricity Reform Bill, the CEB’s functions 
were to be unbundled into generation, transmission, and distribution companies, with the 
transmission company split into two subsidiaries—one serving as system operator and the other 
serving as the sole bulk power dealer. Under the Public Utilities Commission Bill, the Public 
Utility Commission was to independently issue rules and standards for tariff setting and 
licensing of generation, transmission, and distribution, and for the purchase and sale of power. 
The new energy companies were to obtain all necessary Public Utility Commission licenses and 
commence operations.  
 
                                                 
1  ADB. 2002. Report and Recommendation of the President on Proposed Loans to Sri Lanka for the Power Sector 

Development Program. Manila.  
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8. Under the project component, part A was to expand rural electrification to about 820 
villages and included (i) 1,360 kilometers (km) of 33 kilovolt (kV) overhead lines, (ii) 3,150 km of 
400 volt (V) overhead lines, (iii) 600 distribution transformers with a total capacity of 100/160 
kilovolt-amperes (kVA), (iv) service connections and meters for about 112,500 new consumers, 
and (v) other related rural electrification equipment. Part B comprised 33 kV distribution lines for 
strengthening CEB’s existing distribution networks and included (i) 400 km of 33 kV 
development lines to expand the existing rural network; (ii) 33 kV express lines to improve 
reliability, strengthen the existing system, and reduce losses; and (iii) other related distribution 
equipment. Part C was to provide for the construction of three new transmission substations, 
transformers, transmission lines, and a line protection system for the CEB system, which were 
needed to meet load growth, and included (i) construction of three new 132/33 kV grid 
substations plus associated 132 kV transmission lines, (ii) additional transformer capacity 
totaling about 30 megavolt-amperes (MVA) at Deniya, and (iii) replacement of two 132 kV circuit 
breakers and associated control and protection systems. 
 
E. Provision of Inputs 
 
9. The PSDP was estimated to cost $167.9 million equivalent, of which $113.3 million 
(67%) was foreign exchange cost and $54.6 million equivalent (33%) local currency cost. The 
cost estimate included $60 million for the program component; and physical and price 
contingencies, taxes and duties, and interest during construction for the project component. 
ADB was to provide a loan of $60 million from ordinary capital resources for the policy loan and 
$70 million from its special funds resources for the project loan to finance 77% of the total PSDP 
cost. The ordinary capital resources loan was to have a repayment period of 15 years including 
a 3-year grace period; an interest rate determined in accordance with ADB's London interbank 
offered rate (LIBOR)-based variable lending facility; an annual commitment charge of 0.75%; a 
front-end fee of 1% of the loan amount; conversion options that may be exercised in accordance 
with the terms of the loan agreement, loan regulations, and ADB's conversion guidelines; and 
such other terms and conditions set forth in the Loan Agreement. The special funds loan for the 
project component was for SDR52,884,000 ($70.0 million equivalent), with a term of 32 years, 
including a grace period of 8 years, and an interest rate of 1% per annum during the grace 
period and 1.5% thereafter. The remaining local currency cost of about $37.9 million equivalent 
was to be met by the government ($33.9 million) and consumers ($4.0 million). 
 
F. Implementation Arrangements  
 
10. Ministry of Finance was to be the executing agency for the program component and the 
Ministry of Power and Energy was to be the executing agency for the project component. Under 
the project loan, goods and services produced in and originating from ADB member countries 
were to be procured, with due consideration to economy and efficiency, in accordance with 
standard public sector procedures in Sri Lanka. The proceeds of the program loan were to be 
disbursed for a broad range of imports, subject to a negative list of ineligible items. The program 
component was scheduled to begin in November 2002 and be completed by June 2005.  
 
11. Under the project component, the CEB (or its successor entities) was to serve as the 
implementing entity. The CEB's general manager and additional general manager for 
distribution and customer services were to supervise the project managers and teams who were 
to implement the CEB's rural electrification and 33 kV distribution components. The CEB's 
general manager and additional general managers for planning and transmission were to 
supervise the project managers and teams who were to implement the transmission component. 
The same implementation arrangements were to be established to ensure successful project 
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implementation in CEB's successor entities. The project component was to begin in December 
2002 and be completed in December 2006. 
 
12. For the project component, goods and services financed by ADB were to be procured 
following ADB’s Guidelines for Procurement. To encourage the local industry, the CEB was 
permitted to give price preference to domestic manufacturers participating in international bids, 
but this was limited to 15%. CEB successor companies were also to follow ADB's Procurement 
Guidelines in procuring goods and services financed by ADB under the PSDP. CEB's successor 
companies were to establish procurement procedures in line with their company acts. 
Disbursements were to be in accordance with ADB’s Loan Disbursement Handbook, January 
2001. 
  
13. The RRP identified several risks. Success of power sector reforms depended on the 
application of commercial principles to ensure adequate financial performance of sector entities 
and a depoliticized regulatory process. The new electricity bill was to have stringent eligibility 
criteria to ensure that the commission worked effectively. There was a risk that the public and 
investors would not have confidence in the regulatory authority, especially when it was 
necessary to make politically unattractive decisions. To demonstrate its will to make difficult 
political decisions, the government introduced an average tariff increase of 35% on 1 April 2002. 
Corporate governance and operational effectiveness of the CEB and its successor companies 
created during the reform period was expected to be crucial in determining the success in power 
sector restructuring. Embedded in the new sector structure were processes to strengthen the 
capacity of companies to increase efficiencies and improve these efficiencies as they mature. 
 
14. Associated with the loans for the PSDP were 33 covenants, which may be found in 
Appendix 6 of the project completion report (PCR).2  
 

II. EVALUATION OF PERFORMANCE AND RATINGS 
  
A. Relevance of Design and Formulation 
 
15. The PCR rated the PSDP partly relevant. Rural electrification was in line with the 
government’s poverty reduction strategy of 2002, and ADB’s own policies supported this effort. 
Therefore, as a rationale, rural electrification merited ADB intervention on its own. Nevertheless, 
these factors were not articulated well in the PSDP design. The objectives were not set out 
coherently because they were defined differently in the main text, PSDP framework, and in 
other appendixes of the RRP. The links between the impacts, outcomes, and outputs (shown as 
goals, purpose, and outputs at the time) should have been demarcated properly between the 
program and project components and further strengthened. This validation concurs with the 
assessment of the PCR, and rates the project less relevant. 
 
B. Effectiveness in Achieving Program Outcomes  

 
16. The PCR rated the PSDP effective in achieving outcomes. Out of 33 covenants 
associated with the loans, three were not complied with and five were partly complied with. Two 
of the three were not complied with because tranche conditions were not met; the other 
covenant that was not complied with was related to CEB’s accounts receivable. Most of the 
covenants that were partly complied with were related to implementation and administrative 
requirements. In regard to the program component, the PCR stated that, although the 
government passed the Sri Lanka Electricity Reforms Act in 2002, it failed to gazette the act 

                                                 
2  ADB. 2010. Completion Report: Power Sector Development Program in Sri Lanka. Manila. 
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and, subsequently, the Supreme Court found it unconstitutional in 2006. In 2004, the new 
government refused to unbundle the CEB. The PCR did not explain why the reforms act was 
found unconstitutional or give the reasons for not unbundling the CEB. The new government 
proposed alternative legislation to address the Supreme Court’s objections and the Sri Lanka 
Electricity Act was promulgated in March 2009. The PCR stated that ADB supported this act, 
but did not provide specifics regarding changes to the act or how it differed from PSDP 
requirements. The Public Utilities Commission became operational in July 2003. While the 
government separated generation, transmission, and distribution into CEB functional units, the 
PCR contended that this restructuring fell short of PSDP requirements. 
 
17. The PCR demonstrates that the project component exceeded the rural electrification 
target by providing 144,934 households with access to electricity. The aim was to provide 
electricity to 80% of the population by 2010; by 2009, the national electrification ratio was 
85.4%. The PCR also stated that the CEB achieved project objectives of improving the quality 
and quantity of electricity supply by expanding, modernizing, and rehabilitating Sri Lanka’s 
transmission and distribution systems. According to the program framework in Appendix 1 of the 
PCR, load shedding was eliminated by 2004, there were no applications for electrical 
connection pending for more than 2 months by 2005, and all consumers were metered by 2003. 
However, system losses fell from 22.0% in 2002 to only 13.9% by 2009. The PCR did not 
indicate whether accounts receivable were reduced to 2.5 months or whether the collection–
billing ratio was greater than 99%. 
 
18. Unbundling of the CEB into separate companies for generation, transmission, and 
distribution and establishing monitoring of the power purchase and selling function were major 
steps under the PSDP to improve efficiency of the power sector and create an environment 
conducive to private sector participation. Even though the government created functional 
business units within the CEB, this seems to be an inadequate substitute for unbundling and is 
not likely to achieve the expected efficiency improvements or encourage greater private sector 
participation. Notwithstanding obligations under the PSDP, it appeared the government wanted 
to maintain the status quo regarding the CEB. Noncompliance with the unbundling requirement 
was serious enough not to release the $30 million second tranche of the program component. 
Therefore, this validation downgrades effectiveness in achieving outcomes to less effective.  
 
C. Efficiency of Resource Use in Achieving Outputs and Outcomes  
 
19. The PCR rated the PSDP less efficient in achieving outcomes and outputs. The rating 
was based primarily on the shortfall in achieving outcomes under the program component. 
Because the PSDP takes place within the context of a crisis in the power sector (as explained in 
para. 2), ADB formulated a mixed-modality program where policy changes were as important as 
physical investments. The need for cost-effective tariffs, targeted subsidies, and improved 
sector transparency, among other governance issues, required getting the institutions right to 
enable the appropriate pricing necessary for sector growth as well as for overall economic 
growth. Without application of ADB resources under the PSDP’s policy component, ADB’s 
investment could not yield intended results. In such a case measurement of indirect outcomes is 
necessary to properly ascertain how well program component resources were used.3 Under the 
program component, ADB resources did not yield the desired policy results. In regard to the 
project component, while the economic internal rate of return (EIRR) methodology at the time of 
appraisal may have been slightly flawed because it used a “normal rainfall year” to weather-
normalize the fuel-mix cost on an average basis as compared to marginal pricing, sensitivity 
analyses at the time of PSDP appraisal show that, even with increased economic costs due to 
                                                 
3 ADB. 1997. Guidelines for the Economic Analysis of Projects. Manila: pp. 57–60. 
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below average rainfall, the EIRR of 23.3% continues to be well above the 12.0% economic 
opportunity cost of capital. Employing the same methodology, the same logic holds for the 
PCR’s calculated EIRR of 24%. Hence, given the economic results of both program and project 
components, this validation concurs with the PCR’s overall PSDP efficiency rating of less 
efficient.   
 
D. Preliminary Assessment of Sustainability 
 
20. The PCR rated the PSDP likely sustainable because the existing human, institutional, 
financial, and other resources are “sufficient to maintain the outcome achieved over the 
economic lifetime of the project” (footnote 2). The record shows that the achievements of the 
program component may be sustainable, if the government is willing to allow the CEB the 
freedom to operate according to its best interests and allow the regulatory authority autonomy in 
its decision making. The PCR did not calculate a financial internal rate of return for the project 
component or provide a financial analysis of the CEB to assess the sustainability of the project 
component and the operating agency itself. Therefore, it is not possible to validate the PCR’s 
likely sustainable rating for the overall PSDP. 
 
E. Impact 
 
21. The PCR rated the overall PSDP’s impact significant, rating the project component 
significant and the program component substantial. The RRP provided that, among other things, 
the PSDP aimed to address bottlenecks to economic growth and the delivery of high-quality 
supply of electricity to the unserved population. Despite program component shortcomings, the 
PSDP project component made substantial impact. The PCR asserts that project component 
beneficiaries were satisfied with the electricity connections, quality of supply, and service 
provided by the CEB. Beneficiaries noted improvements in living conditions, such as improved 
home air quality, reduced health hazards, improved community safety, improved domestic 
environment for children’s education, and monetary savings from grid electricity. The PCR 
further asserts that as a result of the project component, industries started or improved 
operations, increasing employment opportunities. The validation finds that project component 
impact under the PSDP was substantial while impact under the program component was 
negligible. Given this, the validation rates the overall impact of the PSDP moderate.  
 

III. OTHER PERFORMANCE ASSESSMENTS 
 
A. Performance of the Borrower and the Executing Agency 
  
22. The PCR stated that the performance of the borrower and the executing agency was 
partly satisfactory, mainly because the government failed to implement terms of the program 
component, specifically the unbundling of the CEB. The performance of the implementing 
agency for the project component, the CEB, was rated satisfactory. Combining the ratings of 
both components, the validation concurs with the PCR’s overall PSDP rating of partly 
satisfactory. 
 
B. Performance of the Asian Development Bank  

 
23. The PCR rated ADB’s performance satisfactory on the basis of the Independent 
Evaluation Department’s 2007 report, the Sri Lanka Country Assistance Program Evaluation4 
(Power Sector section). The validation concurs with this rating.  
                                                 
4  ADB. 2007. Country Assistance Program Evaluation: Sri Lanka—Inclusive Development and Conflict Resolution: 

Major Challenges in the Future. Manila. 
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C. Others  
 

24. The PCR stated that the PSDP did not result in significant negative environmental 
impacts. It discussed governance issues which significantly impacted the unsuccessful program 
component, but did not provide an assessment of anticorruption, gender, and fiduciary aspects.  
 

IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS 
 
A. Overall Assessment and Ratings 
 
25. The validation concurs with the PCR that the PSDP was less relevant because the rural 
electrification component was not clearly justified within the overall context, although it was in 
line with government and ADB strategies for the energy sector. The validation disagrees with 
the PCR that the PSDP was effective and downgrades the criterion to less effective because the 
major component of unbundling the CEB was not achieved. The validation agrees with the 
PCR’s less efficient rating. Sustainability of the program component was insufficiently justified in 
the PCR and there was no financial analysis of the project component or of the CEB. Therefore, 
it was not possible to validate the PCR’s likely sustainable rating. The validation concurs that 
the PSDP was partly successful. 
 

 Overall Ratings 
Criteria PCR IED Review Reason for Disagreement/Comments 
Relevance: Partly relevant Less relevant  
Effectiveness in 
Achieving Outcomes: 

Effective Less effective Government failed to unbundle CEB, a 
major policy condition. 

Efficiency in Achieving 
Outcomes and 
Outputs: 

Less efficient Less efficient 
 

Preliminary 
Assessment of 
Sustainability: 

Likely 
sustainable 

Unable to 
validate rating 

PCR provided insufficient justification for 
sustainability rating. 

Borrower and 
Executing Agency: 

Partly 
satisfactory 

Partly 
satisfactory 

 

Performance of ADB: Satisfactory Satisfactory  
Impact: Significant Moderate Substantial project component impacts and 

negligible program component impacts 
result in a rating of moderate. 

Overall Assessment: Partly 
successful 

Partly 
successful 

 

Quality of PCR:  Partly 
satisfactory 

Inadequate discussion of sustainability. 

ADB = Asian Development Bank, CEB = Ceylon Electricity Board, IED = Independent Evaluation Department, 
PCR = program completion report. 
 

B. Identification of Lessons 
 
26. The PCR identified two lessons regarding the design of the PSDP loans and 
implementation delays. The validation concurs with this. 
 

C. Recommendations for Follow-Ups 
 
27. The PCR recommended that government strengthen reforms, the CEB strengthen 
socioeconomic monitoring, and implementation procedures related to cost accounting be 



 8

improved. It also recommended several changes to management of the CEB, making 
consumers aware of electricity advantages, and suggested improvements in CEB project 
management. ADB follow-up assistance to the energy sector was also recommended. The 
validation concurs with this recommendation.  
 

V. OTHER CONSIDERATIONS AND FOLLOW-UP 
 
A. Monitoring and Evaluation Design, Implementation, and Utilization 
 
28. The RRP provided that monitoring and evaluation was to be conducted by the 
government utilizing the newly formed Electricity Supply Committee for monitoring activities 
under the program component and the social and environmental management cell for 
monitoring activities under the project component. The RRP further articulated that under the 
program component, with customers and assets assigned to new companies, the operational 
and financial performance of each new company needed to be set and monitored to 
appropriately assess competition. The government’s Electricity Supply Committee was to 
prepare quarterly reports documenting implementation progress, changes to the implementation 
schedule, and issues encountered, along with remedial actions taken. The social and 
environmental management cell was to collect data and analyze and monitor social benefits, 
environment, land acquisition, and poverty impact of the project component’s transmission and 
distribution expansion subprojects relating to rural electrification. The PCR discusses monitoring 
and evaluation under Recommendations, indicating that the government undertook various 
monitoring and evaluation activities, but such activities need to be strengthened. The validation 
notes that more details are needed to better ascertain the achievements or shortcomings of the 
government’s monitoring and evaluation activities under the PSDP. 
 
B. Comments on Program Completion Report Quality 
 

29. The PCR’s major shortcoming was the insufficient analysis and assessment of 
sustainability. The discussion of the reasons for not gazetting the Sri Lanka Electricity Reforms 
Act of 2002 and not abiding by the conditions of the program component, particularly the 
unbundling of the CEB, was also inadequate. Overall, the PCR was rated partly satisfactory. 
 

C. Data Sources for Validation  
 

30. Data sources included the RRP, PCR, government’s PCR, and other documents. 
 

D. Recommendation for Independent Evaluation Department Follow-up  
 

31. The PCR made no recommendation regarding the project performance evaluation 
report. Since the sustainability of the PSDP could not be validated, and governance issues 
appear to be a major constraint on necessary reforms and further sector development, this 
validation recommends that the PSDP be further evaluated as soon as possible as part of an 
Independent Evaluation Department undertaking involving (i) an evaluation knowledge brief on 
power sector development and governance in South Asia, (ii) a program performance 
evaluation, or (ii) evaluation as part of a country assistance program evaluation.  



 

 

REGIONAL DEPARTMENT’S RESPONSE TO THE PROGRAM COMPLETION REPORT 
VALIDATION REPORT 

 
 
On 12 December 2011, Director, Independent Evaluation Department, Division 1 (IED1), 
received the following comments from the Sri Lanka Resident Mission (SLRM), South Asia 
Department (SARD). 
 

We have no comments on the draft final Validation Report. 
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