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CEYLON ELECTRICITY BOARD’S PAST FINANCIAL PERFORMANCE AND PROJECTIONS 
 
1 The power sector of Sri Lanka is dominated by Ceylon Electricity Board (CEB), together 
with its subsidiaries, Lanka Electricity Company Limited (LECO), and several other independent 
power producers. CEB is a vertically integrated state-owned enterprise under the purview of 
Ministry of Power and Energy and is responsible for about 60% of the electricity generation, 
transmission of power for public supply throughout the country and its distribution to about 90% 
of all electricity consumers. The balance of the consumers is being served by LECO. 
 
2 The financial performance of CEB has come under increasing strain due to the historical 
fact that the electricity tariffs have not kept pace with the rising costs. Being a public utility, CEB 
has to meet its obligation of providing uninterrupted electricity supply to consumers, often 
relying on emergency power at exorbitant prices. 
 

A. Summary of Historical Financial Performance 
 
3 The current financial position of CEB is not impressive. The accumulated losses from the 
financial year (FY) 2007 to FY 2011 for CEB were about Sri Lanka rupees (SLR) 79,164 million. 
Though the operating margin for FY2010 has been 6% due to exceptional rainfall and a good 
hydro power generation, the debt service coverage ratio has always been negative in the past 
10-12 years, which indicates that the company is deeply in debt that requires borrowing from 
external sources (expensive short-term borrowings) to meet its financial liabilities. The 
deteriorating financial health of the company can be attributed to increased reliance on high-
cost thermal electricity generation, substantial increases in the fuel oil costs and consumer 
tariffs set below cost of supply 
 
4 In addition, the Government of Sri Lanka has not provided CEB with adequate financial 
support to offset the cash shortfall that CEB faces due to inadequate tariffs. Consequently, CEB 
has experienced a significant increase in credits from SLR 40,140 million in FY2007 to SLR 
106,127 million in FY2011, for which the company has been forced to take on expensive, short-
term loans, and appears to have deferred capital expenditure, affecting the net worth of the 
company.  
 
5 Table 1 shows CEB’s financial results and financial indicators for the period 2007 to 
2011. Accounting losses and negative cash flows are a persistent feature of CEB’s financial 
performance. Return on assets, debt coverage and self-financing ratios indicate that CEB has 
been unable to operate as a going concern without financial assistance from the government. 
The 2011 results showed deterioration due to failure of monsoon leading to use of high cost fuel 
oil generation. 
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Table 1: CEB's Historical Financial Performance 

  Units 2007 2008 2009 2010 2011 
Profit and Loss items            

Revenue SLR m 87,575 111,287 110,518 122,859  134,313

Cost of Sales SLR m  (96,080)
 

(134,362)
 

(118,187)
 

(116,168) (152,427) 
Gross Profit/(Loss) SLR m  (8,505)  (23,075)  (7,668) 6,690  (18,114)
Other Income and Gain SLR m 9,205 3,581 3,412 2,624  2,690
Distribution Cost SLR m  (8,618)  (8,087) -  -  -
Others SLR m  (3,657)  (3,264) -  -  -
Administrative Expenses SLR m  (1,534)  (1,487)  (2,870)  (1,850) (2,014)
Finance Income SLR m -  -  861 -  
Finance Cost SLR m    (1,703)  (1,537)  (3,073)  (2,605) (1,828)

Profit/(Loss) Before Tax SLR m 
 

(14,812)  (33,870)  (9,339) 4,859  (19,266)
Income Tax Expense SLR m    -  -   (2,236)  (4500) -

Profit/(Loss) After Tax SLR m 
 

(14,812)  (33,870)  (11,575) 359  (19,266)
   
Balance sheet Items        
Short term borrowings SLR m 7,075 4,406 12,862   9,979  11,007
Long term borrowings SLR m 57,477 64,219 93,797 174,264  192,746
Trade creditors SLR m  40,140 82,578 85,167 80,044  106,127
Equity SLR m 275,648 270,176 275,208 281,315  320,253
   
Cash flow items       
Cash flows from Operations SLR m 6,777 11,036 10,318  (43,050) 20,855
Net Cash Flows SLR m  (128) 1,654  (1,778) 936  1,924
Cumulative Cash flows SLR m  (3,915)  (2,261)  (4,039)  (3,102) (1,178)
   
COMMERCIAL       

Electricity sales GWh 8,276 8,418 
 

8,441 9,268  9,883
Average revenue per unit 
sold SLR/kWh 10.6 13.2 13.1 13.1  13.59
Average cost per unit sold SLR/kWh 12.4 17.2 14.5 12.6  13.37
   
Financial Ratio      
Return on average net fixed assets -4.08% -8.82% -2.68% 0.08% -3.59%
Debt (long term) / Debt 
(long term)+Equity   17.25% 19.20% 25.42% 40.66% 35.24%

GWh = gigawatt-hour, kWh = kilowatt-hour, SLR = Sri Lanka rupees, SLR m = Sri Lanka rupees million. 
Source: Ceylon Electricity Board 
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6 CEB has maintained low levels of debt to equity in the past. The major source of long 
term borrowings has been government treasury loans, which had increased to SLR 192.7 billion 
by 31 December 2011. While there is no debt servicing required for these loans at present, the 
government has indicated that they are likely to be converted to commercial loans upon 
commissioning of the second stage of Norochcholai coal-fired plant in 2013.  
 
7 CEB carries a substantial weight of fixed assets, as is expected of a vertically integrated 
electricity business. However, given the present tariff regime with consumer tariffs set below the 
cost of supply, much of this asset base could not generate a return. The implementation of cost 
reflective tariffs with a return on net assets would assist the situation in future. 
 
8 In summary, CEB is financially stressed by its inability to generate sufficient cash flow to 
reinvest in its business and meet its present supply obligations. Without government support in 
the form of subsidies and/or substantial increases in tariffs and/or commissioning of cheaper 
coal-based power plants, CEB’s finances and network may further deteriorate. 
 

B. Assumptions for the Financial Projections  
 

1. Sales and Generation 
 
9 Generation projections incorporate strong growth in CEB thermal production, a rapid 
decline in independent power producers’ (IPPs) thermal production and relatively static hydro 
generation.  
 
10 The forecast cost of generation reduces as a percentage of sales over the forecast 
period. This is due to the assumption that purchases from IPPs will reduce from 4,581 gigawatt-
hours (GWh) in 2012 to 1610 GWh by 2020, and that there will be a substantial increase in low-
cost coal-fired generation, rising to around 11,637 GWh by 2020. 
 
11 Table 2 illustrates forecast generation and the long term beneficial impact on CEB of 
changing its generation mix away from oil and IPPs to lower cost coal power stations. 
 
12 The system losses has been assumed to decline from the level of 13.53% in 2010 to 
12.00% in 2016 and thereby remaining at that level while the sales to consumers by the 
distribution utilities have been derived from the system demand and the losses in the system, 
which includes auxiliary and transmission and distribution losses. 
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Table 2: Projected Generation and System Losses 

 Generation Plan Units 2012 2013 2014 2015 2016 2017 2020 
Hydro GWh 3,812 5,499 5,548 6,081 6,186 6,268 6,533
Thermal CEB - Non 
Coal GWh 1,682 1,188 - - - - -

Thermal IPP - Non 
Coal GWh 4,581 4,581 3,404 3,300 3,822 2,193 1,610

Coal CEB GWh 1,757 1,932 5,029 5,495 5,760 8,192 11,637
Wind GWh 140 168 266 294 350 378 378
Biomass (Dendro) GWh 34 34 68 68 102 137 239
Total Generation GWh 12,006 13,402 14,315 15,238 16,220 17,168 20,397
Avg. Cost / Unit 
(without inflationary 
effects) 

SLR/kWh 8.92 8.09 6.91 6.75 6.91 6.26 6.08

Losses   
Auxiliary 
Consumption % 2.02% 2.00% 3.70% 3.77% 3.73% 4.72% 5.14%

T & D Losses % 13.02% 12.77% 12.51% 12.26% 12.00% 12.00% 12.00%
Sales to 
Consumers GWh 10,426 11,423 11,995 12,796 13,669 14,297 15,071

GWh = gigawatt-hour, kWh = kilowatt-hour, SLR = Sri Lanka rupees, T&D = transmission and distribution. 
Source: Asian Development Bank estimates. 
 
13 The projections assume that the government is committed to support CEB through the 
forecast period to 2020. Tariffs have been assumed to increase progressively towards full cost 
recovery from 2017 when the first unit of the Trincomale coal-fired plant gets commissioned. 
Table 3 represents the tariff considered for revenue projections for CEB. 
 

Table 3: Tariff Projection 

  Units 2012 2013 2014 2015 2016 2017 2018 2019 2020 
Tariff 
Projection SLR/kWh 13.59 14.54 15.56 16.65 17.81 19.06 20.39 20.69 20.69

kWh = kilowatt-hour, SLR = Sri Lanka rupees. 
Source: Asian Development Bank estimates. 
 

2. Capital Expenditure 
14 Capital expenditure has been forecasted through to 2020 in three categories 
(generation, transmission and distribution) based on the forecasts available with CEB in the 
recent 2012 tariff submissions to the Public Utilities Commission of Sri Lanka (PUCSL). The 
capital expenditure in generation has been based on the projected generation profile and 
assuming a gestation period of four years with capital phasing as 10%, 40% 30% and 20%. 
 
15 All capital projects have been assumed commissioned at the beginning of each financial 
year. Table 4 projects the capital expenditure in each of the categories in constant SLR terms. 
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Table 4: Projected Capital Expenditure  

  Units 2012 2013 2014 2015 2016 2017 
Generation SLR m 0 30,246 28,166 36,007 44,009 44,009

Transmission SLR m 1,021 1,655 1,018 1,018 1,230 1,230

Distribution Region 1 SLR m 16,371 8,859 6,308 6,288 7,152 7,152

Distribution Region 2 SLR m 8,989 11,397 9,983 6,339 9,240 9,240

Distribution Region 3 SLR m 1,947 2,585 1,909 2,439 2,311 2,311

Distribution Region 4 SLR m 3,806 2,314 2,095 2,005 2,138 2,138

Total SLR m 32,133 57,055 49,479 54,096 66,079 66,079
SLR m = Sri Lanka rupees million. 
Source: Asian Development Bank estimates. 

 

3. Long Term and Short Term Debt Servicing 
 
16 All capital investment has been assumed to be debt and equity funded. The direct 
source for both equity and debt is assumed to be the government and carry the same rate of 
interest. Treasury loans have been assumed to be repayable over twelve years with a two year 
moratorium for principal repayments. An interest rate of 10% per annum on outstanding 
principal has been applied on long term borrowings and 12% applied on short term working 
capital borrowings. 
 

4. Operating Expenses, Depreciation and Tax 
 
17 Operating expenses have been forecasted based on estimated expenditure available 
with CEB on the 2012 tariff filing submissions to PUCSL and assuming a 1.5% of the gross fixed 
assets for the generation assets added in the future. All expenses are on nominal terms with life 
of new assets being considered at 25 years and tax rate assumed at 35%.  
 

5. Financial Projections for CEB 
 
18 To support the analysis of CEB’s suitability for the proposed ADB lending, a 10-year 
financial projection has been prepared based on historical financial data as a base and certain 
underlying assumptions to project for the future. These projections are not intended to be an 
accurate forecast of CEB’s future performance; they are a projection based on a set of 
assumptions and adoption of certain policies by the government that represents a fundamental 
change in the operation of the electricity sector and pricing regime like:  
 

(i) Increasing supply capacity and reducing cost of generation including building 
coal-fired stations (achieving fuel cost reductions and reducing reliance on IPPs); 
and 

(ii) Establishing a cost reflective tariff by PUCSL, the independent regulator, and 
rationalizing tariff structures by allowing a return on assets and equity infused. 

 
19 These intentions are critical assumptions in the financial model developed for this 
exercise. CEB’s financial position will remain weak if these changes are not implemented. 
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20 Table 5 below shows a summary of the forecast financial position of CEB through to 
2020. Details of balance sheet items and cash flow projections are illustrated in Table 6. 
 

Table 5: CEB's Financial Forecast till 2020 

  Units 2012 2013 2014 2015 2016 2017 2020 
Profit and Loss Items              

Sale of Electricity and 
Other Income SLR m 144,401 168,775 189,289 215,684 246,154 275,161 310,029 

Fuel and Power 
Purchase Expenses SLR m 106,961 113,325 96,314 108,739 130,187 124,890 143,145 

Gross Profit SLR m 34,728 52,775 90,318 104,288 113,310 147,614 164,227 

Overheads SLR m 20,047 29,235 31,078 41,215 45,091 49,238 53,316 

Depreciation SLR m 18,561 20,843 22,823 24,986 27,630 30,273 31,956 
Interest on long term 
borrowing SLR m 0 0 42,281 44,728 47,906 50,653 50,498 

Interest on short term 
borrowing SLR m 1,842 3,048 3,562 4,129 4,670 5,318 5,965 

Profit before tax SLR m -3,011 2,324 -6,768 -8,113 -9,330 14,788 25,149 

Tax SLR m 0 813 0 0 0 5,176 8,802 
Profit/(Loss) after tax SLR m -3,011 1,510 -6,768 -8,113 -9,330 9,613 16,347 

COMMERCIAL         

Units Generated GWh 11,987 13,094 13,710 14,583 15,533 16,246 17,126 

Units Sold GWh 10,426 11,423 11,995 12,796 13,669 14,297 15,071 

Average Tariff SLR/kWh 13.59 14.54 15.56 16.65 17.81 19.06 20.39 
Average Fuel and 
Power Purchase Cost SLR/kWh 8.92 8.65 7.02 7.46 8.38 7.69 8.36 

GWh = gigawatt-hour, kWh = kilowatt-hour, SLR = Sri Lanka rupees, SLR m = Sri Lanka rupees million. 
Source: Asian Development Bank estimates. 
 
21 Under this scenario CEB moves into a net positive cash flow position from FY2017. This 
is assisted by the commissioning of the Trincomale coal-fired station that contributes to a 
decline in IPP power purchases from 2017. Fuel and power purchase cost is declining from 
present SLR 10.19 per kWh in 2011 to SLR 7.69 per kWh in 2017. This would establish a 
balance between the revenue and cost per unit sold and subsequently yield profits to CEB. 
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Table 6: Projected Balance Sheet and Cash Flow Statements for CEB till 2020 

Balance sheet  Units 2012 2013 2014 2015 2016 2017 2020 
Fixed Assets SLR m 910,875 967,931 1,017,409 1,071,505 1,137,584 1,203,663 1,245,738 
Less: Cumulative 
Depreciation SLR m 341,358 362,201 385,024 410,011 437,640 467,913 499,869 

NFA SLR m 569,517 605,729 632,385 661,495 699,944 735,750 745,869 
Investments SLR m 4,698 4,698 4,698 4,698 4,698 4,698 4,698 
Working Capital SLR m 21,229 25,398 29,682 34,408 38,916 44,317 49,707 
Cash SLR m 0 49,137 73,352 57,990 39,931 38,949 40,877 
Total Assets SLR m 595,444 684,962 740,117 758,591 783,489 823,714 841,151 
Equity SLR m 96,090 96,090 96,090 96,090 96,090 96,090 96,090 
Capital Reserves SLR m 362,941 362,941 362,941 362,941 362,941 362,941 362,941 
Retained Earnings SLR m -141,789 -140,279 -147,046 -155,159 -164,489 -154,876 -138,530 
Deferred Liabilities SLR m 10,374 10,374 10,374 10,374 10,374 10,374 10,374 

Working capital 
Borrowing SLR m 0 4,169 8,453 13,179 17,687 23,088 28,478 

Lon Term 
Borrowings SLR m 267,828 351,666 409,305 431,165 460,885 486,097 481,797 

Total Liabilities SLR m 595,444 684,962 740,117 758,591 783,489 823,714 841,151 
Cash flow items Units 2012 2013 2014 2015 2016 2017 2020 
Inflows         
Revenue + 
Government 
Subsidy 

SLR m  168,775 189,289 215,684 246,154 275,161 310,029 

Long Term Debt 
raised net 
repayments 

SLR m  83,838 57,639 21,860 29,720 25,212 -4,300 

Short Term Debt 
Raised SLR m  4,169 4,284 4,726 4,508 5,401 5,390 

Decrease in 
working capital SLR m  168,775 189,289 215,684 246,154 275,161 310,029 

Outflows         
Power Purchase 
and Fuel Costs SLR m  113,325 96,314 108,739 130,187 124,890 143,145 

Interest on Long 
Term Borrowing SLR m  0 42,281 44,728 47,906 50,653 50,498 

Interest on Short 
Term Borrowing SLR m  3,048 3,562 4,129 4,670 5,318 5,965 

Operating 
Expenditure SLR m  29,235 31,078 41,215 45,091 49,238 53,316 

capital 
Expenditure SLR m  57,055 49,479 54,096 66,079 66,079 42,074 

Tax SLR m  813 0 0 0 5,176 8,802 
Net Inflow SLR m  4,169 4,284 4,726 4,508 5,401 5,390 
Closing Cash 
Balance SLR m  49,137 24,215 -15,362 -18,059 -982 1,929 

SLR m = Sri Lanka rupees million. 
Source: Asian Development Bank estimates. 
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6. Financial Management 

 
22 In the broad context, CEB is sufficiently equipped and financially disciplined to manage 
cash flows expected to be transacted in implementing the proposed Clean Energy and Network 
Efficiency Project.  
 
23 In order to verify whether the financial management practices of CEB are acceptable 
and the necessary resource capacities are available to manage the finances of the proposed 
project, a financial management assessment questionnaire was used to collect the relevant 
information from CEB. Using the responses to the questionnaire and the review of financial 
statements and other publications relevant to CEB, a financial management assessment of CEB 
was prepared with the following identified salient points.  
 
24 CEB is a statutory board established in 1969 by an act of Parliament. CEB is capable of 
providing adequate project accounting, reporting and funds flow capabilities, and has done so 
on previous ADB loan projects. CEB will establish a project finance and accounts team from its 
permanent accounting staff resource. Training of these staff on relevant ADB procedures would 
be required to make sure all necessary controls and reporting requirements are followed. CEB’s 
software-based accounting system will be used for project accounting, reporting and 
disbursements management. 
 
25 CEB's annual accounts are prepared on an accrual basis in accordance with Sri Lanka 
Accounting Standards, which are similar to the International Accounting Standards. Since the 
beginning of 2012, the new Sri Lanka Financial Reporting Standards will be used in reporting 
the financial status of CEB, improving the level of detail and the overall quality of CEB’s annual 
reports. The accounts are audited by the auditor general, who may appoint a private firm as an 
auditor. The auditing firm is rotated periodically. CEB's accounting records are maintained at 
site offices and monthly summaries are forwarded to head office for consolidation. Under the 
general manager responsible for day-to-day management, additional general managers 
manage six functional business units (FBUs), including one generation unit, one transmission 
unit, and four distribution units in different geographic areas. 
 
26 Whilst adequate for current purposes, CEB is likely to find that new reporting and tariff 
filing requirements imposed by PUCSL put pressure on its accounting system. Although the 
Mitfin software package and excel spreadsheets are being used as part of the automated 
accounting system, their full use enabling a fully automated financial system to be operated by 
CEB is still lagging behind. While the current practices and systems can meet CEB’s statutory 
reporting requirements, they cannot provide useful and timely online information for CEB’s 
management and meet the information requirements of PUCSL. A dedicated funding should be 
allocated to meet the cost of a fully automated new system, covering billing, accounting, and 
management information systems including software and hardware procurement and 
installation, training, and service support.  

 




