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A. Background 

1. In December 2000, the Board of Directors of the Asian Development Bank (ADB) 
approved a direct loan of $26 million and a $52 million partial risk guarantee (PRG). The project, 
located at an existing Kelanitissa power plant location, in the lower reaches of the Kelani River, 
about 2 kilometers north of Colombo, entailed the construction and operation of a 163 megawatt 
(MW), auto diesel fired combined cycle gas turbine power plant. The AES Kelanitissa Limited 
(AKL), the project’s borrower, is a private limited liability company incorporated in Sri Lanka. 
AKL is a joint venture between AES Corporation, an independent power producer (IPP) based 
in the United States, and Hayleys Limited, a diversified Sri Lankan conglomerate, established 
under a build-own-operate-transfer (BOOT) arrangement with the Government of Sri Lanka. 
Under the BOOT, the plant would be transferred to the government at the end of a 20-year 
concession period. 
 
2. At time of project appraisal, Sri Lanka’s electricity supply was neither sufficient nor 
reliable. In 1999, transmission and distribution losses were 21% and interruptions in service 
were common. Tariffs were lower than the total system average incremental cost of supply. 
And, Sri Lanka experienced power shortages because of insufficient power facilities and 
variation in rainfall. Hydro accounted for about 91% of the country’s total generation of 1,691 
MW in 1999, 24 power stations providing 1,142 MW of total installed capacity. However, at 
project appraisal, the future development of hydro resources was increasingly difficult because 
57% of hydropower’s estimated potential had already been exhausted. 

 
3. The country’s Long-Term Generation Expansion Plan (LTGEP), developed in May 2000, 
expected annual growth in peak demand to average 7.4% during 2011-2012 (from 1,371 MW in 
2000 to 3,722 MW in 2014), and annual growth in demand for electricity to average 7.8% over 
the same period. The power supply gap was expected to widen with retirement of old plants and 
likely delays in the commissioning of new plants. To meet the country’s projected demand while 
minimizing reliance on hydropower, the LTGEP planned for new thermal capacity additions of 
187 MW per annum through 2014. 
 
B. Project Scope and Objectives  

4. AKL agreed to build-own-operate-transfer the power plant in accordance with an 
implementation agreement with the government, and a power purchase agreement (PPA) with 
the Ceylon Electricity Board (CEB). CEB was to purchase the capacity and energy output of the 
plant under a 20-year PPA. Ceylon Petroleum Corporation (CPC) was to guarantee the 
availability of fuel for the project under a fuel supply agreement (FSA). And, the government 
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agreed to guarantee the payment obligations of CEB under the PPA and CPC under the FSA in 
accordance with the implementation agreement. The project was expected to commence 
operation in January 2003 with implementation under a performance-based, fixed-price, turnkey 
engineering, procurement, and construction (EPC) contract. AES awarded the EPC contract to 
Larsen & Tourbro (L&T), an India construction firm, following an international competitive 
bidding process. 

 
5. All electricity generated by the project was to be sold to CEB under the PPA, while firm 
availability of fuel for the project was to be ensured by CPC under the FSA. The land lease 
agreement (LLA) was to provide AKL with all the necessary leasehold interests and other rights 
of way and easements. The government was to guarantee the payment obligations of CEB 
under the PPA and CPC under the FSA pursuant to the implementation agreement between the 
government and AKL. The project’s levelized tariff of $0.0607/kWh was expected to be 
competitive with CEB’s earlier thermal IPP contracts with average tariff of $0.072/kWh in 2000 
and was significantly less than the average tariff of emergency (temporary) power of 
$0.1160/kWh in 2000. Thus, the project was expected to help reduce the overall cost of power 
supply. 
 
6. The project aimed to (i) ease Sri Lanka’s critical power supply shortfall in a cost-effective 
fashion and minimize the cost of load shedding, by helping to balance Sri Lanka’s generation 
supply dependence on hydropower; (ii) help stabilize Sri Lanka’s power supply capability; (iii) 
make competitively priced power accessible to consumers within a short time; (iv) help CEB 
expand consumer access to reliable and affordably priced power and thus provide power to at 
least 80% of the population by 2005; (v) be consistent with the LTGEP and ADB’s strategy for 
the sector’s development, which aimed to increase private sector participation in new power 
generation projects to increase the financial resources available for the sector’s expansion and 
improved operational and management efficiencies; (vi) improve the sector’s governance 
through private participation; (vii) promote the best commercial practices in power plant 
operations and management and thus establish performance benchmarks for the sector’s other 
power generation providers; (viii) strengthen government support for increased private 
participation through its expected positive demonstration effects; and (ix) mobilize $52 million of 
long-term debt from commercial banks through ADB’s PRG facility with a government counter-
indemnity. 
 
C. Major Concerns Raised During Project Processing 

7. The main issues raised during processing of the project were: 
(i) The project’s competitiveness should the power sector become increasingly 

deregulated and market driven;  
(ii) The project’s impact on the country’s foreign reserve situation, particularly that 

exposure to IPPs, such as AES, not strain the country’s overall foreign exchange 
position, and that there is no mismatch between the project’s foreign exchange 
debt service requirements and the local currency tariffs; 

(iii) The impact of the sector’s restructuring on the obligations of the government, 
CEB, CPC, and other key agencies with performance undertakings under the 
project agreements, particularly that restructuring does not cause any project 
agreements to become null and void;  

(iv) CEB’s weak financial position rendering it incapable of fulfilling its obligation 
under the PPA on a sustainable basis; 

(v) The viability of the project in the event of surplus power in the medium term; and 
(vi) Project completion delays and cost overruns.  
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D. Major Findings of the draft Extended Annual Review Report  

8. The extended annual review report (XARR) for the project was not completed as of 3 
November 2011. However, a draft XARR was shared to enable the project’s performance 
evaluation review to move forward.  
 
9. The draft XARR points out main issues associated with the project’s construction and 
operation phase that will need to be checked.  
 
E. Objectives and Scope of the Proposed Project Performance Evaluation 

10. Evaluation Objective. The main objective of the independent evaluation is to derive 
lessons from the project, which can then be used to assist in the design and implementation of 
future ADB private sector operations in the region, particularly investments in similar projects. 
The evaluation findings are also expected to provide inputs to the planned Special Evaluation 
Study on Development Outcomes of Private Sector Operations.  
 
11. The output of the evaluation will be a project performance evaluation report (PPER) for 
ADB loan and PRG investment in the project. 
 
12. Evaluation Scope. The evaluation will assess the project against the evaluation criteria 
of development impacts and outcomes, ADB profitability, ADB work quality, and ADB 
additionality in accordance with the Guidelines for Preparing Performance Evaluation Reports 
on Nonsovereign Operations.1 The Evaluation Matrix (presented in the Attachment) contains the 
main evaluation questions by criteria and subcriteria for this evaluation and describes the 
methods to be used in evaluating the performance of the projects and the corresponding 
sources of information. 
 
13. Specifically, the evaluation will focus on the following major areas: 
 

(i) Contributions to private sector development. The PPER will assess whether 
the project contributed to increased private sector participation in new power 
generation in Sri Lanka. To the extent possible, the PPER will assess the 
project’s contributions to increasing financial resources to the sector for the 
purpose of enabling sector expansion and improved operational and 
management efficiencies.  

 
(ii) The project’s business success. A key component of the project was the 

competitiveness of the concessionary tariff and AKL’s ensured revenue stream 
under the PPA’s take-or-pay clause. There are many lessons to be learned with 
regard to proper equipment installation, operations, and CEB’s ability to pay that 
will be important takeaways to enable success for future sector projects in the 
country. The PPER will assess the project’s business success, focusing on 
mechanical problems experienced at time of commissioning, licensing issues, 
project life operational logs and outage reports, along with discussions with AKL 
(including L&T) as well as CEB, respective, finance directors and head 
engineers.   

 

                                                 
1  ADB. 2007. Guidelines for Preparing Performance Evaluation Reports on Nonsovereign Operations. Manila. 
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(iii) The project’s environment performance. The AKL Project was classified as 
environment category “A” which required a full Environmental Impact 
Assessment (EIA). The PPER will assess whether the project environment 
performance was in accordance with ADB’s policies, particularly whether 
mitigating measures identified in the ADB approved EIA were adopted and 
applied appropriately during construction and operation of the plant.  

 
(iv) ADB’s Work Quality. It is not clear from the draft XARR how ADB’s role and 

contribution impacted the screening, appraisal and structuring of the project, in 
addition to monitoring and supervision. The PPER will assess ADB’s work quality 
as it relates to the aforesaid, independent of ADB additionality such as 
supplementary fund mobilization by commercial banks. 

 
14. The evaluation will include the following activities: (i) desk review of all relevant project 
documents; (ii) gathering and review of secondary data including relevant reports on AKL plant 
operations or outages; (iii) discussions with project staff from Private Sector Operations 
Department; (iv) discussions with officials of relevant government offices; (v) meetings with AKL 
and L&T; (vi) recalculation of the financial and economic rates of return of the project; and (vii) 
drafting and finalizing the PPER. 
 
F. Implementation Arrangements and Resource Implications 

15. The evaluation team shall be composed of the following staff and consultant: (i) Kelly 
Hewitt, Evaluation Specialist (Team Leader); (ii) Noel Gamo, Evaluation Officer; (iii) Stella 
Labayen, Associate Evaluation Analyst; (iv) an international consultant with expertise in the 
power sector. The peer reviewer will be Henrike Feig, Lead Evaluation Specialist. The time 
commitment for the PPER will be about 3 months intermittently for the Team Leader and the 
Evaluation Officer and about 30 working days for the consultant.  
 
16. The proposed schedule for the PPERs is as follows: 
 

Activity Timing  
Approval of Evaluation Approach Paper        I Nov 2011 
Recruitment of Consultant II Nov 2011 
Independent Evaluation Mission I Dec 2011 
IED Internal Review III Jan 2012 
Interdepartmental Review IV Jan 2012 
Draft to Editor I Feb 2012 
Submission to Director, IED1 II Feb 2012 
Submission to Director General, IED III Feb 2012 

 
attachment: Evaluation Matrix 
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EVALUATION MATRIX 
 
Evaluation Criteria Evaluation Questions Method Information Source 
A. Development Impact    

1. Private Sector Development Did the project contribute to 
private sector participation in new 
power generation projects to 
increase financial resources 
available to the sector’s expansion 
and improve operational and 
management efficiencies?   

Interview various stakeholders 
and government officials 
 
Gather secondary data and check 
whether project contributed to 
private sector participation in 
power generation. 
 

PSOD staff, AKL, government 
(CEB, MOPE, PUC) 
 
Statistics from CEB  
 

2. Business Success What was financial performance of 
the project and how did this 
compare with approval 
assumptions and expectations? 
 
 
Did the project contribute to other 
business goals stated during 
project approval? 
 
 
 
What are the overall prospects for 
sustainability and growth of the 
project company or entity?  

Calculate the projects’ real net 
Financial internal rate of return 
(FIRR) and compare this to the 
weighted average cost of capital 
(WACC). 
 
Review approval documents for 
other business goals which may 
have been stated and interview 
various stakeholders to determine 
if these were achieved 
 
Interview various stakeholders to 
get their assessment of the 
sustainability and growth of the 
project company’s operations. 
 

Financial statements of the AKL 
 
 
 
 
 
ADB documents; interviews with 
PSOD staff and AKL 
 
 
 
 
PSOD staff, company 
management, industry experts, 
government officials 

3. Economic Development Did the project contribute to 
economic output and growth? 

Calculate the real economic 
internal rate of return (EIRR) and 
compare this to hurdle rates 
defined in the Guidelines 
 

Financial statements of AKL 
 

4. Environment, Social, Health 
and Safety Performance 

Did the project adhere to ADB’s 
policies on environmental, social, 
health and safety issues? 

Review documents and interview 
various stakeholders to determine 
if the project complied with ADB’s 
policies, particularly whether 
mitigating measures identified in 
the ADB approved EIA were 
adopted and applied 

ADB documents; project 
documents such as EIA 
monitoring and supervision 
reports; and interviews with AKL 
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Evaluation Criteria Evaluation Questions Method Information Source 
B. ADB Investment Profitability Were ADB’s loan investments in 

the project profitable? 
 
 
What were the factors that 
contributed to the investment 
performance or underperformance 
of the project? 

Compare ADB’s net equity FIRR 
to market benchmarks and/or 
other similar projects at approval 
 
Analyze various factors that 
affected the project performance 
such as the economic, political 
and regulatory environment; 
Interview various groups; gather 
secondary data 

PSOD records on disbursements 
and receipts of cash interest and 
principal proceeds 
 
ADB documents; interviews with 
the PSOD staff, AKL 
management, industry experts, 
government officials, and other 
stakeholders 
 

C. ADB Work Quality    
1. Screening, Appraisal, and 
Structuring 

Did ADB’s screening, appraisal, 
and structuring performance meet 
high standards of multilateral 
development banks? 
 

Review projects’ processing 
documents and interview PSOD 
staff 
 
 

ADB documents; interviews with 
PSOD staff 

2. Monitoring and Supervision Did ADB keep itself promptly and 
fully informed about the project in 
all material areas and use this 
knowledge proactively to improve 
the projects’ development 
outcomes and ADB’s investment 
outcomes? 
 

Review project administration 
documents, minutes of project 
AKL meetings 

PSOD documents; interviews with 
AKL 

3. ADB Role and Contribution Was ADB’s role in the projects 
crucial and in line with its 
operating strategies, policies, and 
standards? 
 

Interview various stakeholders Interviews with PSOD staff and 
AKL 

D. ADB Additionality Was ADB financing a necessary 
condition for the timely realization 
of the project? 
 

What was ADB’s contribution to 
the design and functioning of the 
project to improve development 
impact? 

Interview various stakeholders Interviews with PSOD staff and 
AKL 

ADB = Asian Development Bank; AKL = AES Kelanitissa (Private) Limited; CEB = Ceylon Electricity Board; FIRR = financial internal rate of return; MOPE = 
Ministry of Power and Energy; PSOD = Private Sector Operations Department; PUC = Public Utilities Commission. 
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