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Sustainable Power Sector Support Project (RRP SRI 39415) 
 

CEYLON ELECTRICITY BOARD’S PAST FINANCIAL PERFORMANCE AND 
PROJECTIONS 

A. Summary of Historical Financial Performance 

1. Ceylon Electricity Board (CEB) generated insufficient cash to fund its operations at 
any time during the period 2006 to 2009.1  Main contributing factors to this poor performance 
include: 
 

(i) substantial increases in fuel oil costs (particularly in 2007 and 2008); 
(ii) increased reliance on high-cost thermal electricity generation; and 
(iii) consumer tariffs set below cost of supply. 

 
2. In addition, the government of Sri Lanka has not provided CEB with adequate 
financial support to offset the cash shortfall that CEB faces due to inadequate tariffs that do 
not reflect actual cost of supply. As a result, CEB has been forced to take on expensive, 
short-term loans and deferred capital expenditure. The 2009 results showed some 
improvement on the back of declines in the cost of fuel oil. However, it is not expected that 
CEB will be able to generate sufficient cash in 2010. 
 
3. Because CEB has been operating with consumer tariffs set below cost of supply, it 
has depended on the government support to fund operations and capital investment. 
However, in the period reviewed, this support has not been sufficient and CEB has been 
withholding payments to major trade creditors such as the Ceylon Petroleum Corporation 
(CPC). CEB‟s short-term borrowings and other outstanding liabilities to major trade creditors 
reached Sri Lanka rupees (SLR) 71.6 billion in 2009.2  
 
4. CEB has historically maintained low levels of debt to equity. Given the difficulty to 
meet trade payments over the reviewed time, CEB has had little ability to take on debt 
outside the government sources. While government loans are non-interest bearing at 
present, CEB has indicated that they are likely to be converted to commercial loans upon 
commissioning of the first stage of the Norochcholai coal-fired power station in 2011. CEB‟s 
accumulated long-term loans amounted to SLR 93.8 billion by end 2009 (footnote 2). CEB is 
also likely to see a substantial increase in its debt and debt servicing burden in future if it is to 
invest sufficiently to maintain and upgrade its network to meet the future needs of Sri Lanka.  
 
5. Without the government support in the form of subsidies and/or substantial increases 
in tariffs reflecting actual cost of supply, CEB‟s finances and network will not improve. 
 
B. Key Issues Influencing CEB’s Financial Position 

1. Tariffs set below cost of production 

6. CEB‟s tariffs have been set at a level below the cost of production, transmission and 
distribution for the period reviewed. CEB has had several tariff increases between 2006 and 
2009. These increases have not matched the cost of supply and have been eroded in value 
by persistent high rates of domestic inflation.  
 
7. Average cost per unit sold has been consistently higher than average revenue per unit 
sold. As such, tariff revenue has been inadequate to cover the short-run cost of generating 

                                                
1
  Years refer to the financial year ending on 31 December. For example, “2006” refers to the financial year 

ending 31 December 2006. 
2
  Central Bank of Sri Lanka. Annual Report 2009. 
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(and purchasing) electricity and delivering it to customers. CEB makes a negative return on 
its assets, meaning that it is not generating any cash that it can use to invest in its network. 
 

2. Generation Mix and Fuel Costs 

8. CEB‟s generation was increasingly dominated by costly thermal oil production at the 
same time that oil prices have been rising substantially. In particular, purchases from 
independent power producers (IPPs) increased from 37% of total generation in 2006 to 45% 
2010. In 2010, approximately 61% of generation is expected to come from thermal sources. 
CEB has commissioned direct and third party thermal capacity to meet growing customer 
demand in the absence of historical government agreement to the funding of lower 
generation cost alternatives, such as the long-planned Norochcholai coal-fired power station. 
CEB has been unable to pay the state-owned CPC for its fuel during much of the period 
2006-2009. 
 

3. High Inflation Environment 

9. Tariff increases have not kept pace with Sri Lanka‟s high inflation rate in recent years, 
meaning that tariffs have decreased in real terms. Tariff increases in 2007 and 2008 
increased average sale price per unit by 18% and 25% a year, respectively. However, general 
prices have risen by 83% since 2006, whereas the electricity unit sale price has increased by 
only 57%. This has contributed to the deterioration of the financial position of CEB.  
 
10. The high inflation environment has also contributed to a decline in international 
purchasing power of the Sri Lanka rupee. As CEB‟s fuel and capital equipment costs are 
largely denominated in foreign currency, the declining value of the rupee has contributed to 
the increase in the cost base of the business. 
 

Table 1: Sri Lankan Rupee versus US Dollar  

 
Source: Central Bank of Sri Lanka. Annual Report 2009. 

 

4. Funding of Cash Flows 

11. CEB‟s losses have been funded by the government in the form of treasury loans, 
equity and subsidies. The ongoing financial support of the government has been critical for 
the continued function of CEB. However, between 2006 and 2009 the government financial 
support has not been sufficient to cover CEB‟s cash costs. CEB took on high-cost short-term 
loans during 2008 and 2009 in order to cover some of its cash shortfall.  

 
5. Balance Sheet 

12. CEB carries a substantial weight of fixed assets, as is expected of a vertically 
integrated electricity business. However, given the present tariff regime and supply cost, 
much of the asset base could be considered to be impaired. That is, the assets are not 
employed in a manner that enables them to generate sufficient income to generate a return or 
pay for their future replacement. Government financial support over the medium term and the 
implementation of cost reflective tariffs would assist the situation. 
 
13. The company appears to have a large number of trade receivables to be outstanding 
for some time. That means that there is a large body of customers with outstanding bills. 
Even assuming all trade receivables less acknowledged bad debts are collectible, CEB does 
not have sufficient liquid assets to cover its current liabilities.  
 

Item 2006 2007 2008 2009

Annual average exchange rate 103.96 110.62 108.33 114.94
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14. Currently CEB pays interest only on short-term commercial loans. Treasury loans 
presently attract no interest and as such they are similar to the government equity. However, 
CEB has indicated that the government intends to convert all present and future treasury 
loans to repayable debt attracting a 10% annual rate of interest. CEB‟s indicates that this 
conversion will occur on commissioning of the first stage coal-fired power plant at 
Norochcholai during 2011.  
 
15. CEB‟s balance sheet gearing (debt / debt plus equity) is well within a normal range for 
an electricity utility. However, to support interest and principal repayments on debt, tariff relief 
needs to accompany the government‟s planned conversion of its quasi-equity in CEB to 
commercial debt. 
 

6. Funding Capital Expenditure 

16. CEB has increased its capital expenditure between 2006 and 2010 from SLR 13 billion 
to a planned SLR 88 billion. Capital expenditure in the period 2006 to 2008 was limited to 
commitments from the government and, through the government, to a variety of multilateral 
and bilateral funding agencies. CEB has not issued and has not disclosed plans to issue any 
commercial paper or bonds for infrastructure projects.  
 
C. Financial Projections of CEB 

7. Summary of Financial Projections 

17. To support the analysis of CEB‟s suitability for the proposed Asian Development Bank 
(ADB) lending, a 10-year financial projection has been prepared. The projection uses 
historical financial data as a base and uses assumptions as described below to create a 
model of the business through to 2021. These projections are not intended to be an accurate 
forecast of CEB‟s future performance; they are a projection based on a set of assumptions 
that represent a fundamental change in the operation of the electricity sector and pricing 
regime. Cost and generation forecasts are based on estimates and rules of thumb rather than 
detailed modeling of specific CEB operating behaviors. 
 
18. The projections should be seen as a guide to potential future performance under a 
scenario of sector restructuring with the objective of transforming CEB into an electricity 
supplier capable of generating investment return to its shareholder. The period forecast 
includes much of the period of transition from CEB‟s present state to profitability.  
 
19. CEB‟s financial position has been projected to steadily improve over the 10-year period 
forecast as it transitions to a commercial operating model. The government has adopted a set 
of policies developed in its 2006 Ten-Year Development Framework. When implemented 
these will change the funding model and tariff structure for CEB, as follows: 
 

(i) increasing supply capacity and reducing cost of generation including building 
three coal-fired stations (achieving fuel cost improvements, and reducing 
reliance on IPPs); 

(ii) establishing an independent sector regulatory framework and rationalizing 
tariff structures; and 

(iii) restructuring CEB‟s long and short term debts. 
 
20. It is expected that the government will provide a revenue subsidy to CEB from 2012 to 
bridge the gap between net revenue from customer tariffs and revenue that would have been 
possible had cost reflective tariffs been charged. 
 
21. These intentions are critical assumptions in the financial model developed for this 
exercise. CEB‟s financial position will remain weak if these changes are not implemented. 
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22. The tariff model developed for the forecast is based on the “revenue requirement” 
approach, discussed further in Section D. It has been assumed that the government will not 
seek to recover a return on its investment in CEB until 2015, at which point it will gradually 
increase its required return to reach 10% by 2021. It has further been assumed that in 2011 
the government will provide capital to repay all outstanding trade creditors. Table 2 shows a 
summary of the forecast financial position of CEB through to 2021.3 
 
23. Under this scenario, CEB will gradually move into a net positive cash flow position from 
2012 to achieve it in 2016. This is expected to be assisted by the commissioning of the 
Norochcholai coal-fired station, which will contribute to a decline in IPP power purchases from 
2013 (in particular, from SLR 78 billion in 2012 to SLR 37 billion in 2013). In 2012, CEB‟s 
return on average net fixed capital is projected to become positive (i.e., 3.22%) and 
increasing to reach 10.81% in 2021. The projection assumes that all bad debts will be repaid 
over the course of 2011 resulting in a substantial negative net cash flow in this year. 
 

Table 2: Forecast Financial Position of CEB 

 
GWh = gigawatt-hour, kWh = kilowatt-hour, LT = long-term, m = million, SLR = Sri Lanka rupee, yr = year. 
Source: Asian Development Bank staff estimates 

 

                                                
3
  As the sole funder of CEB, it has been assumed that 10% is the weighted average of required return for all of 

the government‟s debt and equity contributions. 

Item 2011 2012 2013 2014 2015 2016 2021

COMMERCIAL

  Electricity sales (GWh) 10,155 10,838 11,567 12,347 13,178 14,065 19,481

  Average revenue per unit sold (SLR/kWh) 12.29 12.85 12.95 13.06 13.69 16.01 33.23

  Average cost per unit sold (SLR/kWh) 17.80 19.24 17.09 17.93 18.65 20.22 26.53

FINANCIAL

  Revenue (SLR m) 124,787 139,263 149,820 161,248 180,365 225,196 647,302

  Operating expenses (SLR m) 108,103 121,430 96,930 108,739 116,264 136,478 262,348

  Gross margin (SLR m) 16,684 17,833 52,890 52,509 64,100 88,718 384,954

  Overheads (SLR m) 32,415 35,011 38,850 42,048 45,439 49,031 72,153

  Interest due (SLR m) 17,513 24,764 29,930 34,653 43,207 51,434 94,401

  Depreciation & amortization (SLR m) 22,739 27,318 32,031 35,904 40,878 47,480 87,988

  Other income (SLR m) -1,752 -1,956 -2,185 -2,427 -2,684 -2,974 -6,184

  Net profit before tax (SLR m) -57,736 -71,217 -50,105 -62,523 -68,108 -62,201 124,227

  Principal repayments (SLR m) -11,339 -13,509 -13,186 -15,703 -19,922 -24,180 -48,975

  Debt service (SLR m) -6,174 -11,255 -16,744 -18,950 -23,285 -27,254 -45,426

  Capital expenditure (SLR m) -112,984 -87,443 -78,675 -131,824 -133,060 -114,801 -121,082

  Operating cash flow (SLR m) -103,730 -2,313 -8,479 -3,166 5,157 30,142 266,592

  Net cash flow (SLR m) -95,652 -6,652 -12,367 -8,971 -3,099 22,873 267,547

  Cummulative cash flow (SLR m) -130,707 -137,360 -149,727 -158,698 -161,796 -138,923 621,625

  Short term borrowings (SLR m) 3,122 0 0 0 0 0 0

  Long term borrowings (SLR m) 252,915 312,482 362,236 451,992 538,519 606,180 1,040,878

  Trade creditors (SLR m) 50,511 56,977 55,835 63,203 70,358 83,646 186,256

  Return on average net fixed assets -2.28% 3.22% 3.52% 3.30% 4.31% 5.83% 10.81%

  Debt-service coverage ratio 0.0 0.0 0.0 0.0 0.2 1.1 5.9

  Self-financing (3-yr average) -114% -15% -25% -19% -14% 2% 151%

  Debt (LT)  / Debt (LT)+Equity 43% 44% 44% 45% 46% 44% 32%
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D. Assumptions for the Financial Projections 

24. Some of the important assumptions of the model are discussed below. 

8. Inflation and Exchange Rate Assumptions 

25. Table 3 sets out assumptions on inflation and exchange rates adopted in the 
projections. ADB's forecasts of international and domestic inflation have been used. 
Exchange rates have been determined assuming purchasing power parity between the rupee 
and a basket of international currencies. 
 
26. Capital costs incurred in foreign exchange (incorporating physical assets, price 
contingencies, and financing charges) are converted to domestic currency at the exchange 
ruling in the year of expenditure. Operating costs are adjusted by the domestic rate of 
inflation year-on-year. 
 
27. Tariff and revenue is indirectly influenced by inflation assumptions. The revenue is 
based on an annual target proportion of full cost reflective tariff. Cost reflective tariff is 
adjusted each year as the cost to run and fund the business increases (in line with inflation as 
well as capacity growth). 
 

Table 3: Inflation and Exchange Rate Assumptions 

 
SLR = Sri Lanka rupee. 
Source: Asian Development Bank staff estimates 

 
9. Electricity Sales and Generation Assumptions 

28. CEB‟s sales forecast is shown Table 4, with split into three sectors - domestic, industrial 
and general purpose (mostly commercial) - and with a separate sales forecast for Lanka 
Electricity Company (Private) Limited (LECO).  
 

Table 4: Electricity Sales Forecast (GWh) 

 
CEB = Ceylon Electricity Board, GWh = gigawatt-hour, LECO = Lanka Electricity Company (Private) Limited. 
Source: CEB and Asian Development Bank staff estimates 

 

Item 2011 2012 2013 2014 2015 2016 2021

 Domestic inflation 7.00% 7.00% 7.00% 7.00% 7.00% 7.00% 7.00%

 Domestic inflation index 1.07 1.14 1.23 1.31 1.40 1.50 2.10

 International inflation 0.70% 0.00% 0.50% 0.50% 0.50% 0.50% 0.50%

 International inflation index 1.01 1.01 1.01 1.02 1.02 1.03 1.05

 Exchange rate (SLRs/US$) 120 128 137 146 155 165 226

Item 2011 2012 2013 2014 2015 2016 2021

LECO

          Domestic 523 558 596 636 679 725 1,003

          Industrial 831 887 947 1,011 1,079 1,151 1,594

          General Purpose & Other 8 8 9 10 10 11 15

Total LECO 1,362 1,454 1,552 1,656 1,768 1,887 2,613

CEB

          Domestic 3,375 3,602 3,844 4,103 4,379 4,674 6,474

          Industrial 3,232 3,450 3,682 3,930 4,195 4,477 6,201

          General Purpose & Other 2,185 2,333 2,489 2,657 2,836 3,027 4,193

Total CEB 8,793 9,384 10,016 10,691 11,410 12,178 16,868

Total sales 10,155 10,838 11,567 12,347 13,178 14,065 19,481

System losses and own use 1,804 1,895 1,991 2,142 2,232 2,344 3,194

Losses & own use as % of generation 15% 15% 15% 15% 14% 14% 14%
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29. Generation projections were taken from CEB‟s Long Term Generation Expansion Plan. 
The plan incorporates strong growth in CEB thermal production, a rapid decline in IPP 
production and relatively static hydro generation. Forecast generation is shown in Table 5. 
 

Table 5: Electricity Generation Forecast (GWh) 

 
CEB = Ceylon Electricity Board, GWh = gigawatt-hour, IPPs = independent power producers. 
a/ Mini hydro included in “CEB Hydro” from 2011. 
Source: Ceylon Electricity Board. 

 

10. Revenue and Tariff 

30. The projections assume that the government is committed to support CEB through the 
forecast period to 2021. Tariffs have been assumed to increase along a smoothed path 
towards full cost recovery.  
 
31. Over the period 2011-2015, weighted average cost of capital (WACC) used in tariff 
determination has been assumed to be 0%, reflecting an understanding that the government 
will not seek a return on investment until after 2015. From 2016, the projections assume that 
the government will require an increasing level of return on its investment in CEB, from 1% in 
2015 to 10% in 2021. That is, WACC will be increased in the tariff calculation from 0% in 2015 
to 10% in 2021. 
 
32. Projections assume that from 2012 the government will provide a tariff subsidy to CEB 
to „top up‟ the difference between customer tariffs and full cost recovery tariffs. The subsidy 
declines as a proportion of total revenue as the customer tariffs increases as a proportion of 
full cost recovery tariffs. 
 

11. Capital expenditure 

33. Capital expenditure has been forecast through to 2021 in three categories: generation, 
transmission and distribution. Forecast expenditure has been based on both CEB forecasts 
and plans, and the view of required rates of new and re-investment. ADB funded projects are 
included in the forecast capital expenditures. 
 
34. Capital expenditure has been forecast initially in constant US dollar terms, and then 
inflated according to the expected split between foreign exchange and local currency 
components of the expenditure. All capital projects have been assumed commissioned at the 
beginning of each financial year. 
 
35. Generation projects are assumed to be work in progress until the year of 
commissioning. Transmission and distribution investment is assumed to be fully capitalized 
over two years with 35% capitalized in year one and 65% capitalized in year 2.  
 
36. Transmission and distribution capital expenditure includes both new projects and 
routine replacement investment. Total capital expenditure each year is forecast to be 
significantly higher than the average for the previous decade. To some extent this is related to 
persistent inflation and currency devaluation but also reflects the real cost of adequately 
maintaining and upgrading the generation and network asset base. 

Item 2011 2012 2013 2014 2015 2016 2021

Generation Source

CEB Hydro 4,181 4,603 4,604 4,591 4,607 4,597 4,792

CEB Thermal 3,587 3,766 7,627 8,860 9,904 10,776 17,081

Mini hydro   a/

IPPs 4,191 4,365 1,328 1,038 899 1,036 801

Total generation 11,959 12,734 13,559 14,489 15,410 16,409 22,674

Increase 11.3% 6.5% 6.5% 6.9% 6.4% 6.5% 6.7%
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12. Funding Sources 

37. All capital investment has been assumed to be debt and equity funded. The direct 
source for both equity and debt is assumed to be the government. Equity contributions of 20% 
of the value of capital expenditure have been assumed. Treasury loans have been assumed 
to be repayable over twenty years starting in the year following issue. An interest rate of 10% 
per annum on outstanding principal has been applied. 
 

13. Electricity Generation Costs 

38. The forecast cost of generation reduces as a percentage of sales over the forecast 
period. This is due to the assumption that purchases from IPPs will reduce from 4,800 
gigawatt-hour (GWh) in 2010 to 800 GWh by 2021, and that there will be a substantial 
increase in low-cost coal-fired generation, rising to around 15,000 GWh by 2021. 
 

14. Working Capital 

39. The projection assumes that all bad debts will be repaid over the course of 2011, thus 
returning working capital to normal trading ranges. This causes a drain on cash during 2011, 
the balance of which is assumed to be funded by the government. 
 




