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A. Scope and Purpose 
 
1. This evaluation is part of the Country Assistance Program Evaluation for Sri Lanka.1 It 
takes sector context into account and evaluates the strategies and assistance of the Asian 
Development Bank (ADB) in the power sector.2 The positioning and performance of ADB’s 
sector strategies and assistance were analyzed. This evaluation assesses the contribution of 
ADB to development results in Sri Lanka and identifies development issues and lessons in the 
power sector pertinent to the preparation of the next country partnership strategy. Situations 
discussed herein were updated in March 2007. 
 
B. Sector Context 
 
2.  Background.  The efficient functioning of the power sector has a fundamental bearing 
on economic development and poverty reduction. Without adequate power supply, basic 
services (such as piped water supply, lighting, and storage facilities for perishable goods and 
life-saving drugs), industrial and non-industrial operations, and access to information, 
communications, and digital connectivity are likely to be adversely affected. Without access to 
electricity, rural areas are unlikely to maximize income-generating activities that are essential to 
reducing poverty.  
 
3. Under public sector operations over the last two decades (1986−2006), ADB had 
approved loans for five power projects ($319.1 million), seven advisory technical assistance 
(TA) ($3.5 million),3 and two project preparatory TA ($1.6 million). Under private sector 
operations, ADB approved in 2000 a financing package for an independent power producer 
(IPP) to construct a 163-megawatt (MW) power station.4  
 
4. Sri Lanka has an area of 65,525 square kilometers, a population of 19.7 million (2005), 
and a per capita gross domestic product of about $1,200 (2005). Most of the economically 
viable hydropower potential has already been developed. The country relies heavily on imported 
fuels for its energy requirements. Total installed power generation capacity, at the end of 2006, 
amounted to 2,411 MW including the capacity of IPPs of 652 MW. The Ceylon Electricity Board 
(CEB) has also hired generation units (35 MW) supplying the mini-grid in Jaffna. Of the capacity 
feeding the main grid, 54% was hydroelectric and the balance was thermal, except for 3 MW of 
wind power and 1 MW of biomass-based generation. The peak demand, in 2005, was 1,748 
MW. Of the total 7,255 gigawatt-hour sale of electricity in 2005, industry had the largest share at 
33.7%, followed by households (33.2%), general and commercial consumers (17.3%), bulk 
supply by CEB to the Lanka Electric Company (Private) Limited (LECO, 14.2%), streetlights 
(1.1%), and religious premises (0.5%). 
 
5.  Sri Lanka’s power sector struggled through the late 1980s, 1990s, and in 2001−2002 to 
meet the growing demand for electricity. The 1996 and 2001−2002 power crises drew attention 
to the importance of timely implementation of new generating plants to meet the growing 

                                                 
1  Referenced as Supplementary Appendix C in the main country evaluation report. 
2 ADB. 2006.  Guidelines for the Preparation of Country Assistance Program Evaluation Reports. Manila. 

Available: http://www.adb.org/Documents/Guidelines/Country-Assistance-Program/default.asp
3 For the entire energy sector, there were eight advisory TA grants. One TA went to the petroleum sector for the 

promotion of private sector participation in oil and gas exploration (TA 3450-SRI, for $325,000, approved on 1 June 
2000). In the post-TA period, no follow-up TA took place, as planned. TA 3450-SRI was the only assistance from 
ADB for the petroleum sector over the last two decades. 

4 The financing package consisted of a loan from ADB ($26 million) under a political risk guarantee scheme and a 
syndicated loan from commercial banks ($52 million). 

http://www.adb.org/Documents/Guidelines/Country-Assistance-Program/default.asp
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demand, Sri Lanka’s vulnerability to rainfall fluctuations, and the limitations of hydropower plants 
during severe droughts. Rotating power interruptions (load shedding) took place to curb daily 
demand and facilitate conservation of water for power generation, irrigation, and drinking water. 
Half of the hydroelectric generating capacity is in the Mahaweli cascade, where irrigation 
requirements determine water release priority, while all hydroelectric capacity has direct or 
indirect links to town water supply systems. Since 1996, the Government has allowed IPPs to 
build, own, and operate thermal power plants to encourage private sector participation in 
meeting power supply requirements. During 1986−2005, the share of energy from hydropower 
in the power generation mix declined from 99.7% to 39.4% (Table 1). In recent years, power 
shortages have been mainly due to inadequate expansion of thermal capacity and a growing 
demand for power at about 8% per year. To date, the power sector is grappling with financial 
insolvency and lack of new power generation facilities. Delayed investments in least-cost power 
generation will likely lead to power shortages of unprecedented levels starting from December 
2007, even under average rainfall conditions, until new generation plants become operational.5  
 

Table 1: Selected Power Indicators for Sri Lanka 
 

 
Indicator 

 
1986 

 
1993 

 
1998 

Latest Year
(2005) 

Power Generation Mix in Terms of Energy (%)a     
Hydropower 99.7 95.4  68.9 39.4 
Thermal 0.3   4.6  29.1 60.6 
Other Sources (Wind and Biomass) n.a. n.a. 2.0 0.0 

Installed Power Generation Capacity  by Year End (Megawatts) a 1,289 (1990) 1,409 1,657 2,411.0 
Electrification Ratio (%)a,b 10.9 33.6 50.5 76.7 
     

Power Consumption (kWh per Person) 130.0 (1985) 165.0 (1992) 244.0 369.0 
     

System Losses     
CEB (Total Loss Including Power Plant In-house Use, As a 

Share of Gross Generation) 
16.0 17.8 18.7 17.3 

CEB (Transmission and Distribution Loss As a Share of Net 
Generation) 

n.a. 17.3 17.8 16.7 

LECOc 21.2   8.1   8.4 5.3 
CEB and LECO Total Transmission and Distribution Loss 
 (As a Share of Net Generation) 

n.a. 18.9 18.9 17.3 

     

Domestic Electricity Consumers (Million)     
CEBa   0.4   1.3   2.0 3.4 
LECOc 0.1 0.2 0.3 0.4 

CEB Average Power Prices (SLR per kWh)a,b   1.50   3.13   4.46 7.71 
     

CEB Financial Indicatorsa     
Sales Revenue, SLR Million 3,323.0 8,762.0 19,787.0 55,987.0 
Net Profit (Loss) After Tax, SLR Million 1,285.0 1,264.0 2,153.0 (6,852.0) 
Accounts Receivable (Months) n.a. 3.2 2.8 2.0e

Return on Net Fixed Assets (%) n.a. 4.2 2.9 (1.1) 

                                                 
5 The Norochcholai coal-fired power plant and the Upper Kotmale hydropower plant are scheduled to be operational 

by mid-2010. Nongovernment organizations and other environmentalists opposed construction of both these power 
plants during 1998−2004 citing social, environmental, religious, and technical issues, and continued to do so in 
2006. These power plants are now under construction. The Ministry of Power and Energy announced on 30 August 
2006 that it would explore all alternative sources of power. About 3,000 MW would be generated by new coal-fired 
power plants at Norochcholai, Trincomalee, Hambantota, and Mawella. Mini hydropower plants would also 
enhance the current generation capacity from 80 MW to 400 MW under the plan. However, it is unlikely that this 
plan can be implemented in 5 years. As early as 2004, CEB had foreseen this capacity shortage over 2006−2010. 
The proposed 300 MW Kerawalapitiya combined cycle power plant was opened in 2005 for IPP offers, but 
reportedly, the bids were too expensive. The project is now designated as an IPP promoted by Lanka Transformers 
Ltd. Negotiations and preliminary work are still continuing. The plant is expected to enter open cycle operations at 
200 MW by the end of 2007 and the full 300 MW operational by the end of 2008.   
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Indicator 

 
1986 

 
1993 

 
1998 

Latest Year
(2005) 

Debt Service Coverage Ratio n.a. 1.7 2.2 1.1 
     

LECO Financial Indicatorsc,d     
Sales Revenue, SLR Million 81.9 1,375.7 3,105.2 8,175.2 
Net Profit (Loss) After Tax, SLR Million (15.9) 167.0 461.7 453.3 
Accounts Receivable (Months) 1.7     1.4   1.2 1.0 
Return on Net Fixed Assets (%) (3.3) 13.5 18.0 9.0 
Debt Service Coverage Ratio n.a. 3.5 4.7 4.8 

CEB = Ceylon Electricity Board, kWh = kilowatt-hour, LECO = Lanka Electric Company (Private) Limited, n.a. = not 
available, SLR = Sri Lankan rupee. 
Sources:     
a Ceylon Electricity Board. Installed capacity includes hired generation for the mini-grid in Jaffna. The electrification 

ratio in 2005 includes an estimated 2% of households using off-grid electricity. 
b Nexant. 2004. Energy Sector Master Plan. Washington DC. 
c Lanka Electricity Company (Private) Limited. 
d ADB. 1998. Project Performance Audit Report on Loan 870-SRI: Secondary Towns Power Distribution Project II. 

Manila. 
e Status as of December 2005. 
 
6.  CEB and LECO are the only two utilities in the power sector. CEB was created by an act 
of Parliament in 1969 as a state-owned, vertically integrated utility. It is under the jurisdiction of 
the Ministry of Power and Energy, and is responsible for power generation, power transmission, 
and about 86% of electricity sales in Sri Lanka, serving 89% of all customers.6 As of December 
2005, it serviced 3.4 million consumer accounts. LECO was formed in 1983 as a distribution 
company under the Sri Lankan Companies Act. CEB and the Treasury (Ministry of Finance) on 
behalf of the state are the major shareholders of LECO. Other shareholders are also state 
entities. LECO purchases bulk power supply from CEB and distributes it to consumers in its 
area. LECO serves around 400,000 consumers in the western and coastal belt townships 
between Negombo and Galle. A multisector regulatory structure in the form of the Public Utilities 
Commission (PUC) was created through Sri Lanka Act No. 35 of 2002. It has existed since 2003 
to cover electricity, water, and petroleum. However, PUC will be empowered to execute 
regulation only when the individual industry regulations are enacted and made effective. To 
date, with respect to the power sector, PUC has not been empowered due to delays in 
implementing the Electricity Reform Act of 2002. 
 
7.  Key Sector Issues/Challenges. At the root of the current crisis in the power sector are 
(i) the inability of CEB in the past two decades to implement plans for setting up large-scale, 
low-cost power generation plants and to make the best use of the existing hydropower units; (ii) 
proliferation of relatively low capacity thermal generating plants, mostly IPPs, all of them using 
expensive petroleum fuels; (iii) the inability of CEB to increase tariffs commensurate with the 
increase in capital costs and operational costs; and (iv) CEB’s institutional weaknesses.7 Fuel 
costs for CEB’s own generation, and the price of purchased thermal power, both of which have 
significantly deviated from the least-cost plan, have increased CEB’s average cost of power. 
However, CEB’s tariffs were not allowed to keep pace with increased costs. CEB's past financial 
performance has been characterized by large fluctuations in net income arising partly from its 
inability to respond quickly to external factors such as exceptionally dry years that require 
greater reliance on thermal energy, oil price fluctuations, and infrequent tariff adjustments due to 
complex approval procedures for tariffs. CEB’s system losses added to the problem to some 

                                                 
6 ADB. 2003. Special Evaluation Study of Cost Recovery in the Power Sector. Manila. Available:  

http://www.adb.org/Documents/SES/REG/sst-stu-2003-11/ses-power-sector.asp  
7  Committee on Power Sector Reforms. 2005. Report of the Committee on Power Sector Reforms. Colombo. 

http://www.adb.org/Documents/SES/REG/sst-stu-2003-11/ses-power-sector.asp
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extent,8 arising from a large number of non-metered consumers during 1999−2001 and the 
extension of distribution lines beyond technical limits.9 The inability to fully recover supply costs 
from consumers has contributed to the fiscal deficit.  
 
8. CEB had an operating profit until 1999, but posted a rapidly deteriorating financial 
condition afterwards. CEB’s return on net fixed assets declined from 4.2% in 1993 to -1.1 in 
2005. In 2005, the Government’s Treasury wrote off SLR7.8 billion of CEB’s debts to the 
Treasury, and made direct payments of SLR3.5 billion to the Ceylon Petroleum Corporation on 
account of CEB. As of August 2006, CEB owed about SLR13 billion in overdue payments to the 
Treasury (unpaid principal, interest and penalties on interest, but after deducting the sum written 
off in 2005), SLR14 billion to the Ceylon Petroleum Corporation, and SLR4 billion to IPPs. 
Effective 1 September 2006, CEB imposed a 32% tariff increase inclusive of a 20% fuel 
adjustment charge (except for domestic, religious, and charitable institutions consuming less 
than 90 kilowatt-hours [kWh] per month). This tariff increase is inadequate to make CEB operate 
at a profit. Much of the extra revenue will be absorbed by increased salaries for CEB staff, 
retroactive to 1 January 2006, and higher fuel prices, leaving little or no surplus to service CEB’s 
debts. 
 
9.  CEB has planning capability for power generation, transmission, and distribution with the 
use of up-to-date software tools, but has been subject to politically-driven decisions on the type, 
location, and fuel of power plants, and the mode of financing new investments. It suffers, to 
some extent, from payment arrears from public sector consumers such as the armed forces, 
hospitals, schools, prisons, and street lighting but is generally successful at collecting its billing. 
In general, all customers are billed and, in 2005, revenue collection exceeded 99.7% of the 
billed sales, albeit with some delayed collection.10 In December 2005, its accounts receivable 
amounted to 2 months of billing. Helped by a predefined purchase price from CEB, a customer 
tariff matching CEB’s prices, both of which are adjusted at the same time, and insulated from 
the effects of oil price fluctuations, LECO’s performance has been relatively better than that of 
CEB. LECO demonstrated that sound business practices and good governance could improve 
efficiency and quality of service. LECO succeeded in reducing its system losses from 21.2% in 
1986 to 5.3% in 2005. Receivables from customers are maintained at less than 2 months’ 
billings. LECO has good information systems to evaluate its financial and operational 
performance. 
  
10.   Sri Lanka’s national electrification ratio improved significantly from 10.9% in 1986 to 
76.7% in 2005. This ratio is higher than that of other South Asian countries (Table 2). However, 
disparities in access to electrification exist. Table 3 shows that the percentage of electrified 
households was less than 50% for poorer districts such as Monaragala (32.2%), Ratnapura 
(44.6%), and Hambantota (45.2%). The estate plantation sector had an electrification rate of 
50%. In general, deterrents to access included (i) eligibility criteria used to select electrification 
projects; (ii) politicization of the decision making process; and (iii) to some potential consumers 
                                                 
8 In 2005, system losses were 17.3% of gross generation, while transmission and distribution loss was 16.7% of net 

generation, of which distribution losses comprised 12.6% and non-technical losses, 4.1%. These losses are lower 
than those of power utilities in South Asia. For example, the Dhaka Electricity Supply Authority in Bangladesh had 
losses of 37% in 2001. In India, transmission and distribution losses in Gujarat are at about 26%−27%.  

9 Procurement delays caused the number of unmetered connections to increase to a reported level of 100,000 
households. Such connections receive an estimated bill, but the actual consumption generally exceeds the 
estimate, all of which is classified as losses. The number of unmetered connections had since been reduced to 
less than 20,000. CEB has enforced strict limits for line lengths for low voltage distributors, but many problems 
remain with those already in operation and poor voltage profile on the medium voltage system. 

10 From 2004 to 2005, CEB’s receivables from sales increased by SLR150 million, out of billed sales of almost SLR56 
billion. 
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with access to the distribution lines (i.e., within 100 meters from a distributor), lack of 
affordability to pay for the house wiring and the service connection.  
 
Table 2: Comparative Power Indicators for Selected Countries (Latest Year Available) 

Indicator Sri Lanka India Bangladesh Pakistan 
Electrification Ratio (%) 76.7 (2005) 56 (2001) 30 (2003) 59 (2002)
System Losses (%) 5.3−17.3 (2005) 26−39 (2004/05) 37 (2001) 10.4−41.4 (2002/03)
Installed Electricity Generation 

Capacity (Million kilowatts) 
2.4 (2005) 131.4 (2004) 4.7 (2004) 20.4 (2004)

Power Consumption (kilowatt-
hour per person) 

366 (2005) 435 (2003) 128 (2003) 408 (2003)

Note: Not all data sets are available on an annual basis. Hence, some indicators do not have the same year. 
Sources: Ceylon Electricity Board; Energy Information Administration (available: http://www.eia.doe.gov); Lanka 

Electric Company (Private) Limited; World Bank. World Development Indicators Database. Washington, 
DC. Available: http://devdata.worldbank.org/dataonline/

 
Table 3: Poverty Incidence and Electrification Ratio by District in Sri Lanka 

 
District 

2002 Poverty Incidence Based on 
the Official Poverty Line (%)a,b 

Electrified Households (%) in 
2002c 

Colombo  5.0 86.9 
Gampaha  9.2 83.4 
Kalutara 17.7 72.5 
Kandy 20.9 71.9 
Matale 24.5 49.6 
Nuwara Eliya 18.2 53.6 
Galle 21.7 74.2 
Matara 23.2 71.2 
Hambantota 27.8 45.2 
Kurunegala 21.2 50.7 
Puttalam 24.5 52.7 
Anuradhapura 17.2 48.8 
Polonnaruwa 20.1 45.7 
Badulla 31.5 57.9 
Monaragala 32.4 32.2 
Ratnapura 30.1 44.6 
Kegalle 27.5 58.4 
Sources:    
a Department of Census and Statistics. 2002. Population and Housing Data. Colombo. 
b United Nations Development Programme and National Council for Economic Development of Sri Lanka. 2005. 

Millennium Development Goals Country Report 2005. Colombo. Available: http://www.mdg.lk  
c Nexant. 2004. Energy Sector Master Plan. Final Report under TA 4113-SRI. Washington, DC. 
 
11. A joint ADB/World Bank business climate assessment (2004) indicated that more than 
40% of urban firms cited electricity as the biggest impediment for investment.11 Concerns 
related to policy uncertainty, macroeconomic instability, financing cost, and labor regulations 
followed. Unreliable electricity supply has led about 75% of urban manufacturing enterprises in 
Sri Lanka to own a generator.    
 
12.  Government’s Sector Policies and Strategies. Achieving higher economic growth has 
been the cornerstone of the Government’s fight against poverty and unemployment. Supporting 
economic growth calls for expansion and enhancement of infrastructure and improvement of 
policy and regulatory environment to encourage private sector participation. The 1997 Energy 
Policy of Sri Lanka promoted appropriate pricing and energy efficiency in production, 

                                                 
11 ADB/World Bank. 2004. Investment Climate Assessment: Sri Lanka—Improving the Rural and Urban Investment 

Climate. Manila. The study surveyed 450 urban and 1,300 rural firms. 
Available: http://www.adb.org/statistics/reta_4018.asp  

http://www.eia.doe.gov/
http://devdata.worldbank.org/dataonline/
http://www.mdg.lk/
http://www.adb.org/statistics/reta_4018.asp
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distribution, and utilization.12 More recently, the 2006 National Energy Policy of Sri Lanka 
affirmed many elements of the 1997 Energy Policy but included initiatives to (i) expand the 
delivery of affordable energy services, (ii) safeguard consumer interests while ensuring a level 
playing field for stakeholders, and (iii) protect the environment from adverse impacts arising 
from development and operation of energy facilities. Moreover, it declared that creating the 
necessary framework to provide the basic energy needs of the population is a primary social 
responsibility of the state.13

 
13.  The Government, in its 1998 policy decision, expressed its commitment to sector 
reforms, and embarked on a program to restructure the power sector by unbundling CEB into 
separate companies for generation, transmission, and distribution.14 The transition from a 
vertically integrated monopoly to an unbundled structure was meant to (i) ensure adequate and 
reliable power supply at competitive prices through improved management and operational 
efficiencies and increased private sector participation, and (ii) promote transparency and 
predictability of decision making in the sector. Attracting private sector investments called for 
power sector regulation within a transparent and predictable regulatory framework. New power 
sector reforms legislation was meant to replace the existing CEB Act and the Electricity Act, and 
to establish PUC as well. Together with this sector reform program, the Government accorded 
high priority to rural electrification through continued public sector investment to ensure access 
by the poor to adequate power supply. Unbundling of CEB was supposed to have been 
completed by 2004 but has not materialized to date due to political opposition and resistance 
from powerful labor unions. 
 
14.  The Government and CEB continued to plan the generation system on least-cost 
principles, but were not successful in building a single large, lower cost generating plant (coal 
and large hydro) since 1992. The 1998 power sector policy directions, which spelled out the 
strategy for reforms as well as private sector participation, was emphatic that the private sector 
would develop all future thermal generation while the Government/CEB would develop large 
hydroelectric power plants. The Government embarked on several attempts to procure private 
thermal power plants, with little knowledge of investor’s inclination for delivering major power 
plants in the least-cost plan, which were generally of high investment cost per MW. Several ill-
conceived, uncoordinated attempts in the form of often contradictory press notices and 
prequalification efforts were made during 1992−2003 to procure large private base load coal 
thermal power plants, which did not result in any power plant. Bilateral and multilateral lenders 
showed little interest to support both private and Government/CEB efforts to embark on a 
program to build least-cost generating plants, but considered reforms and unbundling to be of a 
higher priority than ensuring the development of lower-cost generating capacity to meet the 
growing demand. 
 
15.  The conventional wisdom in a number of countries on power generation drifted from coal 
to natural gas, and in the case of Sri Lanka, liquefied natural gas. Considering that Sri Lanka’s 
market size was too small for high cost liquefied natural gas terminals and that the liquefied 
natural gas pricing was linked to oil prices, several studies by independent specialists as well as 
CEB rejected liquefied natural gas as an option in the current phase of development of the 
country’s power generation system. Nevertheless, poor governance and apparent differences of 
opinion between CEB and other state agencies continue to send conflicting signals to investors 
                                                 
12 Ministry of Irrigation and Power. 1997. Report of the National Committee to Formulate the National Energy Policy 

of Sri Lanka. Colombo.  
13 Ministry of Power and Energy. 2006. National Energy Policy and Strategies of Sri Lanka. Colombo.  
14 ADB. 2003. Sri Lanka Country Strategy and Program (2004−2008). Manila. 

Available: http://www.adb.org/documents/CSPs/SRI/2003/default.asp  

http://www.adb.org/documents/CSPs/SRI/2003/default.asp
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on this issue. With large, base load, lower cost power plants not making any headway, the 
Government/CEB announced solicitations for power plants with short lead-times, to which 
private investors responded with high-cost, oil-burning power plants, which posed the lowest 
investment costs and lowest risks to investors. Presently, there are eight IPPs in operation (all 
burning petroleum fuels), with power purchase agreements ranging from 10 to 20 years, the 
cost of which is passed through to CEB, but not allowed by the Government to be passed 
through to the customers, including LECO. 
 
16.  The end result of the 1998 power sector policy directions and the events that followed is 
a proliferation of small private oil-burning thermal power plants, the costs of which were not 
passed on to electricity customers. In spite of the tariffs not keeping pace with costs, Sri Lanka’s 
electricity customers pay a higher price than some regional comparators. By March 2006, a 
comparison of 11 countries in the region and 3 states within India showed that Sri Lanka’s small 
and medium household customers paid about the same price for electricity as those of similar 
customers in certain parts of India (Table 4). Large households in Sri Lanka paid the highest 
electricity price among 11 countries, except Singapore and South Korea. Commercial 
customers in Sri Lanka also paid relatively higher rates than those in comparator countries.  
 

Table 4: Comparative Prices of Electricity by Type of User (as of 1 January 2007) 
 Household 

 

Commercial  Industrial 
Item Small Medium Large

 

Small Medium Large  Small Medium Large Very Large
A.  Class    

 

        
Electricity Usage 
(kWh/Month) 

30 90 300 
 

1,000 58,000 600,000  5,000 65,000 270,000 1,050,000

Maximum Demand 
(kW) 

   
 

 180 1,500   180 600 2,250

B.  Country/State Average Tariff in Equivalent Sri Lanka Rupees per kWh 
Bangladesh 6.01 5.21 5.50

 

9.10 9.21 9.18  7.28 6.74 6.69 6.29
India, Kerala 2.78 3.92 7.41

 

12.66 20.66 9.84  8.15 10.50 10.15 9.19
India, Maharashtra   7.81 5.66 7.81

 

11.80 11.27 7.31  10.82 7.53 7.07 7.00
India, Thamilnadu 2.74 4.54 7.21

 

13.96 14.33 13.89  7.25 10.46 10.06 10.01
Malaysia 6.63 6.63 7.35

 

9.82 9.82 7.13  8.82 6.77 6.76 4.40
Nepal 7.30 9.40 10.75

 

12.95 9.20 11.36  11.84 9.20 8.91 7.12
Pakistan 2.46 4.52 5.58

 

8.77 8.54 8.31  9.17 7.92 7.44 6.99
Singapore 15.08 15.08 15.08

 

15.08 15.08 12.89  15.08 13.02 12.69 12.06
South Korea 7.82 6.86 14.04

 

11.88 10.03 9.39  9.12 7.54 7.12 7.43
Sri Lanka 5.00 5.60 14.74

 

14.52 15.70 15.20  10.25 10.87 10.46 10.42
Thailand 4.53 5.72 7.14

 

8.21 6.02 5.88  8.65 5.95 5.82 5.80
kW = kilowatt, kWh = kilowatt-hour. 
Notes: 1. The analysis defines a customer by the electrical energy used per month (for all customers) and the 

maximum demand (for medium and large commercial and industrial customers only). Tariffs include any 
fixed charges. Based on the tariff schedules in each country/state/utility, the total bill was calculated, and 
divided by the monthly energy use to calculate the average tariff. 

 2. All charges of utilities such as fuel adjustment charges are included. 
 3. Sales taxes such as value added taxes are not included. 
 4. Data sources: Tariff publications of utilities and websites. 
Sources: Tariff publications of utilities and websites: 

Bangladesh: Bangladesh Power Development Board. Available: http://www.bpdb.gov.bd/tariff.htm  
India: Kerala State Electricity Board. Available: http://www.kseboa.org/kseb/  
India, Maharashtra: Maharashtra State Electricity Board. Available: http://www.msebindia.com/  
India, Tamilnadu: Tamilnadu Electricity Board. Available: http://www.tneb.in/  
Malaysia: Tenaga Nasional Berhad. Available: http://www.tnb.com.my/  
Nepal: Nepal Electricity Authority. Available: http://www.nea.org.np/  
Pakistan: Lahore Electricity Supply Company. Available: http://www.lesco.gov.pk/LESCO/default.asp  
Singapore: Singapore Power. Available: http://www.singaporepower.com.sg/index.html  
South Korea: Korea Electric Power Company. Available: http://www.kepco.co.kr/  
Sri Lanka: Ceylon Electricity Board. Available: http://www.ceb.lk/  
Thailand: Provincial Electricity Authority. Available: http://www.pea.co.th/eweb/  

http://www.bpdb.gov.bd/tariff.htm
http://www.kseboa.org/kseb/
http://www.msebindia.com/
http://www.tneb.in/
http://www.tnb.com.my/
http://www.nea.org.np/
http://www.lesco.gov.pk/LESCO/default.asp
http://www.singaporepower.com.sg/index.html
http://www.kepco.co.kr/
http://www.ceb.lk/
http://www.pea.co.th/eweb/
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17.  Sri Lanka’s electricity prices will be uncompetitive if they are simply raised to levels 
required to make CEB financially viable and profitable, without embarking on an exercise to cut 
costs, most significantly power generation costs. Nevertheless, opportunities exist to rationalize 
tariffs and to phase out cross subsidies flowing from industrial and commercial customers to 
small and medium households. No reforms to the electricity tariff structure were implemented 
throughout the past 20 years, except minor adjustments, some of which further distorted the 
prices and increased cross subsidies. 
 
18.  In 2002, CEB’s cost of power generation was 60% of the total costs (including debt 
service and depreciation), and 69% of its income. The situation worsened in 2005, with CEB 
spending 77% of its costs on generation, which amounted to 98% of the sales income, leaving 
no cash to meet transmission, distribution, and other overheads, and to service its debts. In 
2005, the fuel cost of CEB’s own thermal generating plants (all oil-fired) was SLR8.25/kWh, 
while prices from IPPs were much higher on average at SLR9.65/kWh. The average price to 
customers was SLR7.71/kWh. Decisions on IPPs and other major commitments were made 
without any investigation of their medium to long term impacts on the costs of electricity supply 
and CEB’s financial conditions. 
 
19.  A regional study of six South Asian countries15 across a sample of 29 power plants 
showed that Sri Lanka’s IPPs were by far the most expensive in the region because they are all 
oil-burning power plants. Other countries have been able to procure coal and hydroelectric 
power plants based on IPP arrangements. In the meantime, the Government has continued with 
its policy of expanding the distribution network into rural areas, but with only limited investments 
in upstream generation and transmission. As such, there are severe constraints in the 
transmission system. An unprecedented drop in generation capacity reserve margin is likely to 
occur in the coming years. 
 
C.  The Country Sector Strategy and Program of ADB   
 
 1.  ADB’s Sector Strategies in the Country   
  
20.  Evolution of ADB’s Sector Strategies. ADB’s power sector strategies in Sri Lanka 
were largely shaped by the country’s development agenda, particularly by the need to promote 
economic growth, as well as by the imperative of making the power sector viable. Uninterrupted 
power supply is a basic requirement for boosting productive investment in industries and 
services, including accelerating socioeconomic recovery in the North and East when peace and 
stability materialize. In the current decade, the Poverty Reduction Partnership Agreement 
(2002) between ADB and the Government, and the ADB Poverty Reduction Strategy in Sri 
Lanka16 reaffirmed economic growth as a means of reducing poverty. Prior to 1998, the power 
sector strategies accorded importance to public investments in power infrastructure and 
institutional strengthening to promote economic growth. Consistent with the prevailing trend in 
Asia, ADB supported government-owned utilities that had economies of scale and operated as 
monopolies. Increasing access to power, augmentation of power supply, capacity development, 
and efficiency improvements were paramount concerns. In the late 1990s, it became apparent 
that as long as the Government determined power prices by traditional political and bureaucratic 
processes, a genuinely commercial approach to power sector operations was unlikely to 
emerge. As ADB moved into the new millennium, its power sector strategies partly shifted to 
power sector restructuring. Restructuring involved (i) unbundling the power sector into separate 

                                                 
15 United States Agency for International Development. 2003. South Asia Regional Initiative on Energy: South Asia 

Generation Pricing Study. New Delhi.  
16 ADB. 2002. Poverty Reduction Strategy in Sri Lanka: Issues, Findings, and Approaches. Manila. 
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companies for generation, transmission, and distribution; (ii) promoting private sector 
participation, particularly in new power generation projects, to increase the total financial 
resources available for sector expansion; (iii) establishing a regulatory body; and (iv) 
determining the price of power by competitive markets, rather than by government intervention. 
Thus, the stance on power sector reforms was distinct to ADB’s sector strategies during 
1998−2003 and 2004−2008. These strategies also supported investments in power 
transmission, distribution, and rural electrification over this period.  
 
21.  Positioning. Six criteria guided the following assessment of the positioning of ADB’s 
power sector strategies: (i) sufficient basis for the strategy, (ii) government’s absorptive capacity 
and ownership, (iii) ADB’s comparative advantage in the sector and coordination of sector 
strategies with other development partners, (iv) focus/selectivity and synergies, (v) long-term 
continuity of the sector strategy, and (vi) risk assessments and monitoring mechanisms to 
achieve the sector strategy’s envisaged results. The 1993−1997 power sector strategy was 
supported contextually with country economic review, ADB’s Medium-Term Strategy, dialogue 
with development partners, project performance evaluations, and identified lessons. 
Subsequently, the 1998−2003 sector strategy went much further than the earlier strategy, 
drawing insight from power sector policy directions of the Government; economic, thematic, and 
sector work (ETSW); operations of development partners in the sector; policy dialogue and 
stakeholder consultations; and evaluation findings. In 1997, ADB carried out a comprehensive 
review of sector performance and prospects to provide a basis for dialogue with the 
Government, and to identify the scope of future ADB assistance. Sector analysis, reform 
agenda, stakeholder consultations, aid coordination, and the Government’s poverty reduction 
strategy contributed to the formulation of ADB’s 2004−2008 power sector strategy. The ETSW 
provided insight into the sector’s constraints and opportunities in the late 1990s and 2000s. 
 
22.  In the context of country ownership, the 1998−2003 and 2004−2008 sector strategies 
were explicit on the strategy formulation process, which involved interactions with government 
agencies, nongovernment organizations, private sector, and development partners. ADB 
prepared the 1998−2003 strategy with a focal point group in the Government, which reviewed 
the sector strategy at various stages of its preparation. The 2004−2008 sector strategy indicated 
that the Electricity Reforms Act and the Public Utilities Act were meant to strengthen the legal 
provisions for power sector restructuring. The discussions and coordination enabled ADB to 
coordinate its power sector strategy with the strategies of development partners. Nevertheless, 
the absorptive capacity of the Government was not fully analyzed in these ADB sector 
strategies. 
 
23.  In general, the power sector strategies had a selective focus. For example, the 
1993−1997 sector strategy supported investments to expand power infrastructure to enable the 
rural poor to benefit from income-earning opportunities. The 1998−2003 strategy, likewise, 
recognized the importance of providing the required power infrastructure but abstained from 
providing financial support to power generation projects (such as thermal electricity generation) 
that could attract private sector financing. Discussions during the preparation of the 1998−2003 
sector strategy identified opportunities for ADB to engage in policy dialogue, particularly on 
restructuring the power sector and reform processes to increase the technical and financial 
viability of the sector. Consistent with the preceding sector strategy, the 2004−2008 sector 
strategy continued to focus on power sector restructuring, rural electrification, and private sector 
participation. The 2004−2008 sector strategy, however, fell short of recognizing that the IPP 
strategy was not working as desired, with only oil-burning power plants making headway. Sri 
Lanka ventured into IPPs, with no base load capacity in place, unlike other countries (for 
example, India, Malaysia, and Thailand) that had their state-owned or other base load plants, 
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and used IPP arrangements to make incremental contributions. In hindsight, the 2004−2008 
sector strategy development should have recognized that (i) the IPP strategy had not been 
effective in reducing the dependence of power generation on oil-burning power plants; and (ii) it 
was not possible to raise electricity tariffs to simply make CEB viable (and thereby oil-burning 
IPPs viable) at the expense of electricity consumers.  
 
24.  The instruments to implement the sector strategies included (i) loans and TA grants,    
(ii) cofinancing by development partners, (iii) ETSW, and (iv) policy dialogue. Expanding power 
infrastructure facilities (particularly for transmission and distribution), and institutional 
development initiatives provided continuity over the last decade to the ADB’s power sector 
strategies. Risk assessment and results-based indicators were absent from the 1993−1997 
sector strategy. The 1998−2003 and 2004−2008 sector strategies did not explicitly present risk 
analysis. However, these latter strategies were results-oriented to some extent, specifying 
expected outcomes and impacts. For example, the 1998−2003 sector strategy indicated that its 
success in the medium term would be measured in terms of reform implementation and the 
extent to which the resulting power sector entities would have become financially viable. The 
2004−2008 sector strategy included a roadmap with sector indicators and expected outcomes 
by 2010. Key indicators included tariff adjustments, quality of power supply, installed power 
generation capacity, electrification ratio, and reduced system losses. Overall, the positioning of 
the ADB power sector strategies over the last decade was “satisfactory” (Table 5). This position 
analysis is detailed in Appendix 1. 
 

Table 5: Rating of the Positioning of ADB’s Power Sector Strategies  
 

Criteria for Positioning 

Sector 
Strategy 

Sufficient 
Basis for 

the 
Strategy 

Government’s 
Absorptive 

Capacity and 
Ownership 

ADB’s 
Comparative 
Advantage 

and Strategy 
Coordination 

with Other  
Development 

Partners 

Focus/ 
Selectivity 

and 
Synergies 

Long-
Term 

Continuity 

Risk 
Assessment 

and 
Monitoring 

Mechanisms 
to Achieve 
Envisaged 

Results Averagea 
1993−1997 1   (PS) 1   (PS) 2     (S) 2     (S) 2     (S) 1   (PS) 1.50   (PS) 
1998−2003 2     (S) 2     (S) 2     (S) 2     (S) 2     (S) 2     (S) 2.00   (S) 
2004−2008 2     (S) 2     (S) 2     (S) 2     (S) 2     (S) 2     (S) 2.00   (S) 
Overall       1.83   (S) 
ADB = Asian Development Bank, HS = highly satisfactory, PS = partly satisfactory, S = satisfactory, US = 
unsatisfactory. 
a Note: HS = 3 points; S = 2 points; PS = 1 point; and US = 0 point. An equal weight is applied to each of the six 

criteria for positioning/coherence. The ratings are as follows: (i) HS > 2.5, (ii) 2.5  ≥ S ≥ 1.6, (iii) 1.6 > PS ≥ 0.6, and 
(iv) 0.6 > US.  

 
2.  ADB’s Sector Assistance Program  

 
25.  Evolution of the Sector Assistance Programs. ADB’s assistance for Sri Lanka’s 
power sector has been consistent with ADB’s power sector strategies. It has focused on 
expanding the power infrastructure and strengthening CEB and LECO, complemented by power 
sector reforms since 1998. The power sector came under increasing strain because of the 
growing demand for power, increased generation costs owing to the inability to implement lower 
cost (coal and hydroelectric) power plants, the inability of electricity tariffs to keep pace with 
rising costs, regionally uncompetitive prices to customers if tariffs are repeatedly raised to cover 
the costs of oil-dominant power generating system, and politicized tariff-setting. Sector 
assistance supported restructuring processes, which called for enacting new legislation, 
unbundling power entities into commercially managed entities, establishing an independent 
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regulatory body and transparent market mechanisms in line with good governance practices, 
and encouraging private sector investments to reduce public expenditure burden. Overall, the 
creation of an enabling environment to improve the efficiency and viability of the power sector 
has been a central theme of ADB’s sector assistance. 
 
26.  Positioning. The power sector assistance program has been consistent with ADB’s 
declared sector strategies (Table 6), which took into account Sri Lanka’s development priorities, 
public investment programs, stakeholder consultations, and coordination with development 
partners. The sector assistance programs have focused on expanding the power infrastructure 
and strengthening sector institutions, and since 1998, supported power sector reforms as a new 
thrust. The sector assistance programs during 1998−2003 and 2004−2008 articulated support 
for (i) developing a framework for ownership and management that would ensure adequate 
power supply at economic and affordable prices; (ii) increased private sector participation in 
new power generation projects; (iii) continuing investments in transmission and distribution 
projects, particularly if they underpin sector reforms; (iv) rural electrification; (v) tariff 
adjustments; and (vi) improving the operating efficiency of the power sector. 
 

Table 6: Alignment of the Power Sector Strategy and Sector Assistance Program 
 

Strategy/Program 1988−1992 1993−1997 1998−2003 2004−2008 
A.  Sector Strategy 

Coverage 
(i) hydropower 

development 
supplementa-
tion through 
least-cost 
thermal 
generation, 
and 

(ii) institutional 
strengthening 

(i) expansion 
of infrastruc-
ture for the 
power 
sector, and 

(ii) support for 
tariff 
adjustments

 

(i) support for policy 
reforms; and 

(ii) creation of the 
needed 
complementary 
power infrastructure, 
but abstention from 
public sector lending 
for projects that can 
attract private sector 
financing, such as 
thermal electricity 
generation 

 

(i) power sector restructuring, 
(ii) continuing investment in 

transmission and 
distribution and in rural 
electrification, and  

(iii) promotion of private sector 
participation 

B. Sector 
Assistance 
Program 
Coverage 

(i) additional 
power 
infrastructure, 
and 

(ii) institutional 
strengthening 
of LECO and 
CEB 

(i) support for 
additional 
rural 
electrifica-
tion and 
expansion 
of the 
distribution 
system, and  

(ii) institutional 
strengthen-
ing of CEB 
and LECO 

(i) increased private 
sector participation in 
new power 
generation projects 
(ADB approved a 
financing package for 
an IPP to construct a 
163-megawatt power 
station under its 
private sector 
operations); 

(ii) support for reforms to 
improve the operating 
efficiency of the 
power sector; 

(iii) continuing 
investments in 
transmission and 
distribution projects; 

(iv) rural electrification;  
(v) ensuring that the tariff 

structure is 
reasonably close to 
the actual cost of 
service to each major 

(i) increased private sector 
participation in new power 
generation projects;  

(ii) support for reforms to 
improve the operating 
efficiency of the power 
sector through the 
promotion of competition 
and improved management 
of the power sector 
companies;  

(iii) continuing investments in 
transmission and 
distribution projects; 

(iv) rural electrification; 
(v) ensuring that the tariff 

structure is reasonably 
close to the actual cost of 
service to each major 
consumer category, with 
minimum cross subsidies; 
and 

(vi) improving the  financial 
viability and management 
of power companies 
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Strategy/Program 1988−1992 1993−1997 1998−2003 2004−2008 
consumer category, 
with minimum cross 
subsidies;  

(vi) improving the  
financial viability and 
management of 
power companies 
through an 
appropriate tariff 
policy, rate of return 
on capital, and self-
financing ratio; and 

(vii) support for 
developing a 
framework for 
ownership and 
management to 
ensure reliable power 
supply 

  

through an appropriate tariff 
policy, rate of return on 
capital, and self-financing 
ratio 

 

a. Public 
sector 
projects  by 
year of 
approval 

(i) Loan 870-SRI: 
Secondary 
Towns Power 
Distribution 
Project II 
(1987), and   

(ii) Loan 1021-
SRI: Power 
System 
Expansion 
(Sector Loan) 
Project (1990) 

  

(i) Loan 1414-
SRI: Second 
Power 
System 
Expansion 
(Sector 
Loan) 
Project 
(1995) 

(i) Loan 1929-SRI: 
Power Sector 
Development 
Program (program 
loan, 2002); and  

(ii) Loan 1930-SRI: 
Power Sector 
Development 
Program (investment 
loan, 2002) 

 

None  

b. Private 
sector 
project by 
year of 
approval 

 

None None (i) Loan 1815-SRI: AES 
Kelanitissa Power 
(2000) 

None 
 
 
 
 

c. Advisory TA 
by year of 
approval 

(i) TA 930-SRI: 
Institutional 
Strategy Study 
of LECO 
(1987), 

(ii) TA 1307-SRI: 
Rural 
Electrification 
Development 
(1990), and 

(iii) TA 1309-SRI: 
Institutional 
Review and 
Development 
of CEB (1990) 

(i) TA  2595-
SRI: Power 
Distribution 
and 
Regulation 
(1996), and 

(ii) TA 2795-
SRI: Energy 
Sector 
Strategy 
Study 
(1997) 

 
 
 
 

(i) TA 3857-SRI: 
Restructuring of the 
Power Sector, Phase 
II (2002); and  

(ii) TA 4113-SRI: Energy 
Sector Master Plan 
(2003) 

 
 

None 
 
 

ADB = Asian Development Bank, CEB = Ceylon Electricity Board, IPP = independent power producer, LECO = Lanka 
Electricity Company (Private) Limited, SRI = Sri Lanka, TA = technical assistance. 
Sources: ADB Country Operational Strategy; Country Operational Program Paper; Country Strategy and Program; 

Country Strategy and Program Updates; and Country Assistance Plan. Various years.  
 
27. Over the last decade, the sector assistance program continued support for rural 
electrification. Loan covenants were used as instruments to promote cost recovery measures 
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and tariff adjustments. Coordination of development assistance was carried out through 
coordination meetings and in the process, ensuring compatibility of advice. For example, ADB 
worked closely with the Japan Bank for International Cooperation, which cofinanced the Power 
Sector Development Program to support institutional reforms. However, the sector assistance 
programs were without adequate assessment of the sector’s absorptive capacity, and of the 
growing problems of inadequacy and high cost in the generating system. This assessment did 
not anticipate risks arising from shifting, if not fragile, political coalitions that could adversely 
affect readiness and willingness to carry out major reforms. In terms of monitoring mechanisms 
to achieve expected results, the 2004−2008 sector assistance program identified performance 
indicators to measure sector performance. Overall, the positioning of the power sector 
assistance programs over the last decade was assessed “satisfactory” (Table 7). 
 

Table 7: Rating of the Positioning of Power Sector Assistance Programs 
 

Criteria for Positioning 

Sector 
Program 

Sufficient 
Basis for 

the 
Program 

Government’s 
Absorptive 

Capacity and 
Ownership 

ADB’s 
Comparative 

Advantage and  
Coordination of 
Assistance with 

Other 
Development 

Partners 

Focus/ 
Selectivity 

and 
Synergies 

Long-
Term 

Continuity 

Risk 
Assessment 

and 
Monitoring 

Mechanisms 
to Achieve 
Envisaged 

Results Averagea 
1993−1997 1   (PS) 1     (PS) 2     (S) 2     (S) 2     (S) 1    (PS) 1.50   (PS))
1998−2003 2     (S) 1     (PS) 2     (S) 2     (S) 2     (S) 2     (S) 1.83   (S) 
2004−2008 2     (S) 1     (PS) 2     (S) 2     (S) 2     (S) 2     (S) 1.83   (S) 

Overall       1.72    (S) 
ADB = Asian Development Bank, HS = highly satisfactory, PS = partly satisfactory, S = satisfactory, US = 
unsatisfactory. 
a Note: HS = 3 points; S = 2 points; PS = 1 point; and US = 0 point. An equal weight is applied to each of the six 

criteria for positioning/coherence. The ratings are as follows: (i) HS > 2.5, (ii) 2.5  ≥ S ≥ 1.6, (iii) 1.6 > PS ≥ 0.6, and 
(iv) 0.6 > US. 

 
28.  Under public sector loans, ADB has supported the expansion of the power infrastructure 
(generation, transmission, and distribution), institutional strengthening, and power sector 
reforms. Under private sector operations, ADB approved in 2000 a financing package for an IPP 
to construct a 163-MW power station at Kelanitissa. The financing package consisted of a loan 
from ADB and a syndicated loan of commercial banks under ADB’s political risk guarantee 
scheme. 
 
29.  Lending Program. Among the five approved public sector projects, only three had been 
completed. Table 8 presents the performance ratings of these projects. The project completion 
report and the performance audit report noted that the generally successful Secondary Towns 
Power Distribution Project II brought about (i) a reduction in LECO’s system losses; (ii) an 
increased voltage and reliability of power supply; (iii) improved billing and revenue collections; 
and (iv) an increase in the number of LECO consumers by almost 130,000 during 1988−1994, 
of which 75,585 were new consumers and the rest were previous consumers of distribution 
systems taken over by LECO. The project assisted LECO to develop into an efficient and 
consumer-oriented distribution company. The project’s overall economic internal rate of return 
(EIRR) was 31.3%, much higher than 17.6% at appraisal.17 The project completion reports on 
the two other power system expansion projects noted new consumer connections (292,805), 
along with EIRRs of 11.2%−12.8% for the rural electrification component and 18.7% for the 

                                                 
17 ADB. 1998. Project Performance Audit Report on Loan 870-SRI(SF): Secondary Towns Power Distribution Project 

II. Manila. 
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expansion of LECO’s distribution system. However, CEB’s financial position deteriorated in the 
face of rising power generation costs and inadequate tariff adjustments. 
 

Table 8: Performance Ratings of Public Power Sector Projects  
 

Project Title Project Duration PCR Rating PPAR Rating OEM Rating 
(i) Loan 870-SRI: Secondary 

Towns Power Distribution 
Project II  

1988−1994 Generally 
Successful 
 

Generally 
Successful 

Successful. LECO 
demonstrated that 
system loss reduction 
and financial viability 
could be achieved with 
proper rehabilitation 
and sound business 
practices. To date, 
LECO has continued 
to perform as a 
customer-driven firm. 
However, CEB’s 
selling price to LECO 
is a part of the 
politicized tariff setting 
process.18

 

(ii) Loan 1021-SRI: Power 
System Expansion 
Project  

1990−1998 Partly Successful 
 
 

No PPAR Partly successful. 
Expansion of rural 
electrification was 
achieved but not cost 
recovery.19 CEB fell 
short of meeting the 
covenanted 8% rate of 
return on net revalued 
fixed assets largely 
due to inadequate tariff 
increases. 
Sustainability is less 
likely as the power 
sector is insolvent.  
 

(iii) Loan 1414-SRI: Second 
Power System Expansion 
Project  

1996−2003 Successful 
 
 

No PPAR Partly successful. 
The project upgraded 
distribution and 
transmission systems 
and expanded rural 
electrification but fell 
short of cost recovery.  
Sustainability is less 
likely as the power 
sector is insolvent. 
Insolvency of CEB 
can have serious 
detrimental effects on 
operations, 
maintenance, and 
delivery. 

                                                 
18 For example, in 2005, the bulk supply tariff to LECO was SLR220/kilovolt-ampere and SLR5.40/kWh, yielding an 

average cost of purchase by LECO of SLR6.03/kWh. The average tariff of CEB to its own direct customers was 
SLR7.98/kWh, while LECO, too, is estimated to have sold at an average price of about SLR8.00/kWh. The cost of 
electricity supply by CEB, dominated by the generation cost, is estimated to have been about SLR10/kWh. Thus, 
the politicized tariffs had a predefined loss for CEB and a predefined profit for LECO. 

19 Rural electrification projects are evaluated and justified on the basis of EIRR, which includes economic benefits of 
kerosene replacement. Much of these grid extensions are not financially viable for CEB. It is pre-agreed that such 
project loans would be converted into Government’s equity in CEB. 
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Project Title Project Duration PCR Rating PPAR Rating OEM Rating 
(iv) Loan 1929-SRI: Power 

Sector Development 
Program (program loan) 

2002−2006 No PCR (Note: 
ADB cancelled 
$30 million in 2006 
from the total loan 
amount of $60 
million due to non-
compliance with 
loan covenants for 
the release of the 
2nd tranche. The 
loan closed on 30 
August 2006.) 
 

No PPAR Unlikely to be 
successful. 
To date, the prospects 
are uncertain for 
implementing power 
sector restructuring as 
designed by the 
program. 

(v) Loan 1929-SRI: Power 
Sector Development 
Program (investment 
loan) 

2002−2007 n.a. (ongoing 
project) 
 

n.a. (ongoing 
project) 

Too early to assess 
overall project 
performance 

n.a. = not applicable, OEM = Operations Evaluation Mission, PCR = project completion report, PPAR = project 
performance audit report, SRI = Sri Lanka.  
Source of basic data: Asian Development Bank database. 
 
30.  Compliance with major loan covenants was generally satisfactory with respect to LECO, 
but not CEB. Non-compliance involved covenants relating to (i) an annual rate of return of at 
least 8% on net fixed assets in operation; (ii) tariff rate adjustments; (iii) a ratio of net revenues 
to debt service requirements of at least 1.5; (iv) the unbundling of CEB’s generation, 
transmission, and distribution functions; and (v) action plans for implementing the 
recommendations of the CEB institutional review and development (TA 1309-SRI). The 
politicized tariff setting in the power sector did not permit an increase in tariffs to a level that 
ensured CEB’s financial soundness, while increasing tariffs to the levels required to meet the 
loan covenants was often seen to be impractical from a regional perspective of competitiveness 
of electricity customers’ respective businesses. 
 
31.  In power sector reforms, ADB focused on restructuring CEB while the World Bank 
supported the establishment of PUC. The sector assistance laid the building blocks for power 
sector reforms under an initially supportive political leadership, with advisory TA support. The 
sector reform efforts had policy support from the Government until April 2004, and succeeded in 
having the PUC Act and the Electricity Reforms Act passed by Parliament in 2002. Securing 
Parliamentary approval of amendments to the CEB Act and to the Electricity Reforms Act in 
2005, however, has not materialized. These amendments were necessary to give legal effect to 
the conclusions of the reforms committee appointed at the request of employees to review the 
reform process. The reforms began to stall after April 2004 following parliamentary elections 
that brought the United People’s Freedom Alliance into power. This alliance represented a 
political coalition comprising the Sri Lanka Freedom Party, the Janatha Vimukthi Peramuna, and 
other minor political parties.20 The Government has been unable to take the final steps toward 
implementation of the power sector restructuring and is in effect holding back from a policy that 
it has endorsed publicly for almost 10 years. This is an offshoot of combined opposition from 
powerful labor unions in CEB, which had threatened to cut off the electricity supply nationwide, 
and political opposition within the political coalition supporting the current Government. The 
trade union issues had been largely dealt with negotiations under the reforms committee in 
which employee representatives were included, and agreement could almost certainly have 

                                                 
20 The People's Liberation Front (Janatha Vimukthi Peramuna) is a nationalist Marxist political party in Sri Lanka. At 

the last parliamentary elections, held on 2 April 2004, the party was part of the United People's Freedom Alliance 
that won 45.6% of the popular vote and 105 out of the 225 seats in Parliament. 
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been reached between the various parties with an unbundled structure of utilities under a CEB 
holding company. The more serious impediment has been the opposition from within the 
governing coalition. This opposition comes from Janatha Vimukthi Peramuna, which has 
affiliation with trade unions within CEB. The Government has generally shown a consistent 
policy commitment to power sector reform despite three changes in Government (late 2001, 
2003, and 2004), but political forces have hampered the reform process. Therefore, in hindsight, 
this is a political risk that ADB could not have been expected to foresee in the context of the 
power sector reform. Appendix 2 shows the timeline of key events relating to power sector 
reforms. 
 
32.  Technical Assistance. The power-related advisory TA amounted to $3.2 million over 
the last two decades. Of the seven advisory TA grants, six had been completed and one was 
cancelled. None of the completed TA had a TA performance evaluation report. The completed 
advisory TA grants produced important outputs such as (i) a master plan for rural electrification 
(1992); (ii) technical, financial, and administrative measures to streamline CEB’s operations in a 
decentralized manner; (iii) plans for privatizing LECO; (iv) measures for unbundling CEB’s 
operations; and (v) an energy sector master plan. Except for implementing the rural 
electrification plan in the post-TA phase, the anticipated TA outcomes have not been fully 
realized (Table 9). The executing agencies fell short of (i) reorganizing and streamlining CEB 
operations in the mid-1990s; (ii) implementing the privatization of LECO due to opposition from 
the CEB labor unions, low offer price received from the private sector, and lack of a regulatory 
framework to control the operations of a private distribution company; (iii) implementing power 
sector restructuring due to opposition from the CEB labor unions and political opposition; and 
(iv) lack of interest in the energy master plan though elements of the master plan 
recommendations have entered the National Energy Policy and Strategies (2006), and the 
mandate of the newly-formed institution, the Sustainable Energy Authority. ADB also financed 
two project preparatory TA that amounted to $1.6 million, which went to power sector 
restructuring and to rural electrification and network expansion. The ETSW supported the 
implementation of the sector strategy and program by reviewing electricity tariffs as well as 
financing an energy sector strategy study (1997) and an energy sector master plan (2004) to 
guide sector directions. Policy dialogue was consistent with the concerns of the sector 
assistance program. It addressed power sector restructuring, improving the performance of 
power sector institutions, and promoting private sector involvement. However, the desired 
outcomes have generally not been achieved.  
 
 Table 9: Performance Ratings of Advisory Technical Assistance to the Power Sector 
 

Title of Technical Assistance  TCR Rating TPAR Rating OEM Rating 
(i)  TA 930-SRI: Institutional Strategy Study of the 

Lanka Electricity Company (Private) Limited  
No TCR 
 

No TPAR Unsuccessful (TA 
recommendations could not 
be implemented due to lack 
of support for privatizing 
LECO.) 
 

(ii) TA 1307-SRI: Rural Electrification 
Development  

No TCR 
 
 

No TPAR Partly successful 
(Expansion of rural 
electrification in the post-TA 
phase, but non-compliance 
with the recommended tariff 
adjustments.) 
 

(iii) TA 1309-SRI: Institutional Review and 
Development of the Ceylon Electricity Board  

No TCR 
 
 

No TPAR Unsuccessful  
(The TA recommendations 
on streamlining CEB largely 
remained on paper. 
Afterwards, more 
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Title of Technical Assistance  TCR Rating TPAR Rating OEM Rating 
comprehensive proposals 
for reform under TA 3857-
SRI superseded the 
recommendations of TA 
1309-SRI.) 
 

(iv) TA 2595-SRI: Power Distribution 
Restructuring and Regulation 

Cancelled TA 
(The non-
privatization of 
LECO 
eventually 
made the TA 
redundant)  
 

n.a.  
(cancelled TA) 

Not rated 

(v) TA 2795-SRI: Energy Sector Strategy Study No TCR No TPAR Party successful 
(The TA recommendation 
on establishing an 
independent power 
regulator was partly carried 
out, but not the unbundling 
of the power sector.) 
 

(vi) TA 3857-SRI: Restructuring of the Power 
Sector (Phase II) 

Unsuccessful No TPAR Unsuccessful  
(Unbundling has not taken 
place; new companies have 
not been established as 
envisaged in the TA.) 
 

(vii) TA 4113-SRI: Energy Sector Master Plan 
 

Generally 
successful 

No TPAR Partly successful 
(Many TA recommendations 
were in line with 
Government and 
CEB/petroleum industry 
thinking. The 
recommendations on 
renewable energy and fuel 
diversity have been included 
in the national energy policy 
and are being implemented. 
The national energy 
planning function has been 
assigned to the newly-
formed [presently awaiting 
parliamentary approval] 
Sustainable Energy 
Authority. Petroleum 
exploration activities are 
proceeding. The 
recommendations on the 
assessment of private sector 
inclination to finance crucial 
base load power plants and 
on the implementation of 
reforms were not carried 
out.)  
 

CEB = Ceylon Electricity Board, LECO = Lanka Electricity Company (Private) Limited, n.a. = not applicable, OEM = 
Operations Evaluation Mission, SRI = Sri Lanka, TA = technical assistance, TCR = technical assistance completion 
report, TPAR = technical assistance performance audit report. 
Source of basic data: Asian Development Bank database.  
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33.  Factors Affecting Implementation. Observance of good business practices was an 
enabling factor in implementing the assistance program, particularly in the case of LECO. Other 
factors included the contribution of consultants to technical and institutional development and 
ADB’s supervision of the projects and TA. Hampering implementation were the (i) mismatch 
between the purchase/production cost of power supply and the average tariff obtained by CEB 
from consumers due to the politicized tariff system; (ii) political economy dynamics; (iii) high 
power generation costs due to proliferation of relatively low capacity (largely IPP) thermal power 
generating plants using expensive petroleum fuels; (iv) complex procurement procedures that 
delayed implementation, particularly in the case of the diesel-fired Sapugaskanda power plant 
during 1993−1997; (v) institutional weaknesses of CEB that worked against efficient operations; 
and (vi) powerful trade unions that blocked the power sector restructuring process. 
 
D.  Assessment of ADB’s Sector Strategy and Assistance Program  
 
34.  Relevance to Evolving Challenges and Opportunities and to Government 
Priorities. ADB’s power sector strategy and program for Sri Lanka over the last decade was 
“relevant” to prevailing power needs and government priorities, particularly in terms of 
addressing the power supply situation and improving the sector’s management and operational 
efficiencies. ADB supported the establishment of a 40 MW power plant at Sapugaskanda in the 
1990s, and then a 163 MW power station in 2000 under private sector operations, apart from 
transmission and distribution facilities and sector reforms. However, with private investment in 
thermal power generation making no headway with least-cost power plants, and with the 
faltering procurement process, the relevance of ADB’s thrust on rural electrification and sector 
reform was superseded by the need for urgent actions to meet the growing demand for 
electricity and the financial survival of CEB. The Government accorded priority to rural 
electrification to improve access to adequate power supply, and in 1998, declared its 
commitment to power sector restructuring. The objectives of providing a reliable power supply 
and making the power sector technically and financially viable continue to be relevant. However, 
broad-based political support for unbundling CEB has been wanting. With the change in 
economic policy that went with the change of Government in April 2004, the relevance of power 
sector restructuring has diminished. The current Government is proposing to Parliament in 2007 
a new Sri Lanka Electricity Bill for Regulatory Reforms, which departs from the previous track of 
unbundling the power sector into generation, transmission, and distribution. The Ceylon 
Electricity Board is expected to retain its identity but will come under the regulatory jurisdiction 
of the Public Utilities Commission in relation to licensing and tariff setting, among others. 
 
35.  Relevance to ADB’s Poverty Reduction Strategy, Policies, and Selected Thematic 
Objectives. The power sector strategy and program has been “highly relevant” to ADB’s 
overarching goal of poverty reduction, particularly in terms of promoting economic growth and 
improving access by the poor to livelihood opportunities. The strategy was consistent with the 
ADB energy policy (2000),21 which supported (i) sector restructuring by unbundling existing 
entities, establishing competition, and encouraging private sector participation; and (ii) 
advocated measures to improve the efficiency of energy supply and use, including the reduction 
of technical and non-technical power losses. Cost recovery has been a central concern to 
supply power on a sustainable basis. The power sector strategy and program has been in 
accord with the ADB governance policy,22 particularly in terms of supporting an enabling 
environment to promote transparency and predictability of decision making.      

                                                 
21 ADB. 2000. Energy 2000: Review of the Energy Policy. Manila. 

Available: http://www.adb.org/Documents/Policies/Energy/default.asp?p=policies  
22 ADB. 1995. Governance: Sound Development Management. Manila. 

http://www.adb.org/Documents/Policies/Energy/default.asp?p=policies
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36.  Relevance to ADB’s Evolved Comparative Advantage and to Coordination of 
Development Assistance with Development Partners. The sector strategy and program has 
been “highly relevant” to ADB’s comparative advantage in the power sector and has been 
coordinated with the efforts of major development partners. Coordination has been done 
through the Development Forum, held approximately every 18 months, and through agenda-
specific meetings. The key participants are ADB, Japan, and the World Bank. With the gradual 
withdrawal of the World Bank from substantial lending to the power sector during the 1990s, 
ADB became the lead multilateral agency in the sector. Japan, however, has been the top 
provider of funds for the power sector in the last decade. The World Bank has concentrated its 
recent efforts on petroleum sector reforms and lending to the renewable energy sector. ADB 
was the principal dialogue partner of the Government concerning power sector reforms. It 
focused on restructuring CEB while the World Bank concentrated on setting up PUC as the 
independent power regulator. ADB also collaborated with the Japan Bank for International 
Cooperation in policy dialogue and in cofinancing the program loan for restructuring the power 
sector.  
 
37.  Effectiveness. The power sector assistance program has been “less effective” due to 
mixed outcomes. In rural electrification, for example, the project completion report indicated that 
LECO succeeded in connecting 75,585 new consumers and improving services to 53,888 
consumers in previously electrified areas during the implementation of Loan 870-SRI: 
Secondary Towns Power Distribution Project II. LECO also reduced its system losses over time 
(from 21.2% in 1986, to 8.4% in 1998, and then to 5.3% in 2005). Moreover, the two subsequent 
power projects resulted in 292,805 new consumer connections: (i) 116,310 by CEB through 
Loan 1021-SRI: Power System Expansion Project, and (ii) 176,495 through Loan 1414-SRI: 
Second Power System Expansion Project, of which 130,000 new connections were done by 
CEB and 46,495 by LECO. These exceeded the targets at project appraisal. ADB assistance 
has been an enabling factor in the development of Sri Lanka’s power sector through an effective 
mix of transmission and distribution infrastructure. However, CEB’s financial position 
deteriorated after 1999 due largely to the politically-driven tariff setting that precluded full cost 
recovery. Sri Lankan system costs are high due to the failure to develop and operate a large 
base load thermal power plant to complement its hydropower system: (i) the cost of power in Sri 
Lanka has been rising, on account of the country’s inability to move smoothly from a 
predominantly hydroelectric supply regime to a least cost hydrothermal power supply regime; (ii) 
since the early 1980s, a range of least cost planning studies has stressed the need for urgent 
construction of a large base load thermal plant, based on imported coal, to make the best use of 
the existing hydro units; and (iii) the failure to implement a least-cost option and a resort to small 
thermals dependent on imported liquid fuels, driven by an IPP policy, which has increased 
supply costs (footnote 5). 
 
38.  Painstaking efforts to carefully put in place the building blocks for power sector 
restructuring have not succeeded in taking the reform process forward to its implementation 
stage. Although new organizational and management models for the sector have been 
developed, and much of the legislation and contractual preparation is in place, the unbundled 
industry structure has not been implemented. The trade unions affiliated with Janatha Vimukthi 
Peramuna resisted the unbundling of CEB into separate companies for generation, 
transmission, and distribution, and perceived power sector restructuring as a prelude to 

                                                 
Available: http://www.adb.org/Documents/Policies/Governance/default.asp?p=policies  

http://www.adb.org/Documents/Policies/Governance/default.asp?p=policies
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privatization.23 The power sector reform is effectively at a standstill. The complex political 
decision making dynamics in Sri Lanka, particularly regarding coalition arrangements for 
political survival, have affected the implementation of power sector reforms. Due to the 
Government’s failure to comply with loan covenants on restructuring, ADB cancelled $30 million 
(second tranche) in 2006 from the $60 million allocated to Loan 1929-SRI: Power Sector 
Development Program. At present, as it has been over the past 15 years, the most critical need 
in the power infrastructure is low cost generation.      
 
39.  The advisory TA grants were designed to support the lending program for the power 
sector. However, the executing agencies have generally not acted upon the TA 
recommendations in the post-TA phase. For example, the plan to privatize LECO, measures for 
streamlining CEB operations, and the unbundling of the power sector have generated important 
outputs but have not produced the expected outcomes. The attempt to privatize LECO in 1996 
did not succeed due to opposition from the CEB labor unions, low offer price received by the 
Government from the private sector, and lack of an adequate regulatory framework to control 
the operations of a private distribution company.      
 
40.    Efficiency. Overall, the sector assistance program has been “efficient”. The project 
completion reports noted actual EIRRs of 11%−13% for rural electrification, which exceeded 
appraisal estimates. The processes under the TAs and the program loan for power sector 
restructuring, however, were less efficient and have not achieved the intended reforms. 
Politicized processes and lack of support from labor unions had been a serious impediment to 
power sector reforms. Fewer resources have gone into sector reform ($30 million from the 
program loan and about $1.03 million from the TA for sector restructuring) when compared to 
the resources that have been invested in power projects, making overall sector assistance still 
efficient. Cost overruns were not a problem in sector assistance. In terms of processes, the 
design of power projects had generally undergone consultations with the Government, labor 
unions, electricity consumers, nongovernment organizations, and development partners. The 
power projects in the last two decades had an average time overrun of 2−2.5 years due to 
procurement delays, changes in project scope, contractor performance, and shortages of 
materials. The procurement delay in the decision making process of Government/CEB was 
particularly critical in the case of Loan 1021-SRI: Power System Expansion Project. Had the 40-
MW diesel generation facility at Sapugaskanda been operational in 1996, as originally expected, 
the drought-related power outages in that year would not have been as severe, according to the 
project completion report.  
 
41.  Sustainability. The sector assistance program is “less likely to be sustainable”. 
Although Sri Lanka has a pool of experienced and trained managers who are capable of 
maintaining the investments that ADB has funded, the current financial crisis in the power sector 
has detrimental effects on operations and maintenance of the transmission and distribution 
assets. CEB depends on acceptance by the Ministry of Finance of nonpayment of debt 
service24 (interest charges and capital repayments on re-lent loans to CEB, both ADB and other 
lenders), and a growing overdraft with its bankers in order to sustain its cash flow and meet 
other current liabilities. The Government tolerates CEB’s inability to service its debt and default 

                                                 
23 Moreover, opinion polls in Sri Lanka showed that opposition to privatization was due to perceived deterioration of 

socioeconomic conditions (higher cost of living, greater poverty, etc.). Hall, D., E. Lobina, and R. de la Motte. 2005. 
Public Resistance to Privatization in Water and Energy. Development in Practice 15 (3−4).  

24 By the end of 2005, CEB reported a total outstanding commitment of SLR59.9 billion of total outstanding debts 
payable to the Treasury, which included SLR9.8 billion of unpaid capital, interest, and penalty interest payments. 
CEB required about SLR14.2 billion to service these debts in 2006, which clearly could not be met due to the 
continuing negative cash flows. 
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on payments to Ceylon Petroleum Corporation. The financial crisis is accompanied with rising 
demand for electricity and rising capacity constraints on the transmission and distribution 
systems. Many power lines and transformers are becoming overloaded, and this will inevitably 
result in rising maintenance costs, deteriorating performance, and higher technical losses. With 
power sector restructuring at a standstill, and with no major investments committed over the 
next few years, there are major risks to the sustainability of the power transmission and 
distribution system over the next 3−5 years.  
 
42.  In terms of power sector reform, several elements are crucial for the process of reform to 
take root and be sustainable into the future: improved market structures, establishment of a 
legal and regulatory framework, institutional development, improved overall sector governance, 
and building constituencies for reform.25 In Sri Lanka, more work is needed to build 
constituencies for reform. There has been a history of resistance to reforms whenever these 
called for a greater role for the private sector and for market-driven sector operations, as seen in 
attempts to privatize LECO in 1996 and to restructure the power sector in the current decade.    
 
43.  Impact. The impact of the sector assistance program has been “substantial”. The 
national electrification ratio increased remarkably from 10.9% in 1986, to 50.5% in 1998, and to 
76.7% in 2005. ADB’s contribution to this achievement is significant, considering that it has 
been a lead development partner in the power sector. The expansion of electricity supplies 
throughout the country has contributed to economic opportunities and growth. Rural 
electrification has proceeded rapidly. However, this has been achieved with significant risks. 
Overall, the power sector is insolvent. ADB loan covenants to safeguard the power sector’s 
financial sustainability have been subjected to political considerations and decisions, particularly 
in relation to the CEB-managed power projects. 
 
44.  In the case of LECO, key informants indicated that had ADB not assisted LECO, it would 
not have been as easy for LECO to achieve managerial, technical, and financial development 
milestones. ADB helped LECO develop management systems and procedures for sound 
commercial operations, expand its distribution network, reduce its system losses, and institute a 
customer-driven focus.26 Earlier, the project performance audit report on Loan 870-SRI: 
Secondary Towns Power Distribution Project II noted that LECO is a well-organized entity, 
operating with an efficiency that is comparable to counterparts in developed countries. 
Performance is measured against operational and efficiency norms, which include billing 
accuracy, prompt payment to CEB, quality of power supply, speed of response to public 
complaint, and profitability. The productivity indicators, which were mostly developed under the 
project, have not only been used as an effective point of management focus but have also been 
expanded as a means of promoting competition between LECO’s branches.27 Full operational 
autonomy is available to branch offices for new connections, system repairs and service 
maintenance, meter reading, and accounts collection. The LECO head office retains basic 
management functions for strategy planning and accounts administration. Unlike CEB, LECO is 
not burdened with the fluctuating production costs of electricity, but is provided electricity at a 

                                                 
25 ADB. 2001. Special Evaluation Study on Sustainability of Policy Reforms through Selected Advisory Technical 

Assistance. Manila. Available: http://www.adb.org/documents/PERs/sst-stu-2001-02/default.asp
26 ADB supported LECO since the mid-1980s, initially through Loan 732-SRI: Secondary Towns Power Distribution 

Project (1985−1990) and Loan 870-SRI: Secondary Towns Power Distribution Project II (1988−1994). These 
projects aimed to strengthen LECO and assist it to take over, rehabilitate, and expand certain power distribution 
systems of local authorities and of CEB. Subsequently, LECO received further assistance through Loan 1414-SRI: 
Second Power System Expansion Project (1996−2003) to expand its distribution system.  

27 ADB. 1998. Project Performance Audit Report on Loan 870-SRI (SF): Secondary Towns Power Distribution Project 
II. Manila. 

http://www.adb.org/documents/PERs/sst-stu-2001-02/default.asp
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guaranteed price which has persistently been about SLR2.50/kWh lower than the average 
selling price to LECO customers. 
 
45.  Overall Sector Rating. Taking into account the preceding five evaluation pillars, the 
overall performance of the power sector assistance program was rated “partly successful” 
(Table 10). The program has contributed to notable gains in making power available to 
consumers through rural electrification but has fallen short of completing the reform program 
and achieving financial solvency. While the preparation for restructuring had taken place to the 
extent possible, the political economy dimensions of reform and the dynamics of change 
processes in the Sri Lankan contexts have posed serious challenges to the viability and future 
sustainability of the power sector. 
 

Table 10: Overall Sector Performance Rating 
 

Rating Relevance Effectiveness Efficiency Sustainability Impact Overall Rating 
Score 3 2 2 2 4 13 
Rating Highly Relevant 

(at the time of 
program design) 

Less Effective Efficient Less Likely Substantial Partly Successful 

(i) Relevance: highly relevant (3 points), relevant (2 points), partly relevant (1 point), irrelevant (0 point). 
(ii) Effectiveness: highly effective (6 points), effective (4 points), less effective (2 points), ineffective (0 point). 
(iii) Efficiency: highly efficient (3 points), efficient (2 points), less efficient (1 point), inefficient (0 point). 
(iv) Sustainability: most likely (6 points), likely (4 points), less likely (2 points), unlikely (0 point). 
(v) Impact: high (6 points), substantial (4 points), modest (2 points), negligible (0 point). 
(vi) Overall rating: highly successful (20 points and above), successful (16−19 points), partly successful (11−15 

points), unsuccessful (10 points or less). 
Source: ADB. 2006. Guidelines for the Preparation of Country Assistance Program Evaluation Reports. Manila. 
 
E.  ADB’s Performance in the Sector 
 
46.  Overall, ADB’s operations in the power sector have been consistent with ADB’s 
corporate mandate, including the poverty reduction strategy and policies on energy and 
governance. Advisory TA grants, together with project supervision and review missions, have 
supported project implementation. ADB, however, has exerted little effort in assessing the 
outcomes of advisory TA in the power sector. Over the last two decades, TA completion reports 
began to be prepared only in 2006. 
 
47.  In supporting the unbundling of the power sector, ADB had a clear strategy and roadmap 
and had engaged in dialogues with key stakeholders. On the downside, the reform process has 
been perceived by CEB as largely donor-driven (footnote 24). Much of CEB management saw 
the need for cheaper, base load coal and hydroelectric power generation to be the highest 
priority, and all other efforts on institutional and regulatory reform to be a secondary need. 
Moreover, the reform process fell short of conducting a broad-based public awareness 
campaign because the change in Government in 2004 precluded further concerted efforts to 
facilitate workable management of change. The perception of ADB performance, however, has 
been positive in the case of distribution and transmission projects. CEB and LECO valued the 
advice that ADB provided on technical issues, preparation and evaluation of bid documents, and 
loan administration. A recent interview with an ADB-assisted IPP also indicated that ADB has 
been very supportive, particularly in making representations with entities in the international 
community.   
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F. Identified Lessons  
 
48.  Power sector restructuring is a dynamic and complex process with enormous 
challenges. It requires a deep understanding of multifaceted dimensions: (i) the political 
economy, (ii) the historical background of reforms (to provide an indicator of likely behavior),  
(iii) an assessment of local ownership, (iv) an assessment of institutions and existing capacity, 
(v) incentives and disincentives to reform, (vi) a comprehensive roadmap of the sector which 
should include the recognition of the pressing needs of the sector other than reforms, and (vii) 
changes required to achieve the reforms, given the overall environment in which reforms are 
attempted.  
 
49. Where implementation progress is likely to be hindered by public and political resistance, 
provisions should be made for increasing public awareness of the reform agenda and its 
benefits, building constituencies for reform, and reaching a consensus on the means for 
achieving reform objectives.  
 
50. Strategic measures are needed to knit reforms into a broader articulation of public 
interest, complemented by empowering stakeholders to convey the cost of not carrying out the 
reforms. Work is necessary on all fronts, not only in putting in place a legal framework or an 
improved market structure, but also in building constituencies for reform. Developing political 
strategies, inclusive of strengthening political coalitions to support a public benefits agenda and 
embracing a more consensus-driven reform, is crucial to a progressive politics of power sector 
reform.28 Reforms should take into account not only aggregate benefits but also benefits to the 
least advantaged. Not a single handbook, brochure, press briefing, media advertisement, or a 
workshop with broad stakeholder participation was published or conducted in the run up to or 
during the reform process. Seminars and workshops organized by the reform team remained 
limited to the first and second level stakeholders (utility executives, government officials, 
employees, and representatives of major customers such as the trade chambers). However, 
there were several stakeholder consultations (in which invitations were by open press 
advertisements) on the regulatory aspects, initially conducted by the Ministry of Economic 
Reforms and later by PUC itself. 
 
51.  It is necessary to promote reforms as a total solution to the problems in the sector and 
an ingredient for growth, rather than as a solution to a perceived problem of sector management 
and visible political interference. The widely publicized financial benefits of proposed CEB 
reforms remain unquantified to date. Previous attempts by the Ministry of Finance to quantify 
the benefits of reforms (in the 2005 attempt to implement the Electricity Reforms Act) were 
challenged by CEB Trade Unions, and the challenge remained unanswered.  
 
52.  Labor unions, and in some situations, executive unions, perceived reforms to be an 
avenue for even stronger political and commercial interference, than at present. Particular 
concerns have been expressed about the relaxed procurement procedure (which presently has 
to follow state guidelines consisting of a multitude of tender boards and committees), which can 
be manipulated. The proposed Management and Advisory Committee that was meant to 
appoint directors as well as oversee business plans, profitability, and the procedures of 
successor companies, was seen to be inadequate in meeting this challenge. 
 
 

                                                 
28 Dubash, N., ed. 2002. Power Politics: Equity and Environment in Electricity Reform. World Resources Institute: 

Washington, DC. Available: http://pdf.wri.org/powerpolitics_front.pdf

http://pdf.wri.org/powerpolitics_front.pdf
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G. Future Challenges and Opportunities 
 
53.  The Cabinet of Ministers of Sri Lanka approved the National Energy Policy and 
Strategies (2006) after an extensive year-long consultation process with stakeholders. The 
elements of this policy that require specific interventions have been included in the Ten-Year 
Horizon Development Framework 2006−2016,29 recently published by the Government as a 
discussion paper. The development framework identified several key issues including (i) access 
to electricity; (ii) electricity tariff rationalization, debt restructuring, and targeted subsidies; (iii) 
fuel diversity and energy security in bulk power generation; (iv) renewable energy for electricity 
generation; (v) transmission and distribution network development; (vi) supply-side energy 
efficiency; (vii) demand-side energy efficiency; (viii) energy sector knowledge management, 
planning, and funding; and (ix) reforms and regulatory developments. By the end of 2006, 75% 
of households used electricity from the national grid, while 3% were served by off-grid facilities. 
The target for 2016 is to provide electricity to 95% of households (87% grid and 8% off-grid). 
The energy policy has also established an interim target of 86% by year 2010 (80% grid and 6% 
off-grid). It is most likely that the 80% target for grid will be met with ongoing, committed, and 
planned projects, but more initiatives are required to expand off-grid services. Sri Lanka’s 
energy policy and the 10-year development framework indicate that the Government will support 
off-grid services in terms of investments and operations, similar to grid extensions.30  
 
54.  Tariff Rationalization and Debt Restructuring. Despite a significant increase in tariffs 
in September 2006, CEB continues to incur operating losses. The tariff of September 2006 was 
expected to yield an average income of SLR10.75 per kWh, while operating costs, excluding 
debt service, were estimated at SLR12.50 per kWh based on an average hydrological year. The 
above average rainfall in 2006 might help CEB to break even with its operating costs. However, 
with an average tariff of SLR10.75 per kWh (approximately $0.10 per kWh), observers fear that 
Sri Lanka’s electricity tariffs may dampen new investments in industrial and service ventures. 
The problem in the power generation mix (that of a high share of oil-burning power plants) has 
been addressed by the Government and CEB with the commencement of construction of the 
first coal-fired power plant (300 MW) at Norochcholai and the last large hydroelectric power 
plant (150 MW) at Upper Kotmale. In 2006 constant prices, and assuming timely implementation 
of several base load, lower cost coal-thermal and hydroelectric power plants, the average cost 
of electricity production and delivery is expected to increase initially to about SLR15 per kWh by 
2010, and then decline gradually to about SLR8.30 per kWh by 2016.  
 
55.  Industrial customers have criticized the electricity tariff (September 2006) of $0.10/kWh 
on average as excessive. In the context of the Sri Lankan political economy, observers have 
pointed out that it would be unrealistic to expect the Government to agree to further tariff 
increases in excess of adjustment for inflation. The Government, in its 2007 budget speech, 
highlighted that Sri Lankan industries were losing their competitiveness because of a high tariff 
on electricity. Accordingly, the budget speech promised to exempt electricity from value added 
tax and to reduce the industrial tariff for electricity to $0.07/kWh. CEB has proposed to remove 

                                                 
29 Ministry of Finance and Planning. 2006. Mahinda Chintana, A Vision for a New Sri Lanka: Ten-Year Horizon 

Development Framework 2006−2016, Discussion Paper. Colombo. Available: http://www.treasury.gov.lk/  
30 In addition to approved projects that are being implemented, five new rural electrification projects need to be 

launched: two projects in 2008 and one project each in 2010, 2012, and 2013 to achieve these targets. Each 
project costs approximately SLR3 billion. The ongoing investments in off-grid systems, too, have to be continued 
and expanded. The required yearly investments for off-grid services were initially estimated at SLR300 million, 
increasing to SLR500 million when the project implementation gains momentum. 

http://www.treasury.gov.lk/
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the 20% fuel adjustment charge (introduced in September 2006) from the industrial tariff.31 This 
politicized decision on tariff, when it becomes effective, will have further financial implications on 
CEB. 
 
56.  CEB faces three major challenges with regard to debts, tariffs, and cash flow: (i) CEB is 
unable to service the large debt overhang of about $600 million in long-term loans and about 
$350 million in short-term loans; (ii) an increase in tariffs since the increase in September 2006 
would be socially and politically unacceptable, and instead, CEB currently faces the prospect of 
having to reduce its industrial tariffs by removing fuel adjustment charges which were introduced 
in September 2006; and (iii) the power generation mix will worsen over 2007−2010 with higher 
shares of oil-burning power plants,32 placing CEB finances under greater strain. Expected 
increases in tariffs during 2007−2010 appear unlikely, given the decision taken by the 
Government to keep industrial tariffs at $0.07 per kWh. In spite of several years of CEB’s 
accumulated debts and inability to service debts, the Government and CEB have not prepared a 
detailed plan to restructure, write-off debts, and pursue other options to address this debt 
issue.33 A major challenge exists for the Government, lenders, and development partners to 
support debt restructuring of CEB in the search for a comprehensive solution to the power 
sector’s insolvency. Options for this solution may include a publicity campaign to convey to the 
public the true status of the sector, a rapid shift to a cost-based tariff, removal of hidden cross 
subsidies between different classes of customers, committed payments of explicit subsidies by 
the Government to identified beneficiaries,34 and realization of major least-cost power 
generating plants to reduce power generation costs. 
 
57.  Fuel Diversity in Bulk Power Generation and Private Participation in Power 
Generation. A fundamental problem in Sri Lanka’s electricity generating system has been its 
inability to diversify into inexpensive fuels after completion of its major hydroelectric power 
plants in the early 1990s. Plans and efforts by CEB were repeatedly hampered by a mix of 
political, commercial, social, and environmental pressure groups, as well as excessive 
expectations that the private sector would come forward to build large, lower-cost base load 
power plants. The Government in 2005−2006 signed contracts to finance and build the first 
phase of the Norochcholai coal-fired power plant. Although this first phase is under construction, 
there are two unresolved issues: (i) the structuring of coal supply contracts, and (ii) financing of 
phases 2 and 3 of the project. CEB needs to build its internal capacity to structure future coal 
supply contracts strategically to harness the full benefit of ongoing and future investments in 
coal-fired power plants. Neither CEB nor the state-run Ceylon Petroleum Corporation (which 
procures and supplies fuel oil and diesel to CEB) has any previous experience in procuring coal. 
                                                 
31 This will effectively reduce average electricity tariffs per kWh to (i) SLR8.55 from SLR10.25 for typical small-scale 

industries, (ii) SLR9.25 from SLR10.87 for typical medium-scale industries, and (iii) SLR8.86 from SLR10.46 for 
typical large-scale industries, inclusive of the demand charges for medium and large customers, and fixed charges 
for all customers.  

32 This is because the increasing demand would have to be met with existing and new oil-burning power plants. CEB, 
in its December 2005 revision of the long-term generation expansion plan, estimated that the current hydro: 
thermal energy share at 49:51 under average hydrology would worsen to 37:63 by 2010. More realistically, this 
share may reach 35:65 by 2010. The new Kerawalapitiya (300 MW) combined cycle power plant will be operated 
on diesel and its cost profile will be similar to other combined cycle plants in the system. 

33  In February 2006, a government decision on the principle of debt restructuring indicated that debt restructuring 
would include conversion of 50% of long-term liabilities into equity, and rescheduling of the remaining 50% such 
that principal repayment will start after commercial operations of the Norochcholai power plant, which is expected 
to start in 2010. However, a detailed and feasible plan for debt restructuring has not been prepared.    

34 The 10-year horizon development framework (2006−2016) targets low-income groups for the electricity subsidies, 
by providing a grant equivalent to 15 kWh of electricity to Samurdhi beneficiaries for household electricity 
consumption. Low income households with no grid connection are also eligible, and the grant may be used to pay 
for kerosene or off-grid electricity services. The pricing and billing by CEB, however, must be cost-reflective.  
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58.  The Government has planned to develop Hambantota coal-fired power plant as an IPP, 
scheduled to commence electricity production from 2012, and has called for expressions of 
interest returnable by February 2007. While possessing a structured procedure and good 
documentation on procuring IPPs, CEB lacks experience in negotiating a major IPP package. 
This will be the largest IPP in the country, with an estimated investment of $300 million per 300 
MW generating unit. CEB expects five units to be operational over 2012−2020. Concerns 
remain on the pricing of coal, which is a pass-through cost, for which a pricing formula has to be 
developed.35 Opportunities exist for development partners to assist the Government to promote 
private sector participation in power generation, as part of an overall strategy to implement a 
least-cost development plan for the power sector that would help stabilize electricity tariffs. Such 
opportunities include considerations for the development of fuel delivery and power 
transmission infrastructure to create an enabling environment to prospective IPPs to participate 
in large scale, base load power plant investments. 
 
59.  Increasing Grid Absorption Capacity for Nonconventional Renewable Energy 
(NCRE). Sri Lanka presently has about 100 MW of NCRE feeding the grid. All NCRE 
investments have so far been done by the private sector. The Government and CEB have 
resolved that the private sector would continue to play the lead role in the future. Once the 
NCRE power is on the high voltage network, certain constraints are likely to emerge,36 such as 
overloading of high voltage transmission lines, particularly in the Central and Sabaragamuwa 
provinces. These constraints have hampered private investments in NCRE. Several 
investments approved by CEB are at a standstill due to the absence of grid absorption capacity. 
An ADB-financed project preparatory TA on rural electrification and network expansion (TA 
4262-SRI) approved in 2004 has identified several grid substations for upgrading to receive 
NCRE from private developers. CEB has taken a policy decision to share the costs of upgrading 
these grid substations equally with the developers awaiting connections, in proportion to the 
rated capacity of their respective power plants. Several private developers await the capacity 
upgrade of each grid substation to proceed with their power plant construction. In spite of the 
decision by CEB to upgrade the grid substations and share the costs, CEB’s financial crisis is 
impeding the realization of these initiatives. An opportunity exists for the Government and 
development partners to accelerate private investments in renewable energy as part of 
diversification from oil-fired thermal generation.  
 
60.  Network Loss Reduction. CEB’s network losses are less than those of its counterparts 
in other South Asian countries. The Government and CEB have persistently taken actions to 
further reduce losses. The high cost of power generation in Sri Lanka and the consequent value 
of energy lost make loss reduction a prime area for immediate investments. The low customer 
density in suburban and rural areas causes inherently higher network losses relative to losses in 
urban areas. The national energy policy and the 10-year development framework emphasize 
the need for concerted efforts to reduce network losses, targeting reduction of total technical 
and commercial losses of the CEB network to 12% of net generation by 2016, with an interim 
target of 13.5% by 2009.37 However, implementation of this plan lags behind the requirements 
due to the financial insolvency of CEB. An innovative approach is required to address this issue. 
A few private sector energy service companies are in operation in Sri Lanka, mainly serving 

                                                 
35 Pricing of petroleum products used by CEB and IPPs is based on a formula indexed to internationally published 

petroleum prices. There is a need to develop similar indices for coal. 
36 Siemens Power Technologies International. 2005. Technical Assessment of the Generation Absorption Capacity of 

the Sri Lanka Power System—Preliminary Studies. A study conducted under the Renewable Energy for Rural 
Economic Development Project of the World Bank. 

37 Based on these targets, the corresponding financial savings to CEB were estimated at SLR1.7 billion per year by 
2009, rising to SLR 2.3 billion per year by 2016, in constant 2006 prices. 
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large industrial and commercial customers in implementing energy efficiency measures. There 
is an opportunity for development partners to provide assistance to develop a model for pilot 
areas for energy service company participation. Much of this would involve energy monitoring 
and information management, which CEB has started in a limited manner by fixing energy 
meters to distribution transformers.38 Consequently, an opportunity may arise for energy service 
companies to propose, finance, implement, and monitor loss reduction projects, with benefit 
sharing arrangements with CEB. 
 
61.  Transmission and Distribution Investments. CEB and LECO conduct regular 
planning studies on the distribution network using network planning models, and develop 
proposals for medium voltage network development. Each CEB distribution region has a 
separate but coordinated plan, covering 10 years into the future. Low voltage network 
developments are proposed separately. CEB regularly conducts transmission planning studies 
using state-of-the-art techniques and tools, and publishes a 10-year plan, updated annually. 
These plans examine the current status of the network and the expected demand growth, with 
proposals for specific solutions and timing for required investments. However, CEB’s 
transmission and distribution investments have severely lagged behind the required 
investments. Certain grid substations and transmission lines are severely overloaded during 
peak hours, and when hydroelectric generation is at its maximum. CEB has raised the 
maximum operating temperature of certain lines to accommodate a higher load, at times 
compromising safety. It is a challenge for CEB to finance essential transmission and distribution 
developments. ADB’s experience with financing medium voltage transmission investments of 
CEB have been successfully implemented, although their rural electrification components suffer 
from uncertain cost recoveries. The ADB loans, which facilitated the implementation of network 
improvements identified by CEB, have contributed to the improvement of service quality and 
reliability, and the reduction of network losses. These gains have to be maintained and loss 
profiles have to be improved, but further investments are required. 
 
62. Sri Lanka-India Power Transmission and Interconnection. Ideas and intentions for 
interconnection of power networks between Sri Lanka and India first emerged in 1970s. 
Preliminary studies on technical options for interconnection were supported under the South 
Asia Regional Initiative on Energy.39 Sri Lanka and India are facing an increasing demand for 
electricity. Future interconnection may bring mutual benefits in terms of (i) energy/power trade 
opportunities, (ii) lower power costs to consumers through economies of scale, (iii) enhanced 
system reliability and improved ways to meet emergency needs, (iv) greater diversity and 
security of power supply, (v) increased economic efficiency in systems operation, and (vi) 
reduced or more manageable environmental impacts. Power generation costs in Sri Lanka are 
much higher than in India. Power transmission and interconnection may offer commercial 
opportunities for trade between the two countries. The possibility of power interconnection can 
potentially attract public-private partnerships and private sector investments. Apart from 
economic and technical considerations, aspects that may affect decisions on investments 
include political contexts, national security, the armed conflict in Sri Lanka and its affected 

                                                 
38 LECO successfully monitors all its distribution transformers, mostly off-line, enabling development of a monthly 

energy balance for each segment of the distribution network. 
39  United States Agency for International Development supported the South Asia Regional Initiative on Energy. Under 

this program, a report titled “Viability of Developing a Transmission System Interconnection between India and Sri 
Lanka Technical Options and Investment Requirements” was submitted in February 2002. 

 Available: http://www.sari-energy.org/ProjectReports/TwoBordersExecSum.pdf  
 
 
 

http://www.sari-energy.org/ProjectReports/TwoBordersExecSum.pdf
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areas, and factors that influence strategic choices on both sides. To establish such bilateral 
interconnections of power systems, there are complex political, economic, legal, and contractual 
issues that need to be tackled in due course. Further, factors that promote the effectiveness, 
efficiency, and sustainability of the power sector in each country also come into play. Current 
issues concerning the insolvency of the power sector in Sri Lanka and its accompanying 
challenges cannot be excluded from discussions on the overall feasibility of establishing 
interconnection of power systems. 
 
63. Scenarios for Development and ADB Assistance Priorities. The Government is 
currently considering its development approach to power sector reform. In order for ADB to 
evaluate future assistance priorities, three alternative scenarios for the development of the 
sector may be considered in the context of the future stance of the Government. 
 

(i) A worst case scenario in which there is little or no purposive action by the 
Government to address the crisis in the power sector. 

(ii) An optimal scenario in which the necessary legislation is in place for unbundling 
the power sector and establishing independent tariff regulation, together with 
capital restructuring so that the sector becomes commercially viable. 

(iii) An intermediate scenario in which the Government takes some steps to 
restructure the sector while falling short of unbundling the power sector.  

 
64. The worst case scenario is likely to lead to increasing financial losses in the power 
sector accompanied by deteriorating operational performance. Although additional generation 
capacity may come on stream when the construction of coal-fired power plants is completed, 
the quality of the transmission and distribution systems may hamper delivery of additional power 
to customers at the required quality and reliability. This scenario will be very damaging to the 
achievements of the Sri Lankan power sector over the past 20 years, and is likely to impact 
negatively on the country’s economy. ADB should sustain its policy dialogue with and caution 
the Government on the consequences of this course of action. 
 
65. The optimal scenario envisages that reform legislation, unbundling, and recapitalization 
of the power sector will be fully in place. There are many key participants in the power sector 
who wish to see this outcome. This scenario is feasible although its full implementation is 
unlikely given the political economy contexts of the country and resistance to sector reforms. 
Under this scenario, there are a number of ways in which the sector could use ADB assistance, 
such as extending transmission and distribution networks and covering the costs of sector 
restructuring. 
 
66. The intermediate scenario is related to limited reform and is perhaps the most likely, 
given the evolution of events to date. The inadequate increase in electricity tariffs and 
noncompliance with the covenants of the Power Sector Development Program (Loan 1929-SRI) 
suggest that the Government may already be following this course. The Government has 
already accepted a tacit capital restructuring in that it does not expect CEB to pay interest or 
repay capital fully on its borrowings from the Treasury. Consideration has been given to a more 
formal restructuring, including some debt write-off through a debt equity swap and debt 
rescheduling with a longer term for repayments. This would enable CEB to defer some of its 
repayments until after the new coal-fired generation plant comes on stream, at which stage 
CEB’s operating costs are expected to fall as expensive diesel plants can be phased out. 
Hence, tariffs could be restrained in the short term, pending the fall in power generation costs. 
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67. The Government may (rather than fully unbundling the power sector) establish parts of 
CEB as strategic business units with some autonomy, but operating within the CEB 
framework.40 It may allow PUC to regulate retail tariffs and have an oversight on generation 
costs, without unbundling into generation, transmission and distribution tariffs.41 In this 
environment, ADB should be engaged in policy dialogue to ensure that such reforms as they 
take place are well reasoned. ADB may consider project lending as leverage to policy dialogue. 
There may also be a case for limited TA. The types of change which may occur under this 
scenario include (i) a regulatory model which regulates retail tariffs only; (ii) a capital 
restructuring of CEB; and (iii) the creation of strategic business units within CEB, to be 
responsible for separate elements of the business. CEB has already taken steps to create 
strategic business units within its organization for generation, transmission, and distribution (four 
distribution regions).42 This process could be carried further through a full accounting 
separation. At present, CEB neither has detailed plans for this purpose nor the funds to 
implement the plans. However, it is difficult to foresee how independent regulation could be 
introduced while the strategic business units remain as part of a single corporate entity such as 
CEB. The Government could permit PUC to regulate CEB’s retail tariffs, without putting in place 
an unbundled structure. There are precedents for this model of retail regulation with a vertically 
integrated monopoly, for example, the case of Northern Ireland. This would be a positive step, 
as it would begin the process of putting tariff setting on a commercial rather than on a political 
basis. 
  
68. Under this intermediate scenario, ADB may consider limited technical support for the 
type of reforms described, provided that there is a clear public commitment to change. There 
are risks with this approach but also considerable potential benefits, for example, in helping 
PUC to regulate an integrated utility or to come up with a new capital structure for CEB. These 
types of reforms would not meet the full commitments that the Government made in the 
covenants of the Power Sector Development Program. However, this may be sufficient for ADB 
to engage in policy dialogue. This should be considered only after the Government has taken 
significant steps to demonstrate its commitment to resolve the interconnected issues of political 
tariff setting, CEB’s insolvency, and the structure of the power utilities. An opportunity exists for 
ADB to review the progress of empowering PUC and the level of its legal mandate. In terms of 
project lending, ADB should continue to give priority to transmission and distribution, and further 
development of rural electrification. The private sector should be capable of taking forward 
power generation projects, provided that appropriate incentives are in place. The power sector 

                                                 
40 The present political climate is not conducive to the implementation of the 2002 Electricity Reforms Act, which has 

provisions for restructuring and regulatory reforms. The Government may implement the regulatory reforms by 
empowering PUC to regulate CEB, LECO, and other entities in the industry, while making certain attempts to 
manage CEB as a collection of business units, but not as legally separate entities. Reasons against such an 
arrangement have been linked to CEB’s vertical integration and large market share, as well as to CEB’s inherited 
practices, interests, and constraints that can impede CEB’s response to effective regulation. Further reasons 
include the problem of regulating a business entity within a utility, with PUC having little or no legal power to 
enforce its directives should any dispute arise. An argument favoring a strategic business unit arrangement is that 
it is a model to be tested before full-scale implementation of separation into independent companies. 

41 PUC would be empowered to regulate CEB and other players in the industry, with some legally enforceable 
oversight of the operation of the business units within CEB. 

42 Over the past 4 years, CEB has been internally realigned according to the companies demarcated in the reform 
plan, i.e., one company each for generation, transmission, and distribution (which are presently identified as 
“Divisions”), four distribution “regions” (R1 to R4), and a projects division. Projects to establish some degree of 
financial separation of these business units and provide transparency in system operations include (i) boundary 
metering to establish accurate and online metering of capacity and energy transfers between divisions and regions, 
and (ii) upgrading of the system control center along with a transparent generation dispatch system. To enable 
PUC to function, these projects are essential.   

 



should continue to receive ADB-financed TA in cases where this can be beneficial to sector 
development. ADB has taken the lead and this should continue and will require continuing policy 
dialogue, and in some cases, providing advice through TA. Some TA led to disappointing 
outcomes in the past because of government failure to act on the results but ADB must be 
willing to provide further support, provided that there is a reasonable basis for expecting the 
Government to act on the results. 
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POSITIONING OF ASIAN DEVELOPMENT BANK’S POWER SECTOR STRATEGIES IN SRI LANKA 
 

 CAPE Period  
Criteria for 
Positioning/Coherence 

1988−1992 
Country Strategy 

1993−1997 
Country Strategy  

1998−2003 
Country Strategy 

2004−2008 
Country Strategy 

Basis for the sector strategy 
  

• Apart from recognizing 
development constraints 
and objectives, the strategy 
was not explicit on other 
considerations used in 
formulating the power 
sector strategy.  

• The overall strategy was 
based on the country 
economic review, the ADB 
Medium-Term Strategy, 
ADB postevaluation 
findings on project 
performance and lessons 
identified, and dialogue 
with external funding 
agencies. 

• The 1998 power sector 
strategy drew inputs from a 
wide range of relevant 
sources that provided a 
sound basis for its 
formulation: (i) ETSW, (ii) 
1998 power sector policy 
directions of the Government, 
(iii) policy dialogue, (iv) 
postevaluation studies of 
ADB, and (v) operations of 
major development partners.

• The sector strategy was 
based on (i) the 
Government’s reform 
agenda and policy to 
restructure the power sector; 
(ii) the ADB Poverty 
Reduction Strategy in Sri 
Lanka, which supported 
poverty reduction through 
economic growth and human 
resources development;    
(iii) ETSW; (iv) stakeholder 
consultations; (v) meetings 
with external funding 
agencies; and (vi) a stock-
taking meeting in October 
2003 to reach an agreement 
on the rationale and 
directions for the 2004−2008 
strategy.   

Government’s absorptive 
capacity and ownership 

• There was no sector-
specific discussion on 
absorptive capacity. The 
overall country strategy, 
nevertheless, expressed 
concern about counterpart 
funding, along with 
institutional and manpower 
constraints. 

• There was no assessment 
of the power sector’s 
absorptive capacity. 

 

• There was no sector-specific 
assessment of absorptive 
capacity. At the country level, 
the strategy recognized the 
limited absorptive capacity of 
Sri Lanka, given its prevailing 
debt level and the security 
situation.    

• The sector strategy did not 
assess the absorptive 
capacity of the power sector.

 

 • Details on the extent of 
country ownership of the 
sector strategy were 
lacking. 

• The extent of country 
ownership of the strategy 
and the details of strategy 
formulation process were 
not explicit. 

• The strategy, as a whole, was 
prepared in close cooperation 
with a focal point group in 
Government, which 
contributed to and reviewed 
its contents at various stages 
during preparation. 
Consultations were done 
through discussions and 
workshops with government 

• Multi-level consultations and 
meetings were integral to the 
interactive process of 
strategy formulation.  

• The Electricity Reforms Act 
and the Public Utilities Act 
were expected to improve 
ownership.  
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 CAPE Period  
Criteria for 
Positioning/Coherence 

1988−1992 
Country Strategy 

1993−1997 
Country Strategy  

1998−2003 
Country Strategy 

2004−2008 
Country Strategy 

and nongovernment 
representatives.  

ADB’s comparative 
advantage in the sector and 
coordination of sector 
strategies with major 
development partners 

• ADB closely coordinated 
with other external funding 
organizations.  

• ADB coordinated its sector 
strategy formulation with 
the World Bank and the 
Overseas Economic 
Cooperation Fund. 

• With the gradual withdrawal 
of the World Bank from 
substantial lending to the 
power sector during the 
1990s, ADB became the lead 
multilateral partner. For 
power, the strategy 
emphasized institutional 
strengthening and 
maintaining an adequate 
level of tariffs. Support for 
further power reforms, 
including restructuring to 
separate generation, 
transmission, and distribution 
under the supervision of an 
independent regulatory 
agency, was done jointly with 
the World Bank.   

• ADB strengthened its 
partnerships with 
development partners 
through regular 
consultations on specific 
development agenda.  

   • A major bilateral funding 
agency was Japan, which 
has supported infrastructure 
for electricity generation, 
transmission, and 
distribution. ADB has 
cofinanced projects with 
Japan.  

• Germany financed one 
thermal power plant and rural 
electrification while Norway 
was into hydropower and 
transmission.  

• ADB has been an active 
participant in the 
Development Forum, held 
approximately every 18 
months and chaired by the 
World Bank. 

 

• The World Bank has 
concentrated its recent 
efforts on lending to the 
renewable energy subsector, 
and TA for the power and 
petroleum sector reforms. It 
has been the primary 
provider of funding for 
developing the regulatory 
aspects of the power sector. 
It has begun activities on the 
regulatory aspects of the 
petroleum sector.    
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 CAPE Period  
Criteria for 
Positioning/Coherence 

1988−1992 
Country Strategy 

1993−1997 
Country Strategy  

1998−2003 
Country Strategy 

2004−2008 
Country Strategy 

   • In power, there was scope 
for pursuing policy dialogue 
on restructuring and 
performance of sector 
institutions, including cost 
recovery and promoting the 
private sector’s role.    

• ADB participated in a joint 
strategy seminar organized 
by the Japan Bank for 
International Cooperation in 
Tokyo in 2003, wherein 
development partners 
exchanged views on their 
respective strategy 
formulation.    

Focus/Selectivity and Synergies    
(i) Issues/challenges 

addressed  
• The absence of indigenous 

commercial energy 
resources other than 
hydropower imposed high 
imported energy costs on 
the economy. 

• The power sector strategy 
underscored that 
investment in power 
facilities was necessary to 
boost directly productive 
investment in agriculture 
and industry.  

• With the commissioning of 
new thermal plants, the 
apparent over-dependence 
on hydropower had declined. 
However, the limited 
hydroelectric potential and 
the need to further diversify 
sources to reduce 
vulnerability to drought 
situations would require the 
addition of thermal 
generation capacity over 
time, entailing an upward 
tariff revision.  

• The sufficient, uninterrupted 
supply of energy is a 
prerequisite for economic 
growth. This was a basic 
pillar in reaching the 
economic and social targets 
of the Government. Low-cost 
base load generation 
facilities needed to be built 
and commissioned on time 
to meet projected power 
demand. 

• The power sector strategy 
identified several major 
challenges: (i) resources 
required for capital 
investment; (ii) high level of 
cross-subsidy in the power 
sector; (iii) capacity building 
of the regulatory body; (iv) 
creation of a suitable legal 
framework to attract private 
sector investment; and (v) 
improving efficiency.  

(ii) Sector focus • The sector focus was 
selective—hydropower 
development 
supplementation through 
least-cost thermal 
generation. 

 

• The sector focus was 
sharp. It supported the 
expansion of power 
infrastructure to enable the 
rural poor and the 
disadvantaged to share in 
the income-earning 

• The sector focus was 
selective. It supported policy 
reforms and the creation of 
complementary power 
infrastructure, but abstained 
from public sector lending for 
projects that could attract 

• The sector focus was 
selective. It essentially 
continued the focus of the 
previous strategy: (i) power 
sector restructuring; (ii) 
further rural electrification; 
and (iii) increased private 
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 CAPE Period  
Criteria for 
Positioning/Coherence 

1988−1992 
Country Strategy 

1993−1997 
Country Strategy  

1998−2003 
Country Strategy 

2004−2008 
Country Strategy 

opportunities arising from 
accelerated economic 
growth. 

• The strategy encouraged 
more frequent and 
systematic adjustments in 
tariffs to avoid the shocks 
that large, long-delayed 
increases place on users 
and the financial stress 
such delays cause power 
utilities.  

private sector financing such 
as thermal electricity 
generation. 

sector participation in power 
generation, transmission, 
and distribution as the 
operating environment 
becomes more conducive to 
competition. 

(iii) Instruments used to 
address challenges 

• To address the identified 
challenge and sector focus, 
the power sector strategy 
adopted two key 
instruments: (i) loans (for 
power system expansion); 
and (ii) project preparatory 
TA for power distribution. 

• The main instruments for 
implementing the sector 
strategy included (i) loans 
for power system 
expansion; (ii) advisory TA 
for institutional 
development and project 
preparatory TA for 
investment projects; (iii) 
ETSW; and (iv) policy 
dialogue on appropriate 
power pricing.   

• At the strategy level, the mix 
of instruments to address the 
selected sector challenges 
and sector focus was varied 
and appropriate, consisting 
of (i) lending of OCR;         
(ii) cofinancing or parallel 
financing by bilateral and 
multilateral organizations;  
(iii) TA to support the 
evolution of the legal and 
regulatory framework;       
(iv) ETSW; and (v) policy 
dialogue.  

• The instruments for strategy 
implementation included (i) 
loans; (ii) TA; (iii) ETSW; 
and (iv) policy dialogue.   

(iv) coherence of issues, 
focus, and instruments 

• The power sector strategy 
was coherent, given the 
choice of issues, focus, 
and instruments discussed 
above. 

• The power sector strategy 
was coherent. The choice 
of issues, sector focus, 
and instruments for 
implementing the strategy 
were well-defined. 

• Based on the sector’s key 
challenges and aid 
coordination efforts that were 
cited in the preceding 
discussion, the sector 
strategy was coherent.  

• The power sector strategy’s 
choice of issues, focus, and 
instruments was coherent,      
given its support for 
economic growth and for an 
enabling environment.  

      
Long-term continuity of the 
sector strategy 

• The sector strategy built on 
previous efforts in power 
generation and distribution.  

• The power sector strategy 
had continuity with the 
earlier strategy. Past 
efforts addressed power 
generation and distribution 
as well as institutional 
strengthening.   

• The sector strategy 
maintained continuity with 
the previous strategy, 
particularly in terms of 
supporting economic growth 
by expanding power 
infrastructure facilities. 

 

• The sector strategy built on 
previous ADB support for 
sector reforms and power 
system expansion.   



 
Appendix 1 

35 
 

 CAPE Period  
Criteria for 
Positioning/Coherence 

1988−1992 
Country Strategy 

1993−1997 
Country Strategy  

1998−2003 
Country Strategy 

2004−2008 
Country Strategy 

Risk assessments and 
monitoring mechanisms to 
achieve the sector strategy’s 
envisaged results 

• There was no risk 
assessment at the sector 
level. 

 

• An assessment of risks 
was not done for the 
power sector. 

 

• The strategy identified risk 
factors for the country as a 
whole. It did not address 
risks that were specific and 
unique to the power sector. 

• The strategy ignored the 
need for electricity prices in 
Sri Lanka to be competitive 
with other countries in the 
region, did not examine a 
long-term financial model of 
CEB or tariff projections, and 
did not analyze the capacity 
of the private sector to 
deliver generating plants in 
the least-cost plan on time, 
particularly under the 
specific country risks of such 
large investments. 

 

• The strategy did not analyze 
risks associated with 
coalition arrangements for 
political survival and the 
historical resistance by 
powerful labor unions to 
reforms that accorded a 
greater role to the private 
sector. 

•  The strategy ignored the 
need for electricity prices in 
Sri Lanka to be competitive 
with other countries in the 
region, and did not analyze 
the capacity of the private 
sector to deliver generating 
plants in the least-cost plan 
on time, particularly under 
the specific country risks of 
such large investments. 

  • The overall country 
strategy recognized the 
need to assess sector 
performance to determine 
the sources of overall 
growth and employment, 
progress made in meeting 
loan covenants, and 
capacity to absorb external 
assistance. However, the 
strategy did not spell out 
the institutional 
mechanisms for monitoring 
the desired results. 

• The strategy highlighted 
monitoring at two levels: (i) 
at the sector level, to focus 
on operations and 
improvements associated 
with sector interventions; 
and (ii) at the risk level, to 
allow adjustments to ADB 
operations when warranted 
by changing domestic or 
international circumstances. 
Annual sector reviews and 
country economic reviews 
were the primary monitoring 
mechanisms cited in the 
strategy.    

• The implementation of the 
Power Sector Development 
Program was the primary 
instrument for monitoring 
progress in restructuring the 
power sector.  

 • The strategy was not 
results-based, given 
prevailing practice at that 
time. The expected 
outcomes and impacts and 

• The sector strategy did not 
identify the expected 
outcomes and impacts. 

• Success in the medium term 
would be measured in terms 
of the extent to which the 
reforms were carried out and 
the resulting sector 

• The sector strategy included 
a roadmap with sector 
indicators and expected 
outcomes by year 2010. The 
success of the ongoing 
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 CAPE Period  
Criteria for 
Positioning/Coherence 

1988−1992 
Country Strategy 

1993−1997 
Country Strategy  

1998−2003 
Country Strategy 

2004−2008 
Country Strategy 

the mechanisms for 
monitoring their 
achievement were not 
specified. 

institutions adequately 
staffed and organized, and 
financially viable.  

reforms would depend on 
the tariff setting mechanism. 
Other parameters included 
the quality of supply, 
installed power generation 
capacity, electrification ratio, 
and reduced power losses.  

Overall Sector Rating = S  OEM Rating: PS OEM Rating: S OEM Rating: S 
ADB = Asian Development Bank; CAPE = Country Assistance Program Evaluation; CEB = Ceylon Electricity Board; ETSW = economic, thematic, and sector work; 
HS = highly satisfactory; OCR = ordinary capital resources; OEM = Operations Evaluation Mission; PS = partly satisfactory; S = satisfactory; TA = technical 
assistance; US = unsatisfactory. 
Note: HS = 3 points; S = 2 points; PS = 1 point; and US = 0 point. An equal weight is applied to each of the six criteria for positioning/coherence. Ratings are as 

follows: (i) HS > 2.5, (ii) 2.5 ≥ S ≥ 1.6, (iii) 1.6 > PS ≥ 0.6, and (iv) 0.6 > US.  
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TIMELINE OF KEY EVENTS RELATING TO POWER SECTOR REFORMS IN SRI LANKA 
 

Event 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
Failed attempt to privatize the Lanka Electric Company 
(Private) Limited due to CEB labor union opposition, low offer 
price received by the Government, and lack of regulatory 
framework. 

 

 

          

 
 

ADB approval of TA 2795-SRI: Energy Sector Strategy Study 
to establish the basis for future ADB sector assistance, 
including associated sector reforms. 

 

 

         

 Issuance of power sector policy directions by the Government 
to support power sector unbundling. 

  
 

        

 ADB approval of TA 3141-SRI: Power Sector Restructuring to 
prepare a project and advise the Government on the 
structure, operations, and management of the power sector. 

  

 

        

Establishment of the Power Sector Reform Office.            
Political power gained by the United National Party (late 
2001). 

           

 ADB approval of Loan 1929-SRI (program loan) to restructure 
the power sector. 

      
 

    

 ADB approval of advisory TA 3857-SRI: Restructuring the 
Power Sector, Phase II. 

      
 

    

Implementation of TA 3857-SRI.            
     Implementation of Loan 1929-SRI: Power Sector 

Development Program. 
      

     
 Passage of the Public Utilities Commission Act and the 

Electricity Reforms Act. 
      

 
    

 Establishment of the Public Utilities Commission as the 
independent regulator. 

       
 

   

 Political power gained by the United People’s Freedom 
Alliance, a political coalition comprising the Sri Lanka 
Freedom Party, the People’s Liberation Front (Janatha 
Vimukthi Peramuna, more commonly known as JVP), and 
other minor political parties (April 2004). 
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Event 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006
 
 

Cabinet proposal to implement Electricity Reform Act 2002 
and subsequent protests by Janatha Vimukthi Peramuna 
members of Cabinet and CEB trade unions, suspension of 
Cabinet action, and appointment of Electricity Reforms 
(review) Committee with trade union participation. Committee 
negotiated and recommended retention of CEB as a holding 
company. Janatha Vimukthi Peramuna-affiliated member in 
the committees abstained from signing the recommendation. 

         

 

 

 Submission to Parliament of amendments to the Ceylon 
Electricity Board Act and to the Electricity Reforms Act based 
on Reforms (review) Committee recommendations. 

         

 

 

 CEB labor unions threatened to cut off power supply to the 
entire country if Parliament enacted the bills on power sector 
restructuring. 

          

 
 Submission to Parliament of the Sri Lanka Electricity Bill of 

2006, but not taken for debate in spite of repeated listings in 
the order paper (to date, this bill has not been debated in 
Parliament). 

          

 
 ADB cancellation ($30 million) from the total loan of $60 

million (Loan 1929-SRI: Power Sector Development Program) 
due to non-compliance with policy conditions for the release 
of the second tranche. The loan closed on 30 August 2006. 

          

 
ADB = Asian Development Bank, CEB = Ceylon Electricity Board, SRI = Sri Lanka, TA = technical assistance. 
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