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 1. Sector Performance, Problems, and Opportunities 
 
1. Sri Lanka has an integrated national grid serving all parts of the country, except the 
northern Jaffna Peninsula. The 132-kilovolt (kV) transmission link to the peninsula was 
damaged during the long-running civil conflict.1 Since 1995, Jaffna has been served by an 
isolated mini-grid with its own diesel generation. In 2009, the peak demand on the national grid 
was 1,868 megawatts (MW) and 9,803 gigawatt-hours (GWh) of electricity was delivered to 
the transmission grid. Electricity sales grew by about 7% per year during 1996–2006, but the 
growth rate declined to 0.2% in 2009. Since the end of the conflict in May 2009, and with the 
government’s current drive for economic development, demand and sales have picked up 
again and are forecast to reach 7% per year by the end of 2011. Sri Lanka’s national 
electrification ratio has grown from 29% in 1990 to 85.4% in 20092 and compares favorably 
with other South Asian countries. However, substantial disparities in access to electricity still 
exist across the provinces, particularly in Northern and Eastern provinces where the conflict 
severely damaged the distribution network and prevented new rural electrification programs. 
As of 2009, per capita electricity generation was 409 kilowatt-hours (kWh), lower than that in 
India or Pakistan. Transmission and distribution losses in 2009 were 14.6%. While these 
losses are low compared to the average of South Asia, they could be reduced by an additional 
4 to 5 percentage points. 
 
2. The grid’s installed power generation capacity was 2,681 MW in 2009. Of the total 
energy provided to the grid in 2009, thermal (oil, 61%) and hydropower (34%) were the two 
main sources. The Ceylon Electricity Board (CEB) and Lanka Electricity Company (LECO) are 
the only two utilities in the power sector. CEB is an integrated utility fully owned by the 
government and engaged in generation, transmission, and distribution of electricity. It has 
1,676 MW of installed generation capacity, with additional thermal generating capacity being 
procured from independent power producers (IPPs) and nonconventional renewable 
energy-based capacity from small power producers (SPPs). CEB owns and operates the 
entire transmission network and performs the bulk power purchase and delivery functions. 
The CEB distribution network serves about 90% of all customers in the country. LECO was 
established in 1983 as a distribution company. Most of its shares are owned by CEB and the 
government; municipalities and the Urban Development Authority are minority shareholders. 
LECO purchases bulk power from CEB and distributes it to about 450,000 customers in urban 
areas in the western costal belt, representing about 10% of all customers in Sri Lanka. Private 
sector participation is limited to power generation, with a total installed capacity of 1,005 MW 
in both oil-fired thermal IPPs and renewable resource-based SPPs. 
 
3. The share of thermal power in the generation mix has increased from 6% in 1995 to 
61% in 2009, as demand growth generally was met by oil-fired thermal generation. Since 1995, 
only one hydropower plant was built by CEB, and about 85 small hydroelectric power plants 
were built by private developers. The Power Sector Policy Directions of 1997 and 2002, which 
stated that thermal power plants will be built only with private financing, has resulted in a 
proliferation of small and costly oil-fired plants. The base load power plants needed to contain 
the costs of electricity production are lacking. Between 1995 and 2009, nine oil-fired private 
power plants were built with an aggregate capacity of 838 MW, and in 2009 they provided 40% 
of the country’s energy requirements. The growing reliance on oil-fired plants, the increase in 

                                                 
1
  To enable power supply to Northern Province, the Asian Development Bank will finance construction of a 132 kV 

transmission line from Kilinochchi to Chunnakam, and a grid substation at Chunnakam as part of the 
Conflict-Affected Region Emergency Project to Sri Lanka that was approved in 2010. 
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  Ceylon Electricity Board. 2009. Statistical Digest. 
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oil prices, and the delayed construction of new hydropower plants have significantly pushed 
up the cost of generation. There is an urgent need to build base load generation capacity with 
low-cost fuels, such as imported coal, and to invest in hydropower and other renewable 
resources. Energy efficiency, both on the supply side and demand side, has significant 
potential. 
 
4. Retail tariffs, which do not reflect the cost of supply, have limited CEB’s investments in 
transmission and distribution. The low-voltage distribution network requires improvements 
and expansion to meet the needs of new housing and commercial developments. Overdue 
investment in the medium-voltage distribution network has caused overloading, poor reliability, 
and excessive voltage drops at many locations. The growth in demand for power distributed 
over the medium-voltage network requires a matching investment in the transmission network 
and grid substations. Immediate investments in the transmission and distribution network are 
needed to reduce system losses, ensure reliability of the entire power system, and encourage 
private sector investment in nonconventional renewable energy.  
 
5. The major issues in the power sector are (i) the high cost, poor reliability, and instability 
of the electricity supply; (ii) the lack of access to electricity for about 15% of households, 
particularly those in rural areas; (iii) a debt overhang restricting capital investments by CEB 
and discouraging private sector investments in the sector; and (iv) the urgent need to 
undertake energy efficiency measures and develop renewable energy. As a result, the 
electricity system cannot meet demand at sufficiently low cost and acceptable reliability. The 
Asian Development Bank (ADB) may assist the government in addressing some of these 
critical issues through investment and technical assistance (TA) interventions. 
 
 2. Government’s Sector Strategy 
 
6. The government’s 10-year development framework prepared in 2006 envisions 
sustainable development of energy resources, enabling access to and use of energy services 
by the entire population, and reliable delivery of such services at a competitive price through 
commercially viable institutions subjected to independent regulation. The framework is based 
on the government’s National Energy Policy and Strategies (NEPS). The NEPS and the 
framework provide a comprehensive sector development road map, including a long-term 
investment program and policy and reform measures.  
 
7. The government’s strategies aim to (i) increase supply capacity and reduce generation 
cost by adding base load capacity of about 2,400 MW, including three coal-fired plants with an 
aggregate capacity of 2,000 MW; (ii) ensure 10% of grid energy is supplied from 
nonconventional renewable energy sources by 2015; (iii) increase the percentage of 
households connected to the grid from 78% in 2006 to 95% by 2016; (iv) reduce the total 
technical and commercial losses of the transmission and distribution network to 13.5% of net 
generation by 2010, and 12.0% by 2016; (v) establish an independent regulatory framework 
and rationalize the tariff structure; (vi) restructure CEB’s long- and short-term debts; and (vii) 
make all energy efficiency codes and appliance labeling mandatory by 2010. 
 
8. In the short term, generation costs are expected to continue increasing, reflecting 
global oil prices and the commissioning of the oil-fired Kerawalapitiya Thermal Power Station 
(300 MW) in 2009. In the medium term, the government aims to lower generation costs by 
adding (i) three low-cost, coal-fired plants—Norochcholai (900 MW), Trincomalee 1 (500 MW), 
and Trincomalee 2 (600 MW); (ii) the Upper Kotomale hydropower plant (150 MW); and (iii) an 
additional 500 MW of nonconventional renewable energy. The government, through the NEPS, 
has imposed a moratorium on oil-burning power plants until non-oil sources provide 90% of 
grid energy. The first stage of the Norochcholai coal power project (300 MW), which is 
financed by the People’s Republic of China, is scheduled to start producing electricity in 2011. 
Construction of the second and third stages of the Norochcholai coal power project (600 MW) 
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began in 2010. Trincomalee 1 is under negotiation as a joint venture project between National 
Thermal Power Corporation of India and CEB. Trincomalee 2 (600 MW) is proposed to be 
developed by an independent power producer. 
 
9. In 2005, the Treasury wrote off SLR7.8 billion of CEB’s deferred tax and other payment 
arrears, and made direct payments of SLR3.5 billion to the Ceylon Petroleum Corporation on 
behalf of CEB. The government approved the restructuring of SLR61 billion of CEB’s 
long-term debt in April 2006. Half of its long-term liabilities was converted to equity and half 
was rescheduled, with repayment to begin only after the Norochcholai coal-fired power plant 
starts operating. This plant is expected to lower CEB’s generation cost and generate more 
cash for debt service. In March 2008, the government introduced a new tariff structure that 
increased average retail tariffs by about 30%. The structure aims to raise tariffs for domestic 
customers, who have been heavily cross-subsidized by commercial and industrial consumers. 
However, the impact on ―lifeline‖ tariffs, considered necessary to maintain minimum living 
standards, has been minimized. 
 
10. The government established the Public Utilities Commission of Sri Lanka (PUCSL) in 
2002 as a regulator for the energy and water sectors under the PUCSL Act 2002. The 
Parliament approved the Sri Lanka Electricity Act in March 2009, empowering PUCSL to 
regulate the electricity supply industry from April 2009. The first licenses to CEB (generation, 
transmission, and distribution), LECO, and other generating companies were issued in 
October 2009. PUCSL’s mandate on electricity tariffs is being implemented, with a possible 
tariff filing by the CEB transmission licensee and five distribution licensees in late 2010. 
PUCSL is addressing customer complaints and has taken initiatives in safety inspection. 
 
11. CEB has converted its generation, transmission, and distribution operations into six 
functional business units (FBUs)—one for generation, one for transmission, and four for 
distribution. Financial accounts have been segregated to allow each FBU to operate as a profit 
center. PUCSL has started regulating each FBU separately and has issued individual licenses 
for that purpose. The CEB board will delegate to the heads of each FBU day-to-day 
management and the power to make decisions to fulfill the FBU’s obligations under its license. 
This will include all financial powers to make capital and other investments, recruit personnel, 
and incur revenue expenses to the extent required to ensure the FBU achieves its revenue 
targets as approved by PUCSL.  
 
12. The country’s primary energy sources are indigenous biomass (48%), imported 
petroleum products (43%), and hydropower (9%), according to 2007 data. More than half of 
the country’s hydropower potential has been developed. Increased penetration of indigenous 
resources, reduced consumption of fossil fuels, and diversification into cheaper fuels are 
limited options available to Sri Lanka. The country is estimated to have the technical potential 
to generate 24,000 MW of renewable energy, including from biomass, wind, and small 
hydropower plants.  
 
13. In October 2007, the government established the Sustainable Energy Authority (SEA) 
with a mandate to develop and implement policy for renewable energy development, energy 
efficiency, and energy conservation. SEA has provided an institutional framework to promote 
development of renewable energy projects through private investment. SEA will play a pivotal 
role in promoting renewable energy development by helping private investors (i) identify 
potential projects, (ii) obtain government clearances, (iii) gain access to government subsidies 
from the Sri Lanka sustainable energy fund managed by SEA, and (iv) enter into power 
purchase agreements with CEB. In 2008, the government introduced new technology-specific, 
multi-tier tariffs to attract more private investment to nonconventional renewable energy 
projects, moving away from the previous policy of pricing renewable energy at the weighted 
average avoided costs of thermal energy.  
 



 4 

 3. ADB Sector Experience and Assistance Program 
 
14. ADB's power sector strategy in Sri Lanka focuses on (i) mitigating climate change by 
removing grid constraints on absorbing additional capacity from renewable energy sources, 
improving energy efficiency and reliability of the transmission network, financing clean energy 
projects, and supporting energy efficiency initiatives; (ii) expanding access to electricity by 
improving connectivity for the poor, (iii) strengthening sector governance, and (iv) promoting 
private sector participation in distribution and clean energy projects.3 

15. Since 1972, ADB has approved loans for 13 public sector energy projects totaling $560 
million, and 24 advisory and project preparatory TA projects for $12.08 million. Recent 
assistance has included two loans totaling $160 million and an investment grant of $4.2 million 
for the Clean Energy and Access Improvement Project,4 and five TA projects worth $5.2 million. 
In April 2010, ADB also approved a loan for the Conflict-Affected Region Emergency Project5 
that includes financing of a power sector component for $28.72 million in Northern Province. 

16. In 1998, the government committed itself to carrying out sector reforms and embarked 
on a program to restructure the power sector by unbundling CEB into separate functional 
companies and establishing an independent regulator. The government introduced the 
Electricity Reform Act, 2002 to provide a legal framework for the program. However, the 
unbundling of CEB did not materialize because of opposition from within the ruling coalition 
and from the powerful labor unions. Some stakeholders also perceived the reform process to 
be driven by Sri Lanka’s development partners. As the act was designed to enable PUCSL to 
start regulation following the unbundling of CEB, regulatory reform has stalled. In 2006, ADB 
terminated a program loan to support the reform program because the second tranche 
conditions were unlikely to be fulfilled. 

17. Based on the lessons learned from the previous reform attempt, ADB encouraged the 
government to consult intensively with stakeholders when preparing a fresh sector reform 
program. The government prepared the NEPS and had it approved by Parliament to ensure 
ownership by all political stakeholders. The government has taken a pragmatic approach to 
this round of regulatory reform and as a result has faced less political resistance. It left CEB 
vertically integrated and delinked regulatory reform from the restructuring of CEB. The 
government introduced the Sri Lanka Electricity Act, 2009, designed to encourage efficiency 
improvements by CEB by regulating each of its FBUs. The Parliament approved the act in 
March 2009. Subsequently, ADB approved the Clean Energy and Access Improvement 
Project, which was designed to support sector reforms. In addition to investments in physical 
infrastructure, this project focuses on strengthening power sector regulation and supporting 
CEB’s internal reforms. The proposed Sustainable Power Sector Support Project will expand 
ADB interventions in the power sector by (i) further strengthening the transmission system to 
make it more energy efficient and reliable; (ii) supporting rural electrification and distribution 
system improvement in Eastern and Uva provinces to widen access to electricity for the poor 
and rural households; and (iii) contributing to energy efficiency and renewable energy 
development. Implementation and compliance with key reform covenants relating to the 
reform road map established under the previous loan will be closely monitored during the 
proposed project. 

18. ADB closely coordinates with major development partners, such as Japan 
International Cooperation Agency and the World Bank, in the power sector of Sri Lanka. ADB 
ensures that its support creates synergies and complements ongoing and planned activities of 
other development partners.  

                                                 
3
  ADB.2008. Country Partnership Strategy: Sri Lanka, 2009–2011. Manila. 

4
  ADB. 2009. Report and Recommendation of the President to the Board of Directors: Proposed Loans, Grant, 

Administration of Grant, and Technical Assistance Grant to the Democratic Socialist Republic of Sri Lanka for the 
Clean Energy and Access Improvement Project. Manila. 

5
   ADB. 2010. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the 

Democratic Socialist Republic of Sri Lanka for the Conflict-Affected Region Emergency Project. Manila. 
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Problem Tree for Power Sector 
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Sector Results Framework (Power, 2009–2011) 

Country Sector Outcome Country Sector Outputs ADB Sector Operations 

Sector Outcomes 
with ADB 
Contributions 

Indicators with 
Government’s Targets 

and Baselines 

Sector Outputs 
with ADB 

Contributions 
Indicators with 

Incremental Targets 
Planned and Ongoing ADB 

Interventions Main Outputs Expected from ADB Interventions 

Improved provision of 
electricity (quality, 
quantity, and cost) 

 
 
 
 
 
 
 
 
 
 
Increased electricity 
connections 

 
 
 
 
 
 
 
 
Improved financial 
viability of the sector 
 
 

2,400 MW  generation 
capacity added by 2016, 
including three coal-fired 
power plants with total 
capacity of about 2,000 
MW (2007 baseline: 2334 
MW) 

Share of nonconventional 
energy in grid supply 
increased from 4.1% in 
2007 to 8.0% by 2011 and 
10.7% by 2016 
 
Electrification ratio 
increased to 86% by 2010 
and 98% by 2016 (2007 
baseline: 79%) 

Percentage of households 
electrified through off-grid 
system increased from 4% 
in 2007 to 6% by 2010 and 
10% by 2016 
 
CEB debt restructured by 
2008 

Independent regulatory 
framework established and 
tariff rationalized 

Functional business units 
established in CEB 

Energy efficiency 
and renewable 
energy promoted 
to mitigate climate 
change  
 
 
 
 
 
 
 
 
Private sector 
participation 
promoted 
 
 
Power sector 
governance 
strengthened 
 
 
 
 
Connectivity to 
electricity for the 
poor improved 
 

System losses 
reduced from 16.7% in 
2007 to 12.0% by 2016 
 
Labeling of appliances 
for energy efficiency 
made mandatory by 
2010 
 
Demand-side 
management 
programs launched 
 
500 MW of renewable 
energy added by 2016 
(2007 baseline: 123 
MW) 
 
PUCSL made fully 
functional by 2008 
 
Licenses issued to 
power utilities by 2009 
 
 
Service connection for 
the poor promoted and 
additional 60,000 of 
poor households 
connected by 2016 

Planned key activity areas 

Transmission (74% of funds) 
Distribution (16% of funds) 
Energy efficiency and 
renewable energy (10% of 
funds) 
Pipeline projects with 
estimated amounts 

Sustainable Power Sector 
Support Project ($120 million) 
supported by a TA for 
Implementation of Energy 
Efficiency Policy Initiatives 
($1.85 million) 
 
 
Ongoing projects with 
approved amounts 

(i) Clean Energy and Access 
Improvement Project ($160 
million loan and $4.2 million 
investment grant) supported 
by three TA projects: Capacity 
Development for Power Sector 
Regulation ($1 million); Rural 
Household Connection ($2 
million); and Demand-Side 
Management for Municipal 
Street Lighting ($0.8 million) 

(ii) Conflict-Affected Region 
Emergency Project (power 
sector component for $28.72 
million) 

 
 
 
 
 
 
220 MVA of transformer capacity and 173 km of 132 kV 
transmission lines added to transmission network 
Second circuit stringing of 163 km of 220 kV completed 
252 km of 33 kV MV and 593 km of LV distribution lines 
constructed 
12,190 rural households connected to electricity 
1.3 MW of micro-hydro capacity added to the grid 
Reactive power management undertaken 
Energy efficiency labeling laboratories established, 
energy auditors trained 
Detailed engineering of Moragolla hydropower plant 
 
598.5 MVA of grid substation capacity and 194 km of 
132 kV transmission lines added to the transmission 
network 
70 MVA of 33/11 kV substation capacity added to 
distribution network 
Centralized load dispatch operational  
Credit support for service connection provided to 
60,000 of poor households by 2016 
Institutional capacity for effective power sector 
regulation strengthened  
Energy consumption by street lighting reduced by 30% 

132 kV transmission line from Kilinochchi to 
Chunnakam and grid substation at Chunnakam 
constructed  

CEB = Ceylon Electricity Board. kV = kilovolt, LV= low voltage, MV= medium voltage, MVA = megavolt-ampere, MW = megawatt, PUCSL = Public Utilities Commission of Sri Lanka, TA = technical 
assistance 
Sources: ADB.2008. Country Partnership Strategy: Sri Lanka, 2009–2011. Manila; ADB. 2009. Report and Recommendation of the President to the Board of Directors: Proposed Loans, Grant, 
Administration of Grant, and Technical Assistance Grant to the Democratic Socialist Republic of Sri Lanka for the Clean Energy and Access Improvement Project. Manila; ADB. 2010. Report and 
Recommendation of the President to the Board of Directors: Proposed Loan to the Democratic Socialist Republic of Sri Lanka for the Conflict-Affected Region Emergency Project. Manila. 
Asian Development Bank estimates. 




