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INDEPENDENT AUDITOR’S REPORT
TO THE SHAREHOLDERS OF SEWA LANKA COMMUNITY FINANCIAL SERVICES LIMITED

Report on the Financial Statements

We have audited the accompanying financial statements of Sewa Lanka Community Financial Services Limited (“Company”) which comprise the balance sheet as at  31 March  2009, and the income statement, statement of changes in equity and cash flow statement for the year then ended, and a summary of significant accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with Sri Lanka Accounting Standards. This responsibility includes: designing, implementing and maintaining internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

Scope of Audit and Basis of Opinion

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in accordance with Sri Lanka Auditing Standards. Those standards require that we plan and perform the audit to obtain reasonable assurance whether the financial statements are free from material misstatement. 

An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.

We have obtained all the information and explanations which to the best of our knowledge and belief were necessary for the purposes of our audit. We therefore believe that our audit provides a reasonable basis for our opinion.

Opinion

In our opinion, so far as appears from our examination, the Company maintained proper accounting records for the year ended 31 March 2009 and the financial statements give a true and fair view of the Company’s state of affairs as at 31 March 2009 and its loss and cash flows for the year then ended in accordance with Sri Lanka Accounting Standards.

Report on Other Legal and Regulatory Requirements

In our opinion, these financial statements also comply with the requirements of Section 151(2) of the Companies Act No. 07 of 2007. 

Colombo.
07 September 2009
1.       CORPORATE INFORMATION

   1.1 
  General

Sewa Lanka Community Financial Services Limited is a limited liability company incorporated and domiciled in Sri Lanka. The registered office of the company and principal place of business is situated at No.216/1, Dehiwala Road, Maharagama.

1.2 
Principal Activities and Nature of Operations

The  company provides micro finance &  technical assistance  to Community Based Organization (CBO’s) to  strengthen  their  capacity to  retail  micro  finance  to  its members.

1.3

Parent Entity & Ultimate Parent Entity

The Company’s parent entity is Sewa Lanka Foundation. In the opinion of the Directors, the company’s ultimate parent undertaking and controlling party is also Sewa Lanka Foundation, which is incorporated in Sri Lanka.

1.4

Date of Authorisation for Issue

The financial statements of Sewa Lanka Community Financial Services Limited for the year ended 31 March 2009 were authorised for issue in accordance with a resolution of the Board of Directors on 07 September 2009.

2.1
BASIS OF PREPARATION

These Financial Statements have been prepared on a historical cost basis. The Financial Statements are 
presented in Sri Lankan Rupees. 

2.1.1   
Statement of Compliance


The financial statements of Sewa Lanka Community Financial Services Limited have been prepared in 
accordance with the Sri Lanka Accounting Standards. The preparation and presentation of these financial 
statements are in compliance with the Companies Act No.07 of 2007.

2.1.2

Going Concern


The Directors have made an assessment of the Company's ability to continue as a going concern and they do 
not intend either to liquidate or to cease operations.

2.2
   CHANGES IN ACCOUNTING POLICIES AND COMPARATIVE INFORMATION


The accounting policies have been consistently applied by the Company and, except where the Company has made changes to be compliance with Sri Lanka Accounting Standard No 16 Employee Benefits (Revised 2006), which is discussed below:
Measurement of Defined Benefit Plans

During the year ended 31 March 2009, the Company changed its accounting policy for the measurement of Retirement Gratuities (Defined Benefit Plan). The Company now performs the computation based on Gratuity Formula in Appendix E of SLAS 16 (Revised 2006). This formula measures the liability, using the Projected Unit Credit Method.

2.3   

SIGNIFICANT ACCOUNTING ASSUMPTIONS


The financial statements are sensitive to assumptions and estimates made in measuring certain carrying amounts represented in the Balance Sheet and amounts charged to the Income Statement. These could result in a significant risk of causing material adjustments to the carrying amounts of assets and liabilities which are disclosed in the relevant Notes to the financial statements.


Defined Benefit Plans


The Defined Benefit Obligation and related charge for the year is determined using assumptions required under actuarial valuation techniques. The valuation involves making assumptions about discount rates, future salary increases, staff turnover rates etc. Due to the long term nature of such obligations these estimates are subject to significant uncertainty. Further details are given in Note 12 to these financial statements.

2.4
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

2.41
Foreign Currency Translation 

The Financial Statements are presented in Sri Lanka Rupees, which is the Company's functional and presentation currency. Transactions in foreign currencies are initially recorded at the functional currency rate ruling at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are retranslated at the functional currency rate of exchange ruling at the balance sheet date. All differences are taken to profit or loss. Non monetary items that are measured in terms of historical cost in a foreign currency are translated using the exchange rates as at the dates of the initial transactions. Non monetary items measured at fair value in a foreign currency are translated using the exchange rates at the date when the fair value was determined.

2.4.2
Taxation

  a)
  Current Taxes

Current income tax assets and liabilities for the current and prior periods are measured at the amount expected to be recovered from or paid to the taxation authorities. The tax rates and tax laws used to compute the amount are those that are enacted or substantively enacted by the balance sheet date.

The provision for income tax is based on the elements of income and expenditure as reported in the Financial Statements and computed in accordance with the provisions of the relevant tax legislations.

Current income tax relating to items recognised directly in equity is recognised in equity and not in the income statement.

     b)
Deferred Taxation

Deferred income tax is provided, using the liability method, on temporary differences at the balance sheet date between the tax bases of assets and liabilities and their carrying amounts for financial reporting purposes.

Deferred income tax liabilities are recognised for all taxable temporary differences except where the deferred income tax liability arises from the initial recognition of an asset or liability in a transaction that is not a business combination and, at the time of the transaction, affects neither the accounting profit nor taxable profit or loss. 

Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply to the year when the asset is realised or the liability is settled, based on tax rates that have been enacted or substantively enacted at the balance sheet date.

Deferred tax asset has not been recognised for unused tax losses as it is not probable that taxable profit will be available against which the losses can be utilised.

2.4.3 Borrowing Costs

Borrowing costs are recognized as an expense in the period in which they are incurred.

2.4.4
Intangible Assets

Intangible assets acquired separately are measured on initial recognition at cost.  Following initial recognition, intangible assets are carried at cost less any accumulated amortisation and any accumulated impairment losses. Internally generated intangible assets, excluding capitalised development costs, are not capitalised and expenditure is reflected in the income statement in the year in which the expenditure is incurred.

Intangible assets with finite lives are amortised over the useful economic life and assessed for impairment whenever there is an indication that the intangible asset may be impaired. The amortisation period and the amortisation method for an intangible asset with a finite useful life is reviewed at least at each financial year end. Changes in the expected useful life or the expected pattern of consumption of future economic benefits embodied in the asset is accounted for by changing the amortisation period or method, as appropriate, and treated as changes in accounting estimates. The amortisation expense on intangible assets with finite lives is recognised in the income statement in the expense category consistent with the function of the intangible asset.


Amortisation is calculated based on a straight line basis over the useful life of the assets.



   -   Computer Software




10%

2.4.5

Other Debtors & Prepayments


Other receivables and dues from Related Parties are recognised at cost less allowances for bad and doubtful 
receivables.
2.4.6

Cash and Cash Equivalents

Cash and cash equivalents are cash in hand, demand deposits and short-term highly liquid investments, readily convertible to known amounts of cash and subject to insignificant risk of changes in value.

For the purpose of cash flow statement, cash and cash equivalents consist of cash in hand and deposits in banks net of outstanding bank overdrafts. Investments with short maturities i.e. three months or less from the date of acquisition are also treated as cash equivalents.

2.4.7

Loans & Advances



Loans & Advances are stated net of provisions for doubtful recoveries.

2.4.8
Leases -Company as a lessee

Finance leases, which transfer to the Company  substantially all the risks and benefits incidental to ownership of the leased item, are capitalized at the inception of the lease at the fair value of the leased property or, if lower, at the present value of the minimum lease payments. Lease payments are apportioned between the finance charges and reduction of the lease liability so as to achieve a constant rate of interest on the remaining balance of the liability. Finance charges are charged reflected in the income statement.

Capitalized leased assets are depreciated over the shorter of the estimated useful life of the asset and the lease term, if there is no reasonable certainty that the Company will obtain ownership by the end of the lease term. The depreciation policy for depreciable leased assets is consistent with that for depreciable asset that are owned as described in 2.4.9.

2.4.9 
Property, Plant and Equipment
Property, Plant and equipment is stated at cost, excluding the costs of day to day servicing, less accumulated depreciation and accumulated impairment in value. Such cost includes the cost of replacing part of the plant and equipment when that cost is incurred, if the recognition criteria are met.

Depreciation is calculated on a straight line basis over the useful life of the assets.



Office Equipment


20%


Motor Vehicles 


20%



Furniture & Fittings

15%



Computer Hardware

10%

2.4.10
Provisions

Provisions are recognized when the Company has a present obligation (legal or constructive) as a result of a past event, where it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation and a reliable estimate can be made of the amount of the obligation. When the company expects some or all of a provision to be reimbursed, the reimbursement is recognised as a separate assets but only when the reimbursement is virtually certain. The expense relating to any provision is presented in the income statement net of any reimbursement. 
2.4.10.1

Loan Loss Provisioning
Sewa Lanka Community Financial Services Limited makes provisions on a sliding scale linked to the age of the debt as mentioned below.

                                Overdue                          
Provisioning

                                31-60 Days                                  
         10%

                                61-90 Days                                            25%      

                                91-180 Days                                          50%                                 
                                More than 180 Days                            100%                               
In addition to the above specific provision, a further 1% general provision is provided on total performing outstanding loan balance as at the year end.

2.4.11
Defined Contribution Plans-Employees’ Provident Fund & Employees’ Trust Fund

Employees are eligible for Employees’ Provident Fund contribution and Employees’ Trust Fund contribution in line with respective statues and regulations. The company contributes 12% and 3% of gross emoluments of employees to Employees’ Provident Fund and Employees’ Trust Fund respectively.

2.4.12

Retirement Benefit Obligations

a)    
Defined Benefit Plan – Gratuity 

The Company annually measures the present value of the promised retirement benefits for gratuity, which is a defined benefit plan using the Gratuity Formula in Appendix E of Sri Lanka Accounting Standard No. 16, Employee Benefits (Revised 2006) which is based on the Projected Unit Credit method as discussed in the said Standard. Although actuarial assumptions are used therein, it should not be treated as a substitute to an Actuarial Valuation.


This item is state under Retirement Benefit Liability in the Balance Sheet.

b)
Funding Arrangements

The gratuity liability is not externally funded.

2.4.13
Impairment of Non Financial Assets 

The Company assesses at each reporting date whether there is an indication that an asset may be impaired. If any such indication exists, or when annual impairment testing for an asset is required, the Company makes an estimate of the asset's recoverable amount. An asset's recoverable amount is the higher of an asset's or cash-generating unit's fair value less costs to sell and its value in use and is determined for an individual asset, unless the asset does not generate cash inflows that are largely independent of those from other assets or groups of assets. Where the carrying amount of an asset exceeds its recoverable amount, the asset is considered impaired and is written down to its recoverable amount. 

2.4.14 
Investments in Government Securities

Investments in Repurchase Agreements held to maturity are carried at the value of the Bills purchased and the discount / premium accrued thereon. Discount received / premium paid is amortized and recognized in the Income Statement based on a pattern reflecting a constant periodic rate of return. 

2.4.15 
Revenue Recognition

      a)
Accounting for Interest Income from Loans 
Interest income from Loans is recognised on an accrual basis. 

b)
Accounting for Interest Income from Investments 

Interest income from Investments is recognised on an accrual basis. 

      c)
Accounting for Service Charges 
Service Charges from loans are recognized on an accrual basis.

2.4.16
Grants & Subsidies

Grants are recognised where there is reasonable assurance that the grant will be received and all attaching conditions will be complied with. When the grant relates to an expense item, it is recognised as income over the period necessary to match the grant on a systematic basis to the costs that it is intended to compensate. Where the grant relates to an asset, it is set up as deferred income. Where the Company receives non-monetary grants, the asset and that grant are recorded at nominal amounts and is released to the income statement over the expected useful life of the relevant asset by equal annual installments.

