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Challenges faced by Sri Lanka’s Energy Sector are many. While ensuring a continuous supply of 
electricity and petroleum products, the growing economy has to manage a strategic balance 
between indigenous energy resources and imported fossil fuels. Electricity supply to household 
needs is yet to reach a quarter of Sri Lanka’s population. Commercial energy utilities are required 
to be further strengthened to improve their financial viability and service quality. The 
involvement of the country’s population in the investment, operation, regulation, and delivery of 
energy services needs to be increased. 
 
This document declares the National Energy Policy of Sri Lanka, and spells out the 
implementing strategies, specific targets and milestones through which the Government of Sri 
Lanka and its people would endeavour to develop and manage the energy sector in the coming 
years in order to facilitate achieving its millennium development goals. Specific new initiatives 
are included in this policy to expand the delivery of affordable energy services to a larger share of 
the population, to improve energy sector planning, management and regulation, and to revitalise 
biomass as a significant resource of commercial energy. 
 
Institutional responsibilities to implement each policy element and associated strategies to reach 
the specified targets are also stated in this document. Ministry of Power and Energy has 
discussed the draft document with a wide group of stakeholders, obtained the views of members of 
the public and made the necessary amendments before publishing this National Energy Policy 
and Strategies of Sri Lanka. 
 
This National Energy Policy and Strategies of Sri Lanka shall be reviewed and revised after a 
period of three years. 
 
 

October 2006 



National Energy Policy and Strategies of Sri Lanka                 
 

 3 

 
 

1  INTRODUCTION 
 

 
1.1 Energy Supply 

 
Energy supply in Sri Lanka is mainly based on three primary resources, namely, 
biomass,  petroleum and hydroelectricity.  In 2004, hydro-electricity production in the 
country accounted for 710.71 kTOE (thousand tonnes of oil equivalent) while the 
biomass-based energy supply was 4,513.3 kTOE.  Approximately 4,131.9 kTOE was 
provided by imported crude oil and finished petroleum products such as diesel and 
liquefied petroleum gas (LPG).  Additionally, the non-conventional resources (mainly 
wind) provided 3.6 kTOE of primary energy, giving an aggregate primary energy 
supply of approximately 9,359.5 kTOE.  Primary energy contributions in 2004 to 
national energy supply were 48.2% from biomass, 44.2% from crude oil and petroleum 
products, and 7.6% from hydroelectricity and other renewable sources. The use of non-
conventional energy resources in Sri Lanka is of a relatively smaller scale and therefore 
its contribution is presently of low significance in the macro energy picture. 

 
1.2 Energy Demand Growth 

 
With the increasing demand for energy to provide for the country’s economic and social 
development, total primary energy demand is expected to increase to about 
15,000 kTOE  by the year 2020 at an average annual growth rate of  about 3%. Electricity 
and petroleum sub-sectors are likely to record higher annual growth rates of about 7-
8%.  Hydro electricity production and biomass-based energy supplies, which are the 
only large-scale indigenous primary energy resources available in Sri Lanka, are 
expected to increase only marginally in the near future.  This is mainly due to 
limitations in further hydropower development owing to lower economic viability of 
exploiting the remaining large hydropower sites and limited use of biomass with 
gradually increasing standard of living of the population.  This means that the country’s 
incremental primary energy requirements need to be supplied mainly by imported 
fossil fuels in the medium term. In the longer term, possible development of indigenous 
petroleum resources and accelerated development of non-conventional renewable 
energy are likely to make a significant change in Sri Lanka’s mix of primary energy 
resources. 
 
1.3 Energy Sector Governance 

 
Electricity and petroleum are the two main commercial energy supply sub-sectors in Sri 
Lanka.  Both these sub-sectors, which are largely served by state-owned utilities, are 
presently undergoing a process of reforms.  

                                                 
1
 On the basis of thermal equivalent 
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Biomass is also emerging as significant form of commercial energy.   
 
The electricity supply industry is dominated by state sector institutions, namely the 
Ceylon Electricity Board (CEB) and Lanka Electricity Company (Pvt) Ltd (LECO). CEB 
is expected to be unbundled vertically and horizontally to form one generation 
company, a single transmission and bulk-power trading company and several 
distribution companies.  A regulatory structure in the form of the Public Utilities 
Commission of Sri Lanka (PUCSL) is already in place, for all physical infrastructure 
sectors, inclusive of the electricity and petroleum industries. 
 
Although the PUCSL has been already set up under the provisions of the Public 
Utilities Commission of Sri Lanka Act No. 35 of 2002 to regulate the physical 
infrastructure sectors, it will be empowered to execute regulation only when the 
individual industry legislations are enacted and made effective.  At present, only the 
electricity industry, the water service industry and petroleum industry are listed in the 
PUCSL Act.    
 
LPG industry is owned by the private sector except for the contribution of about 15% of 
the total LPG supply by the state-owned Ceylon Petroleum Corporation (CEYPETCO), 
which is the only player at present in the petroleum refining business. CEYPETCO is 
already competing with Lanka Indian Oil Company (Lanka IOC) in petroleum 
distribution. A third player could also join petroleum distribution, but this has been 
temporarily suspended by the Government due to the lack of anticipated benefits to the 
country and its consumers through the liberalization and part privatization of the 
downstream petroleum sub-sector.  PUCSL, which will be the future petroleum sub-
sector regulator, will have the authority to decide on the future structure of the 
petroleum sub sector.        
 
Biomass still remains a sub-sector not formally organised unlike the electricity and 
petroleum sub-sectors.  With new developments where contribution of biomass as a 
primary resource of energy for electricity generation could become substantial, the 
biomass sub-sector would also become more organised.  
 
The “National Energy Policy and Strategies of Sri Lanka” is elaborated in three sections 
in this policy document.  

 

• “Energy Policy Elements” consists of the fundamental principles that guide the 

development and future direction of Sri Lanka’s Energy Sector. 

• “Implementing Strategies” states the implementation framework to achieve 
each policy element. 

• “Specific Targets, Milestones and Institutional Responsibilities” state the 
national targets, and the planning and institutional responsibilities to implement 
the strategies. 
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2   ENERGY POLICY ELEMENTS 
 
2.1 Providing Basic Energy Needs 

 

• Energy requirements to fulfil the basic needs of the people, and to enhance 

their living standards and opportunities for gainful economic activity will be 
adequately and continually satisfied at the lowest possible cost to the 

economy. 
 

Creating the necessary framework to provide the basic energy needs of the 
population is recognised as a primary social responsibility of the state.  Further, 
the importance of maintaining the adequacy and the continuity of energy 
supplies at the lowest cost to the economy to satisfy the increasing energy 
requirement of the population, arising from the country’s economic 
development, is also recognised by the state. 
 

2.2 Ensuring Energy Security 

 

• Energy resources used in the country will be diversified and the future 
energy mix will be rationalized.  

  
The primary and secondary energy resources used in the country will be 
diversified to maximise the country’s energy security. To ensure the continuity of 
supply, the future energy mix will be rationalized, considering important factors 
such as the economic cost, environmental impacts (including those on existing 
hydropower project catchment areas), reliability of supplies, convenience to 
consumers and strategic independence. 

 
2.3 Promoting Energy Efficiency and Conservation 

 

• Energy supply systems will be efficiently managed and operated while also 

ensuring efficient utilisation and conservation of energy. 

 
Efficient management and operation of the energy sector utilities are vital to 
ensure minimum cost of supply to consumers.  Efficient utilisation of energy by 
all concerned, from utilities (supply-side management) to final consumers 
(demand-side management) not only saves valuable resources of the country but 
also reduces the overall cost of energy to the consumer.  Meaningful conservation 
of energy will be pursued at all times. 
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2.4 Promoting Indigenous Resources 

 

• Indigenous energy resources will be developed to the optimum levels to 

minimise dependence on non-indigenous resources, subject to resolving 
economic, environmental and social constraints.  

 
Minimum dependence on non-indigenous resources and optimum development 
of local energy resources will minimise the vulnerability of energy supplies to 
external factors such as the international socio-political environment.  Further, it 
also eases pressure on the country’s balance of payments.  The Energy Policy 
includes necessary initiatives to vigorously implement the country’s oil and gas 
exploration programme. 

 
2.5 Adopting an Appropriate Pricing Policy 

 

• An appropriate pricing policy for the energy sector will be adopted 

considering important factors such as cost reflectivity, need for targeted 

subsidies, and competitiveness of locally produced goods and services in the 

regional and world markets.  

 
Non-cost reflective pricing and non-targeted subsidies both in the electricity and 
petroleum sub-sectors, in the absence of a proper regulatory mechanism, 
seriously hamper the growth and financial viability of sub-sector utilities.  
Further, they drain state financial resources away from social infrastructure such 
as healthcare and education, which deserve to demand significant levels of state 
funding.  At the same time, it is important to make pricing decisions on energy 
products and services taking into account the impacts of such decisions on the 
competitiveness of local goods and services in the regional and global markets. It 
is also necessary that only the costs incurred prudently by the utilities are 
allowed in the cost-recovering process.   

 
2.6 Enhancing Energy Sector Management Capacity 

  

• All measures will be taken to continually enhance the local capacity to develop 

and manage the energy sector effectively, giving due emphasis to the 

technological developments and good governance in the energy sector. 
 

The local capacity to develop and manage the energy sector has been built over 
the years.  This capacity needs to be constantly enhanced, taking into account the 
continuous technological developments in the energy sector.  The management 
capability of the energy sector professionals needs to be enhanced to meet 
challenges in the emerging competitive environment in the sector and to ensure 
good governance.   
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2.7 Consumer Protection and Ensuring a Level Playing Field  

 

• Necessary measures will be taken to safeguard interests of both present and 

future consumers while ensuring a level playing field for all the stakeholders 

in the energy sector. 
 

The state accepts that both present and future consumers and the main 
stakeholders do not presently enjoy their rightful place in the 
electricity/petroleum sub-sectors. Also, the country has so far failed to prove to 
investors the stability of the energy sector and also exhibit a level playing field. 
Therefore, necessary steps will be taken to protect the interests of the consumers, 
and to ensure fairness and predictability to all energy sector investors. 
 

2.8 Enhancing the Quality of Energy Services   

 

• The quality of energy services will be ensured through imposition of  

appropriate quality standards and regulatory interventions. 

 
Poor quality of energy services affects the country’s economic growth and the 
general standard of living of the public. Corrective action will be taken to make 
improvements in this regard, focusing on the consumer interests. 
 

2.9 Protection from Adverse Environmental Impacts of Energy Facilities 

 

• Necessary steps will be taken to minimise adverse environmental and social 

impacts caused by energy supply development and operational activities.  

 
Adverse impacts on society and the environment arising out of the electricity and 
petroleum sub-sector activities have not been receiving adequate attention.  The 
state recognises that it is the prime duty of the state to protect the public and 
employees in this respect.  
 
All developments and operations of energy sector facilities shall follow the 
relevant environmental regulations and standards of Sri Lanka. 
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3  IMPLEMENTING STRATEGIES 
 
The broad strategies to implement the energy sector policies are as follows. 
 
3.1 Providing Basic Energy Needs 

 

• Biomass availability for household use will be ensured by protecting and enhancing 

existing resources. 

• Priority will be given to improving access by rural areas to commercial forms of 

energy such as electricity and petroleum-based fuels. 

• Current modalities of providing basic electricity requirements of the entire 

population either through grid-extension or off-grid systems will be expanded, and a 
systematic action-plan will be prepared and implemented to meet those 
requirements. 

• Dedicated energy plantations will be encouraged. 

• A transparent mechanism will be established to provide subsidies to the deserving 
groups to ensure that such groups have access to their basic energy needs at 
affordable prices.  This includes providing low cost standardised electricity 
connections to consumers on lifeline tariffs both in urban and rural areas. It also 
includes improving the availability of petroleum-based fuels in rural areas at 
standard retail prices, while providing kerosene subsidies to deserving low-income 
groups in both urban and rural areas.   

 
 
3.2 Ensuring Energy Security 

 

• The use of biomass will be promoted by elevating its status to a modern, convenient 
energy source. 

• Fuel diversity in electricity generation will be ensured through diversifying into 

generation technologies that do not use oil or fuels of which the price is indexed to 
oil prices. 

• Fuel diversification in the transport sector will be encouraged through rail and road 
transport systems based on off-peak electricity supply, and the promotion of bio-
fuels as a high priority research and development need. Development of bio-fuels for 
transport will be encouraged.   

• Regional cooperation will be promoted in different forms including viable cross-
border energy transfer with neighbouring countries.  

• Expansion of the local crude oil refining capacity to optimally satisfy the country's 
demand for petroleum products will be pursued. 

• Maintenance of a strategic fuel reserve by every player in the retail business will be 

ensured.  
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3.3 Promoting Energy Efficiency and Conservation 

 

• Supply side and end-use energy efficiency will be encouraged through financial and 

other incentives/disincentives in respect of energy end-use and mandatory 
measures such as appliance energy labelling, building codes and energy audits.  

• Private sector participation in providing expert services on energy efficiency will be 
promoted and facilitated. 

• Financial resources required to continuously improve efficiency in energy 

conversion, transmission, distribution and utilisation will be acquired from within 
and outside the energy sector by levying appropriate energy charges and 
formulating long term funding programmes with financiers.   

• The Energy Conservation Fund (ECF) will be entrusted to coordinate all the 

activities relating to energy conservation and management, and the Energy 
Conservation Fund Act will be amended to accommodate these new responsibilities. 

• An aggressive public education and awareness program on energy efficiency and 

conservation will be carried out on a priority and a sustainable basis. 

• Technologies such as efficient stoves will be widely disseminated in the household 
and informal commercial/industrial sectors. 

• The use of existing petroleum distribution infrastructure will be optimised. 

• Power generation and network losses will be brought down to the lowest possible 

levels and capacity will be improved through necessary generation, transmission 
and distribution investments and efficient management of the supply systems. 

• Efforts will be made to encourage electrification of viable sectors of the railway 
network and inter-modal shift in passenger and goods transport towards more 
energy efficient systems. 

• A modal shift towards larger-capacity vehicular transport modes, which are less 
energy intensive per passenger kilometre or freight-tonne kilometre, will be 
promoted.  Railway transportation will receive priority over road transportation.  

• Better coordination of road and rail transport will be promoted as a key 
implementation strategy of achieving greater efficiency of the transport sector. 

• A strategic plan for street lighting will be formulated for the country to ensure 
proper management of street lighting, which will enhance the safety of motorists 
and pedestrians, and also contribute to energy conservation with a better aesthetic 
sense.    

 
3.4 Promoting Indigenous Resources 

 

• The use of economically viable, environment friendly, non-conventional renewable 

energy resources will be promoted by providing a level playing field for developers 
of non-conventional energy resources to compete and supply energy at the best price 
through transparent procurement processes.  

• Concessionary financing will be sought to implement the remaining medium scale 
hydroelectric projects, which are economically, environmentally and socially viable, 
but not viable under normal commercial terms. Pricing of electricity generated 
would, however, be on commercial terms.  
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• Necessary incentives will be provided and access to green funding including Clean 

Development Mechanism (CDM) will be facilitated to develop non-conventional 
renewable energy resources to ensure their contribution to the energy supply in 
special situations, even if their economic viability is marginal. 

• A facilitation agency dedicated to the systematic planning and promotion of non-
conventional renewable energy resources will be established. 

• Oil and natural gas resources will be explored and commercially exploited; both 
public and private sector investment will be promoted in this regard. 

• Biomass-based energy projects will be developed in areas where land resources are 

available, enabling new industrial activities in such areas, emphasising on creating 
rural income generation avenues. 

• Research and development on adopting new and emerging technologies and 

practices, particularly in the use of non-conventional renewable energy, to suit local 
conditions will be promoted. 

• Focused attention will be drawn on development of bio-fuels as an alternative 

energy resource for the transport sector.  

• Initiatives of other sectors and institutions to enhance biomass supplies, convert 
biomass and other waste to energy will be encouraged and supported where 
appropriate.   

 
 
3.5 Adopting an Appropriate Pricing Policy 

 

• The PUCSL will be empowered to regulate the energy sector including electricity 
and petroleum sub-sectors, to ensure effective implementation of the pricing policy.  

• Appropriate pricing strategies will be formulated and implemented by PUCSL, 

which will prepare and regularly update plans to achieve a cost-reflective pricing 
policy for all commercial energy products (electricity, petroleum products, LPG) and 
implement them.  These prices will include elements such as a reasonable return on 
equity, internal cash generation for capital investment and debt service. 

• Necessary steps will be taken by PUCSL to ensure that the optimal energy supply 
expansion plans are implemented in time so that the cost reflective prices will be 
based on these optimal plans. 

• A mechanism will be established by PUCSL to identify target groups of consumers 

that deserve special consideration owing to social needs or commercial realities. 
 
 
3.6 Enhancing Energy Sector Management Capacity 

 

• Capacity of the ministry in charge of the subject of energy will be developed and 

strengthened to develop integrated long-term energy plans and conduct policy 
analyses in the energy sector, as a sustainable continuing activity. 

• Capacity within the Provincial Councils will be developed to enhance and expand 
their contribution to off-grid electricity supply development  

• The national energy database will be expanded, improved and managed  
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• The management capability of the energy sector institutions will be enhanced 

through appropriate training, empowerment and proper delegation of authority. 
 
3.7 Consumer Protection and Ensuring a Level Playing Field  

 

• PUCSL will be fully empowered and supported to ensure fairness to the consumers 
of various energy products and services. 

• A conducive environment will be created for the PUCSL to ensure a level playing 

field for all the stakeholders in the energy sector.  
 
3.8 Enhancing the Quality of Supply 

• The energy sector utilities will be compelled by PUCSL to maintain a minimum 
quality of supply of products and services.  

• Enhanced quality will be encouraged by permitting reasonable increases in allowed 
returns to the utility concerned. 

 
3.9 Protection from Adverse Environmental Impacts of Energy Facilities  

 

• Energy sector utilities will be compelled to comply with safety standards issued by 

PUCSL as well as environmental standards stipulated by the state.   

• A scheme of compensation to victims of accidents and hazards attributed to energy 

sector utilities will be established with the participation of all stakeholders. 

• Every energy sector utility will establish an environmental division with staff 

qualified to conduct environmental safety audits of existing and new facilities to 
comply with the standards and regulations under the National Environment Act. 

 
 
3.10 General Strategies 

 

• The energy sector will be reformed and restructured to enable both state and private 

sector investments in its development.  While the sector’s policy-making and 
regulation will remain in the state sector, its operation and management will be open 
to both the state and the private sectors. 

• The electricity sub-sector will be reformed by unbundling the CEB in accordance 
with the Electricity Reform (Amendment) Act and Ceylon Electricity Board 
(Amendment) Act.  All assistance will be provided to the PUCSL to establish itself as 
an independent and autonomous regulatory body. 

• Necessary measures will be taken to establish appropriate market structures within 

electricity and petroleum sub-sectors by attracting investments from public and 
private sectors. 

• Necessary legislation for restructuring the petroleum sub-sector will be enacted and 
PUCSL will be empowered to carry out regulation of that sub-sector. 

• Measures will be taken to obtain maximum benefits from international arrangements 

such as the Clean Development Mechanism, which would benefit the global 
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environment and in the process facilitate the financing of energy efficiency 
improvement as well as renewable energy development projects in the country. 

• PUCSL will be empowered to formulate project selection principles for energy sector 
supply side investments.  

• A central agency will be empowered to ensure that the prescribed policy measures 
are implemented in respect of energy efficiency and non-conventional renewable 
energy development. 

• Research and development addressing energy sector issues will be encouraged and 
promoted. Existing research institutions will be supported to undertake research and 
development on energy, with a view to creating a specialised national centre for 
energy studies. 

 
 

4   SPECIFIC TARGETS, MILESTONES AND INSTITUTIONAL RESPONSIBILITIES 
 

This section deals with specific targets and milestones to be achieved when 
implementing the energy sector strategies identified. Further, the institutions 
responsible for implementation of these strategies are also identified in this section 
against each activity.   
 
4.1 Electrification of Households 

 
Electricity will be made available to all feasible areas by extending the national grid and 
focussed rural energy initiatives using off-grid technologies.  Capital subsidies available 
for grid-connected households will be extended to households seeking off-grid 
electricity, through the Provincial Authorities. 
 

• Medium-term targets for electrification of households through grid 
extension 
 

Year Total households to be 
provided access to the grid 

2003 65% (actual) 

2006 75% 

2010 80% 

2015 85% 

 

• Medium-term Targets for off-grid electrification of households 

 

Year Total households using off-
grid electricity systems 

2003 2% (actual)  

2006 4% 

2010 6% 

2015 8% 
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Institutional responsibility: Ministry of Power and Energy shall prepare a long-term electrification 

plan, updated every year. PUCSL would be responsible for its implementation, with the support of the 

electricity utilities, ECF, Provincial Councils and other stakeholders. 

 
 
4.2 Targeted Subsidies 

 

• General subsidies on electricity and kerosene shall be phased out by 2007. 

Subsidised electricity and kerosene shall be provided for household use by 2007 
on the following basis: 

 
 

Type of 
household 

Target of subsidy Level of subsidy Method of subsidy 

On-grid 
electrified 
households 

 

50% of cost of 
supply of first 
30kWh, through 

coupons 
 

Households 
Eeectrified with 

off-grid 
technologies 

Coupons to the 
value of electricity 
subsidy (as above) 
will be provided to 
pay for off-grid 

supply 

Non-electrified 
households 

To all the 
Samurdhi 

beneficiaries 

Coupons to the 
value of the 

electricity subsidy 
(as above) will be 

provided to 
purchase kerosene 

Entire subsidy to be provided 
by the Treasury from savings 
accrued through elimination of 
cross-subsidies in electricity 
tariff now in effect, for social 
reasons. 

 

 

Institutional responsibility: Ministry of Power and Energy to provide PUCSL with any further policy 

guidelines. PUCSL shall prepare plans and implement them to provide the targeted subsidies. 

 
4.3 Fuel Diversity and Security  

 
• The electricity sub-sector shall rapidly move from the present two-energy 

resource (hydropower and oil) status to a multiple resource status. 
• The Government shall not initiate or entertain any proposal either by the 

electricity utilities or private developers to build power plants that will use oil, 
oil-based products or fuels of which the price is indexed to the oil price, unless 
they are required to be included in the generation expansion plan due to 
technical limitations in other plant types. This moratorium on oil-based power 
plants shall be factored into the Long Term Generation Expansion Plan (LTGEP) 
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and shall remain in force until 80% of Sri Lanka’s electrical energy supplied to the 
national grid is from non-oil based resources. The strategy of the Government 
shall be to immediately diversify into a third energy resource. To ensure 
maximum possible security against price and supply fluctuations, and to ensure 
the growing demand is reliably met, this third energy resource shall be coal. The 
LTGEP studies confirm the viability of this strategy.  Non-conventional 
Renewable Energy (NCRE) shall be the fourth energy resource in this 
diversification and security strategy. Following are the electricity generation 
targets envisaged with coal and NCRE resources. 

  

 
 

• Every player in the petroleum sub-sector downstream retail business shall maintain 

a strategic fuel reserve equivalent to a minimum of 30 days’ consumption at any 
given time. Every effort will be made to replace petroleum-based fuels with 
indigenous biomass and biofuels in industrial thermal applications and transport 
applications by encouraging such fuel switching initiatives through appropriate 
incentives, including facilitation of access to green funding such as CDM. 
 

Institutional responsibility to implement this fuel diversity and security policy, and to achieve targets 

will lie with the PUCSL, electricity utilities and petroleum sub-sector downstream players.  The Long-

Term Generation Expansion Plan (LTGEP) shall reflect the above strategy and milestones. LTGEP shall 

be a 20-year plan, updated at least once in two years. 

 
 
4.4 Non-conventional Renewable Energy (NCRE) Based Electricity in the Grid 

 
• NCRE Resources include small-scale hydropower, biomass including dendro 

power, biogas and waste, solar power and wind power. These are the leading 
sustainable, non-conventional forms of renewable energy promoted in Sri Lanka 
for electricity generation into the grid.  In addition, other NCRE resources such as 
wave energy and ocean thermal energy are also encouraged where appropriate. 

• Commercial development of biomass will be encouraged and facilitated as a new 
rural industry, allowing rural poor to engage in fuelwood farming and 
participate in the mainstream economic activity by supplying electricity to urban 
load centres.    

Year Electrical Energy Supplied to the Grid as a Share of the Total Comments 

 
Conventional 
hydroelectric 

Maximum 
from oil 

Coal  
Minimum 
from NCRE 

 

1995 94% 6% 0%  Actual 

2000 45% 54% 0% 1% Actual 

2005 36% 61% 0% 3% 
Actual. Moratorium on power plants burning oil 
or similarly priced oil/gas products becomes 
effective in 2006. 

2010 42% 31% 20% 7% 
Progressive diversification into coal and NCRE. 
Moratorium remains in place. 

2015 28% 8% 54% 10% 
Moratorium on power plants burning oil or 
similarly priced oil/gas products may be lifted. 
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• The Government will endeavour to reach a minimum level of 10% of electrical 
energy supplied to the grid to be from NCRE by a process of facilitation, 
including access to green funding such as CDM.  The target year to reach this 
level of NCRE penetration is 2015. 

• A cost-optimal Long-term Non-conventional Renewable Energy Plan 
(LTNCREP), which shall provide interim targets for specific NCRE technologies, 
upper thresholds of pricing, and resource costing will be prepared. The 
LTNCREP shall be a 20-year plan, updated at least once in two years. 

• A review of technical limits and financial constraints of absorbing NCRE will be 
carried out and will be followed by a technical and financial barrier removal 
exercise, with external support and expertise where necessary.  

• The NCRE strategy shall not cause any additional burden on the end use 
customer tariffs. If justified, the Government may subsidize the energy utilities 
for this purpose.  

• The Government recognises that certain NCRE technologies would require 
incentives to ensure their capacity build-up to contribute to the national NCRE 
target. These incentives shall be provided on a competitive basis, in which the 
NCRE developers shall bid for a share of the NCRE target, subject to a price 
ceiling. NCRE incentives shall be technology-specific and based on actual energy 
supplied to the grid. 

• To make available the incentives for NCRE technologies, the Government will 
create an ‘Energy Fund’, which will be managed by the ECF. This fund will be 
strengthened through an energy cess, grants received from donors and well 
wishers, as well as any funds received under CDM. This fund will be used to 
provide incentives for the promotion of NCRE technologies and strengthen the 
transmission network to absorb the NCRE technologies into the grid. 

• NCRE developments will not be charged any resource cost (royalty) for a period 
of 15 years from the commercial operation date. Resource costs charged from 
selected NCRE technologies after the 15th year of commercial operation shall be 
used to finance incentives for further NCRE development, through the Energy 
Fund. 

 

Institutional responsibility to implement this NCRE strategy and to achieve targets shall lie with the 

PUCSL and ECF. The ECF shall prepare a cost-optimal Long-term Non-conventional Renewable Energy 

Plan (LTNCREP)Implementation of the LTNCREP shall be promoted and facilitated by ECF. 
 
4.5 Electricity Pricing 

 

• Average electricity price to each category of consumers will be gradually made cost 
reflective.  A conducive environment will be created to fully utilise the Demand Side 
Management (DSM) opportunities arising from this change. 

 

• The lifeline tariff to domestic consumers will be limited to Samurdhi beneficiaries 
and to a monthly household consumption of 30 kWh. The related subsidy 
component estimated at 50% of the cost of supply will be fully financed through 
Government grants. 



National Energy Policy and Strategies of Sri Lanka                 
 

 16 

 

• Electricity generation prices at bulk purchase points will be as stated in the Power 

Purchase Agreements, and the cost of transmission, distribution and supply will be 
regulated ensuring fairness to both consumers and electricity utilities. Consumers 
and all other stakeholders will be given opportunities to present their views at a 
public hearing.    

 

Institutional responsibility to implement the electricity pricing policy lies with the Ministry of Power 

and Energy, PUCSL, electricity utilities and the General Treasury.  Electricity distribution utilities shall 

prepare tariff proposals for the approval of PUCSL, which will seek concurrence of the Treasury on 

Government subsidy. 

 
4.6 Petroleum Sub-Sector Regulation and Product Pricing 

 
Prices of petroleum-based fuels will be determined using an agreed price formula 
between the Government and the petroleum sub-sector utilities regulated by the 
PUCSL.  Price regulation will apply only to petroleum-based fuels marketed in a non-
competitive environment. Petroleum product imports and their country-wide 
distribution will be carried out through the common user facilities, which will also be 
regulated by the PUCSL. No general subsidy will be provided to any of the products 
and the marketing companies will be allowed to decide on their retail consumer prices 
within the specified maximum retail consumer prices for the period. Targeted subsidies 
will be made available to low income households (Samurdhi beneficiaries) for kerosene 
usage. Subsidies provided for other petroleum-based fuels will be removed by 2007. 
      

Institutional responsibility to implement this lies with Ministry of Petroleum and Petroleum Resource 

Development, PUCSL, petroleum sub-sector utilities and the Treasury.  Petroleum distributors shall 

prepare the product pricing proposals according to the agreed formula for the approval of the PUCSL, 

which will seek concurrence of the Treasury on the Government subsidy. 

 
4.7 Oil and Gas Exploration 

Comprehensive seismic acquisition in the Gulf of Mannar Basin was carried out in mid 
2005. Announcement of a first licensing round will be made in 2006 to offer blocks for 
exploration.   More detailed 2D seismic and 3D seismic investigations will be carried out 
in the Cauvery basin and in the southern area in 2006/2007. 

 

Institutional responsibility to implement all steps to ensure that exploration and exploitation of 

petroleum resources are carried out with appropriate investor participation adopting internationally 

recognised practices and proven technology lies with the Ministry of Petroleum and Petroleum Resources 

Development. 

 
4.8 Bunkering 

  
The Strategic geographical location of Sri Lanka places it in a very favourable situation 
to become a leader in the bunkering business in South Asia.  Action has already been 
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taken to liberalize this industry, but it has failed to attract investors owing to certain 
obstacles. Immediate action will be taken to remove all such obstacles and to provide a 
level playing field to ensure participation of all leading players in the world, to make 
this one of the leading industries in Sri Lanka. This process of liberalization will be 
completed by end 2007. 
 

Institutional responsibility to implement this lies with the Ministry of Petroleum and Petroleum 

Resources Development, Ministry of Finance and the Board of Investment of Sri Lanka. 

 
 
4.9 Supply-side Energy Efficiency 

 

• Transmission and distribution energy losses (the sum of technical and commercial 

losses) in the electricity sub-sector will be gradually brought down to a maximum of 
13.5% net generation by end 2009.  Every effort will be made to expedite the loss 
reduction programme and exceed these expectations.  

• Present system control procedures towards optimal operation of the integrated 
hydro-thermal power system will be improved by end 2007 to ensure maximum 
energy output from the hydropower system. 

• Informed rehabilitation/new investment decisions will be made in the national 

interest, to improve electricity generation, transmission and distribution efficiency, 
guided by information gathered from continuous measurement of energy entering 
and leaving specific power system components.  
   

Institutional responsibility to implement this strategy and to achieve targets lies with the electricity 

utilities and the PUCSL. 

 
 
4.10 Demand-side Energy Efficiency 

     

• All appliances which substantially contribute towards electricity demand will be 

identified and labelled based on their energy efficiency by end 2010, allowing 
consumers to make informed purchase decisions.  Labelling will be also used to lay 
more emphasis on appliance life cycle cost rather than the cost of acquisition, and 
thereby guiding fiscal policy, especially in deciding import duty on appliances.   
 

• Continuous refinement of the labelling programme will be used to introduce 
efficient technologies and to gradually phase out the import and manufacture of 
inefficient appliances. The appliance labelling programme will be made mandatory 
to identified appliances by mid 2007. 
 

• Delivery of energy efficiency services will be accelerated by further developing the 
capacity of private and public sector energy service providers.  New entrants to 
provide energy efficiency services will be encouraged and supported by 
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interventions such as provision of expensive instruments on loan basis and 
analytical information relevant to local circumstances. 
 

• Benchmarks on energy intensity of specific industries will be established by end 

2007.  Specific benchmarks for energy consumption of commercial, transport and 
domestic sectors will be established by end 2008.   

 

• The National Energy Database will be enhanced with further disaggregated and 

refined demand-side data by end 2007.   
 

• A variety of financing mechanisms will be made available by end 2007 to finance 
energy efficiency improvement projects in all sectors. These will  include credit 
enhancement facilities. Capacity of financial institutions will be developed and 
assisted to treat energy efficiency improvement financing as a standard item in a 
portfolio of loans.     
 

• State sector agencies identified as major energy consumers will be closely monitored 

and their energy expenditure will be separated from recurrent expenditure to assist 
energy efficiency improvement and cost control. Such agencies will be mandated to 
take the lead in procuring energy efficient equipment.  A code of practice on street 
lamps will be introduced by 2008, to minimise the uncontrolled growth and use of 
street lamps, and to assign the cost to the beneficiaries. 
 

• The Energy Efficiency Building Code will be updated and made mandatory to state 
sector entities by end 2007.  Indirect measures through permit issuing agencies will 
be implemented to encourage the practice of the code by other entities, within the 
same time frame. 

 

• Information pertaining to ways and means of energy efficiency improvement will be 

collected and disseminated through mass media and other suitable channels, 
facilitating consumers to undertake energy efficiency improvement programmes. 

 
 

Institutional Responsibility to implement these strategies to reach the targets specified lies with the 

ECF, and shall be assisted by electricity and petroleum utilities, the PUCSL and other stakeholders . 

 
 
4.11 National Energy Database and Integrated National Energy Planning 

 

• Ministry of Power and Energy shall immediately establish a national energy planning 

team, to address the policy issues, inter-linkages between sub-sectors, and to 
investigate important issues such as pricing policy in consultation with public, private 
and civil society groups 
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• Sufficient powers required to analyse and make specific recommendations on all 

aspects of energy sector performance, shall be vested with the planning team by 2007. 
The team will be assisted by the Department of Census and Statistics. 

• The planning team shall, by end of 2007, establish improved methodology if 

necessary, to develop demand forecasts, simulate development scenarios, integrate 
sub-sectoral plans, conduct sensitivity studies, analyse policy options, and develop  an 
Integrated National Energy Plan. .  

• The National Energy Database and the analysis on Energy Sector Performance 
inclusive of environmental emissions shall be updated and published every year. 
Summary information of these shall be available on a website, and detailed 
information will be provided on request. The first publication shall be for energy data 
updated until year 2004, to be published by end 2006.  

• The capability of Provincial Councils to provide energy development and advisory services in 

line with the Integrated National Energy Plan, will be developed. 
 

Implementation Responsibility: An integrated national energy plan to cover 25 years into the future 

shall be prepared by the National Energy Planning Team of the Ministry of Power and Energy, and 

published at least once in two years. The National Energy Balance and Energy Sector Performance shall 

be published annually. 

 
 
4.12 Rural Electrification 

 
A special fund will be created for the purpose of funding the Rural Electrification (RE) 
programs. All donor funds, government contributions and contributions from the future 
electricity distribution utilities, (as would be decided by the PUCSL) will be the main 
sources of funds.  The practice hitherto followed in RE programmes will be closely 
examined. In this context, the government will study the policies/programs adopted by 
other developing countries.   The government will also seriously consider entrusting the 
management of RE schemes to consumer co-operatives, a policy successfully 
implemented by some developing countries. 
 

Institutional Responsibility to implement this lies with the Ministry of Power and Energy and the 

Ministry of Finance, assisted by the PUCSL. 

 

 

Note:  Institutional responsibilities attributed to Energy Conservation Fund will be 

transferred to the proposed “Sustainable Energy Authority” when it is established.  




