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Our Vision

Enjoy being the light for lives

of people through innovative 

eco-friendly business

Enjoy being the light for lives

of people through innovative 

eco-friendly business
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Our Mission

To provide the best energy 

solutions to the Society

through continuous innovation
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CORPORATE INFORMATION
Lanka Electricity Company (Private) Ltd 
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MESSAGE OF THE CHAIRMAN

Chairman’s
    Message

I am very pleased to welcome our valued 
Shareholders to the 29th Annual General Meeting of 
the Company, which is the first Annual General 
Meeting held since my assumption of duties as the 
Chairman of the Company, on 8th March 2013, and 
to present the Annual Report and the Statement of 
Accounts for the year ended 31st December 2012. 

It is with great pleasure that I note that LECO which 
has started its business in a small way in 1983 has 
made tremendous progress during the past 29 years 
of its existence and is today a leading utility 
providing an essential and important service to the 
Society.

FINANCIAL HIGHLIGHTS

During the year under review the overall 
performance of Lanka Electricity Company and its 
subsidiaries has been satisfactory, resulting in the 
group generating a revenue of Rs 19,761 million, 
compared to Rs 19,079  million in 2011 and a sales 
growth of 3.5 %. The profit earned by the group 
during the year 2012 is Rs 2.00 billion after tax, 
compared to Rs. 1.7 billion in the year 2011. 

The increased margin enabled the Company to 
generate a cash surplus  which was invested in short 
term and long term  deposits which enabled  the 
Company to derive an  interest income of Rs 713  
million during the year 2012. 

West Coast Power (Pvt) Ltd. in which LECO has 
invested Rs. 2 billion has declared  a dividend of Rs 
490 million to be paid to LECO for the year 2012. 
Similarly  Ante Leco Metering Company (Pvt) Ltd, a 
Joint Venture Company owned by Ante Leco 
Metering Company (Pvt) Ltd.  and Ante Meter 
Group, China, will pay LECO a dividend of around Rs. 
3  Million for the year 2012. Net Assets of the 
Company have grown from Rs 13,434 million to Rs. 
15,256 million at the end of 2012. The net assets per 
share increased to Rs. 133 in 2012 from Rs 117 in 
2011.

The Financial Statement for the year ended 31st 
December 2012 was prepared in compliance with 
the Sri Lanka Financial Reporting Standard which 
became a mandatory requirement from 2012.   I am 
very happy to mention that the Auditors  have 

issued an unqualified audit opinion for the Financial 
Statement 2012.

During the year, the construction work of the ADB 
funded five Primary Substations progressed and 
targeted to be completed before the end of 2013. 
Commissioning of these Primary Substations will 
achieve our firm commitment of providing a more 
reliable power supply to our consumers in 
Negombo, Kelaniya, Kotte and Galle areas.   

The preliminary work of construction of the Head 
Office Building at the Company owned land at 508, 
Elvitigala Mawatha, Colombo 08 commenced during 
the year , with the Project Consultancy Unit – Faculty 
of Architecture of the University of Moratuwa being 
appointed as the Project Consultants.

According to the time schedule of the Consultants 
the project is expected to be completed by March 
2015.

The Company has the resources required to improve 
the quality of the services, with a competent work 
force and strategic leadership. It is financially sound 
and stable with a healthy working capital and 
investments. 

 Quality assurance through the implementation of 
ISO 9001:2008 commenced in 2011 is in progress.

ENGINEERING
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This will enable the Company to have continual 
improvement to all areas of work with effective 
coordination with Engineering Research and 
Development functions.   

The distribution network has been expanded by 
adding more distribution lines and substations to 
the system, whilst the number of consumers has 
reached  500,783 by the end of 2012. 

In the year 2012, the distribution losses have come 
down to 4.6, minimum ever recorded by the 
Company. 

During the year, the Company participated in two 
major exhibitions, the “Deyata Kirula” National 
Development Exhibition and “Vidulka” Exhibition, 
giving an opportunity to the general public to get a 
closer understanding of the energy sector and the 
new technologies adopted.

The Special Investigation Unit of the Company, 
which was established in 2008,  has carried out as 
many as 322 successful raids during the year 2012 
and recovered from the consumers concerned a  
sum of Rs.25,313,308 being the estimated loss of 
revenue to the Company, whilst the fines paid by the 
offenders to Courts have amounted to Rs.2, 126, 000. 

OPERATIONS

HUMAN RESOURCES AND      
ADMINISTRATION

Company's staff strength by the end of the year 
under review was 1463. Recognizing the Human 
Resources as the most important asset, several steps 
have been taken for the welfare and development of 
our employees. With the objective of having a well 
trained and motivated work force, training 
programmes, including overseas training for certain 
categories, were arranged. 

We are thankful to the Trade Unions for the co-
operation and assistance extended by them during 
the year.

Detailed Reports of the activities of the Divisions are 
given elsewhere in the Annual Report.  

SOCIAL RESPONSIBILITIES

ACKNOWLEDGEMENT

As in previous years, during the year under review, 
the Company has granted sponsorship for various 
educational, cultural and social activities conducted 
by Schools and other Social Organizations by way of 
advertisements for souvenirs/banners and also by 
donations. Among those are the donation of 
Rs.150,000/= for a breast cancer awareness project, 
conducted by the Cancer Research Foundation of Sri 
Lanka and Rs. 250,000/= for the “Vidulamu Lanka 
Kala Ulela” Performing Art Concert 2012  of the 
Ceylon Electricity Board.  A total of Rs 670,000/= has 
been spent for these activities, as a social obligation 
of the Company. It is note worthy to mention a loan 
scheme (Viduli Athwela) for obtaining service 
connection for samurdhi  recipients  has been 
arranged with the help of Samurdhi Authority.

I wish to express my sincere thanks to the Hon. 
Minister, Hon. Deputy Minister, and Secretary of the 
Ministry for guidance and advice and my colleagues 
on the Board for their commitment and support. It is 
my pleasant duty to thank the General Manager, the 
Senior Management and the staff of all levels for 
their untiring efforts in achieving a high level 
performance by the Company, during the year.

I also wish to place on record our thanks to all our 
valued Consumers, Shareholders, Business 
Associates, Bankers, Suppliers, Company Secretaries 
and the Auditors for their assistance.

 

Sagara Kariyawasam
Attorney - at - Law
Chairman             
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Corporate
 M   a nagement
 

Left to Right

Mr. H. N. Gunasekara
Head of Operations

Mr. H.S. Somathilaka
General Manager

Mr. D. Munasinghe
Head of Human Resources & Administration

Mr. Sagara Kariyawasam

Chairman

Dr. Narendra de Silva
Head of Engineering

Mr. W.D.A.S. Perera
Chief Financial Officer

Attorney - at - Law
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ANNUAL REPORT OF THE BOARD ON THE AFFAIRS OF THE COMPANY

The Board of Directors of Lanka Electricity Company 

(Private) Limited has pleasure in presenting their Annual 

Report together with the Audited Financial Statements of 
stthe Company for the year ended 31  December 2012.

This Annual Report on the affairs of the Company contains 

the information required in terms of Section 168 of the 

Companies Act, No. 7 of 2007 and certain additional 

information.

The Company's principal activities, which remained 

unchanged during the year, were the business of retailing 

electricity.  The Company purchases electricity in bulk 

from the national grid owned and managed by the Ceylon 

Electricity Board and distributes to customers through a 

modern distribution system managed by the Company.

The Subsidiary Companies and their principal activities 

were as follows:

Leco Projects (Pvt) Ltd 

To provide infrastructure facilities for electricity 

distribution within the Country

Ante Leco Metering Company (Pvt) Ltd

To set up an energy meter manufacturing facility to meet 

the electronic meter requirements of Sri Lanka and for the 

export market.

The complete Financial Statements of the Company are 

duly signed by MrH G SagaraKariyawasam and 

MrRohanSeneviratneon behalf of the Board.

The Report of the Auditors on the Financial Statements of 

the Company is attached with the 

Financial Statements. 

Principal activities of the Company and the 
Subsidiaries and review of performance during the 
year 

Results of Operations

Financial Statements

Auditors' Report 

Accounting Policies

Stated Capital

Directors

Interests Register

The Financial Statements of the Company and the Group 

have been prepared in accordance with Sri Lanka 

Accounting Standards comprising SLFRS/LKAS and the 

accounting policies adopted thereof and are given in 

pages 8 to 20 in  Notes 2.1 to 2.5 of the Financial 

Statements.

The total Stated Capital of the Company as at 31st 

December 2012 was Rs.1,145.1Million representing 

113,580,264 “A” class ordinary shares and 926,390 “B” 

class ordinary shares.

The movement of the Share Capital of the Company is 

shown in Note.9  to the Accounts.

The names of the Directors who held office as at the end 

of the accounting period are given below;

MrChandana J. Haputantri

Prof.  W.  Abeyewickreme

Mr  B. N .I .F. A. Wickramasuriya

Mrs  P.K.A.D de Silva 

Mr Rohan Seneviratne

Mr  A.A R. Abeyasinghe

Mr. C J Haputantri resigned from office with effect from 

8th February 2013 and Mr. H G SagaraKariyawasam was 

appointed as a Director and Chairman of the Board on 8th 

March 2013.

Prof. W Abeyewickreme ceased to hold office with effect 

from 31st January 2013 and Mr. W B Ganegalaby virtue of 

his assuming office as the Chairman of the Ceylon 

Electricity Board became a Director of the Company from 

1st March 2013 in terms of Article 81 (i) of the Articles of 

Association.

Mr. D Priyantha S Jayawardena was appointed as a 

Director of the Board with effect from 8th March 2013.

Mr. A A R Abeyasinghe resigned from office with effect 

from 1st March 2013.

The Company and the Subsidiaries maintain Interest 

Registers as stipulated by the Companies Act, No. 7 of 
2007.
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2012

 

2011

 
 

Group

 

Company

 

Group

 

Company
Revenue

 
19,761,169

 
18,941,439

 
19,079,629        18,423,869

Gross Profit
   

3,899,920
 

3,793,425           3,596,880             3,510,253
Profit before tax

 
2,415,351   2,399,174           2,225,665             2,180,224

Total 
Comprehensive  

   

Income for the year 2,003,981 1,944,353           2,072,952            2,029,320



The Directors who were directly or indirectly interested in 

a contract or a related party transactions with the 

Company during the accounting period under review are 

given in Note 26  to the Financial Statements. 

The Directors' remuneration is disclosed in Note 26.3. to 

the Financial Statements and the Directors fees set out in 

Note 20 under the 'Group' column includes remuneration 

of the Directors of the Subsidiary.

The donations and contributions made during the year by 

the Company amounted to Rs21,000/- and the Group 

Rs.78,000/- respectively.

A final dividend of Rs.1/50 per share for the year ended 

31st December 2012, amounting to a total gross dividend 

of Rs. 171.8Million was approved subject to receipt of 

Certificate of Solvency from the Auditors.

Information relating to movement in property, plant and 

equipment are given in Note 3 to the Audited Accounts.

The total Company reserves as at 31st December 2012 

amounts to Rs.14.0billion, comprising Capital Reserves of 

Rs. 9.7billion and Revenue Reserves of Rs. 4.226billion. 

The movement shown in Note 10to the Financial 

Statements. The Group reserves during the period 

amounts to Rs.14,111 Million out of which Rs. 9,784 

Million comprise of Capital Reserves and Rs.4,327 Million 

comprise of Revenue Reserves.

The number of persons employed by the Company at the 

end of 2012 was 1,463(end of 2011 – 1,451).

Commitments and contingencies as at 31st December 

2012 are given in Note 24.2. to the Financial Statements.

Messrs Ernst & Young, Chartered Accountants served as 

the Auditors of the Company and MessrsAmarasekera 

and Co. Chartered Accountants provided tax compliance 

services to the Company and are also the Auditors of Ante 

Leco Metering Company (Pvt) Ltd during the year under 

review.Messrs Ernst & Young Chartered Accountants 

function as Auditors for Leco Projects (Pvt) Ltd.  The 

Directors' Remuneration

Donations

Dividends

Property Plant and Equipment

Reserves

Employment

Commitment and Contingencies

Auditors

Auditors do not have any interest in the Company or its 

group companies other than that of Auditor and in the 

aforesaid capacity as advisors on tax compliance. 

A sum of Rs.2,673,500/- (excluding taxes) is payable by 

the Company to the Auditors as Audit  fee for the year 

under review. 

A sum of Rs.183,672/- (excluding taxes) is payable as audit 

fees for Ante Leco Metering Company(Pvt) Ltd and 

Rs.82,000/-(excluding taxes) for Leco Projects(Pvt) Ltd as 

audit fees  which is excluding taxes.

The non-audit fees for the Company is Rs.822,852/- and 

for Ante Leco Metering Company(Pvt) Ltd is Rs.183,672/-

.There were no non-audit fees for Leco Projects (Pvt) Ltd.

The Auditors have expressed their willingness to continue 

in office.   A resolution to re-appoint the Auditors and to 

authorise the Directors to determine their remuneration 

will be proposed at the Annual General Meeting.

There has been no material event occurring after the 

reporting date that required adjustment or disclosure in 

these financial statements. 

In order to provide for Directors to appoint Alternate 

Directors whenever such appointment is considered 

necessary, the Board, is recommending an amendment to 

the Articles of Association.

Accordingly, a Special Resolution is placed before the 

Shareholders to obtain the Shareholders approval for the 

aforesaid amendment to the Articles of Association.

This Annual Report is signed for and on behalf of the 

Board of Directors by the Chairman and a Director.

Events occurring after the Balance Sheet date

Special Business to be transacted at the Annual 
General Meeting

LECO Annual Report 2012
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Rohan Seneviratne 
Director 

H G Sagara Kariyawasam 

Chairman
 

P W Corporate Secretarial (Pvt) Ltd 
Secretaries  

June 14, 2013 

Attorney - at - Law



HUMAN RESOURCES & ADMINISTRATION

FINANCIAL REVIEW

Company has been maintaining a contended 
workforce by providing various welfare facilities to 
the satisfaction of employees in order to provide 
an efficient and effective service to its customers.

The Company has appointed a Grievance Handling 
Committee and Salary Anomaly Committee,  to 
minimize the grievance of the workforce. These 
Committees are in operation now.

Action has been taken to implement the Scheme 
of Promotion aproved by the Board of Directors to 
fulfil the promotional prospects of employees.   
Employees are encouraged  to achieve higher 
educational and professional qualifications by 
granting study leave and reimbursing the course 
fees, under the approved schemes.  Salary Scales 
of the Company which have not been revised since 
2009, were revised and salaries were increased 
accordingly.  

Retirement ages of the staff, who have been 
recruited stipulating the retirement age as 55 
years   have been revised.  Accordingly, the 
retirement age of Executive staff was extended up 
to 60 years and the General Staff up to 57 years 
with three years evaluated extensions.
In order to increase the morale of the workforce, it 
has been decided by the Company to give 
consideration to employees' children when 
vacancies are to be filled in the Company. Those 
who meet the requirements under the Scheme of 
Recruitment are eligible to apply for vacancies.
The Annual Performance Appraisal facilitates the 
identification of training needs of employees and 
local and foreign training courses were arranged to 
equip the staff with up to date skills and to provide 
opportunities for career development. 
After a lapse of three years, the Long Service 
awards for employees, recognition of educational 
achievements of children of LECO employees and 
the Sports Meet of the Company were held during 
2012.
Management of the Company had regular 
dialogue with the Trade Unions and their co-
operation and assistance in maintaining good 
industrial relations are highly appreciated.

In the year 2012 the financial situation of the 
company significantly improved. The main 
contributory factor  for this favourable situation is 
the continued growth in volume of sales. 

The number of units sold during 2012 was 1216 
GWh and in the year 2011 this was 1184 GWh. The 
sales growth is 2.7%.The average selling price was 
Rs. 15.57. .Another important factor for the 
increase in profit is the reduction in line losses 
which was earlier 5.4% and reduced to 4.6%.

 However the total benefit of increased revenue 
could not be enjoyed by LECO due the restrictions 
imposed by the Public Utilities Commission of Sri 
Lanka (PUCSL) The company had to pay back to CEB 
a considerable amount of money on the UNT 
(Uniform Tariff Adjustment) adjustment which has 
diluted LECO profit. 

The company was able to earn a significant amount 
of money as interest during 2012 by investing 
surplus cash in a prudent manner. The amount 
earned as interest during this period was 
Rs.713Mn.

 In addition to that a dividend income of Rs.490 Mn 
received during the year from the investment in 
West Coast Power Co.Ltd. Investment in ANTE 
Meter Company (Pvt) Ltd which is a subsidiary of 
LECO yield a dividend income of Rs 7.5Mn for the 
year 2011 and for the year 2012 Rs.3.5 Mn. The 
reason for the reduction in distributable profit is 
the company has planned to purchase the factory 
premises from the owners.

Other than the above proper management policies 
and decisions also helped to increase the profit 
.The company has been able to manage its affairs 
within the approved recurrent expenditure 
budgets. 
The company has been able to implement the 
SLFRS (Sri Lanka Financial Reporting Standards) 
fully in the 2012 accounts which year is the year 
the SLFRS should be implemented. The Auditors 
have issued an unqualified audit opinion on the 
financial statements 2012 which is remarkable 
feature.
The LECO has been approved as a training 
organization by the Institute of Chartered 
Accountants of Sri Lanka for the Final level training. 

Customer base have been increased to 500,783 by 
adding 9,741 Customers during the year 2012. 
Tariff wise customer statistics is illustrated in the 
Figure 1. 

OPERATION DIVISION
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Figure 1

  Figure 2

Network improvements have been made by 
successful completion of planned work at a total 
cost of Rs. 491 Million which is 83% of the 
budgeted value for year 2012. Work includes 27 
No. new Distribution Substations, 57 No. new 
Bulk Substations along with 37.7km of LV lines. 

At the end of year 2012, distribution system 
assets consist 1,044 km of HV lines 3,203km of LV 
lines, 2,229 No. Distribution Substations and 
1,447 No.  Bulk Substations.

Distribution loss control activity has been 
carried out in year 2012 as well and LECO was 
able to maintain distribution loss at 4. 6%. 

Distribution control centre continuously 
monitoring and controlling the outages. 
Recorded System Average Interruption Duration 
Index (SAIDI) for total failures and planned 
interruptions in the year 2012 is 93.20 Hrs.per 
consumer. System Average Interruption 
Frequency Index (SAIFI) for failures in the year 
2012 is 100 failures per consumer. Breakup of 
SAIDI due to failures and planned outages in 
source supply and LECO distribution system is 
illustrated in figure 2. It is expected that ongoing 
capacity improvements in the source supply will 
improve the status. 

  Short Message Service (SMS) was introduced to 
 customers, where customers can obtain 
  information and also can make complains using 

    their mobile phones.   

  

The Engineering Division of LECO, apart from their 
traditional functions of Network Planning, 
Maintenance of Standards, Procurement and 
System Studies, saw a vibrant year with 
involvement in technology advancement.
Engineering Division developed in-house software 
to remotely acquire energy meter readings using 
the GPRS network.  Software to integrate 
customer services and exercise supervisory 
control of this function over the LECO network was 

developed and commissioned for operations.  A 
novel distribution control centre management 
software was developed and implementation is in 
progress.  

Amidst the above development, the network plan 
for next 5 years was published.  The load studies 
were in progress.  A novel spatial based load 
forecasting methodology was implemented.  LECO 
material  standards were developed to 
accommodate novel developments in technology.  

Engineering division saw a busy year in reference 
to the construction projects.  The five substations 
under construction by a loan from ADB acquired 
major progress and are nearing completion.  These 
substations will come to the LECO network in year 
2014, solving a long held capacity problem.  The 
LECO head office construction project matured 
from concept to a commercial closure where the 
procurement modalities were initiated. It is 
planned to complete this project in the  year 2015.

The IT department, despite the failure to add the 
new ERP system as planned, saw major 
developments in the area of network management 
and data management.  The new addition of ERP 
and the consequent hardware is yet to be realised.  

LECO training centre conducted 172 training 
sessions amounting to 2603 man days 
approximating 1.75 training sessions per 
employee. 

The Meter testing department tested and 
calibrated entire bulk meters population during 
this year, reprogramming the bulk meters as per 
the requirement for tariff revisions and testing 
approximately 2000 domestic energy meters.  
Approximately 60 transformers were repaired and 
issued for use by the transformer repair 
department. 

PROGRESS OF ENGINEERING DIVISION

LECO Annual Report 2012
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The Special  Invest igation Unit  (SIU) was 
established in LECO during September 2008 mainly 
for carrying out the raids with the assistance of 
Police, in order to apprehend those who abstract 
electricity from our system by illegal means and 
prosecuting the offenders under the provisions of 
the Electricity Act in order to recover the under 
charges involved etc.  During the year 2012 SIU has 
made 322 successful detections and recovered a 
sum of Rs.25, 313,308.05 being the estimated loss 
of revenue from the respective consumers.

 
In addition a sum of Rs.2, 126, 000.00 was credited 
to the government vaults being the statutory fines 
imposed on those offenders who were found guilty 
for the offences committed by them when legal 
action was instituted at the respective Magistrate 
Courts under the provisions of the Electricity Act. 

The growth of income for 2012 is 32.3% compared 
to the income for the year 2011. The total 
collection of revenue up to end of December 2012 
for the period that SIU was in operation since 
September 2008 was Rs.83, 996, 409.78. 

SIU has made these achievements while 
experiencing certain difficulties due to the 
ambiguity of the provisions made in the Sri Lanka 
Electricity Act No.20 of 2009 that came to effect 
from 08-04-2009 with regard to the recovery of 
under charges from those who are culpable for 
tampering with the meters fixed by LECO at their 
premises, taking such suspects into the custody of 
Police, disconnection of their power supply and 
recovery of the meter that had been tampered 
with at such detections. Necessity of having served 
the notice three days prior to the raid is the other 
obstacle encountered by the three SIU raid teams 
currently functioning.

Quite apart from those, SIU is responsible for 
satisfactory conclusion of several preliminary 
investigations and performing several other 
disciplinary control related activities of LECO  
which has immensely helped the Company for 
improving the disciplinary control of the 
organization. It is rather difficult to convert the 
benefits of those activities into real monitory terms. 

PROGRESS OF THE ACTIVITIES OF THE SPECIAL 
INVESTIGATION UNIT (SIU)
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INDEPENDENT AUDITOR'S REPORT

Report on the Financial 
Statements

Management's Responsibility for 
the Financial Statements

Scope of Audit and Basis of 
Opinion

We have audited the accompanying 
financial statements of Lanka Electricity 
C o m p a n y  ( P r i v a t e )  L i m i t e d ,  t h e  
consolidated financial statements of the 
Company and its subsidiaries, which 
comprise the Statement of Financial 
Position as at 31 December 2012, and the 
Statement of Comprehensive Income, 
statements of changes in equity and cash 
flow statements for the year then ended, 
and a summary of significant accounting 
policies and other explanatory notes.

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

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 
misstatements. 

An audit includes examining, on a test basis, 
evidence supporting the amounts and 
disclosures in the financial statements. And 
audit also includes assessing the accounting 

policies used and significant estimates 
made by the 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

Company

In our opinion, so far as appears from our 
examination, the Company maintained 
proper accounting records for the year 
ended 31 December 2012 and the 
financial statements give a true and fair 
view of the Company's state of affairs as at 
31December 2012 and its performance and 
cash flows for the year then ended in 
accordance with Sri Lanka Accounting 
Standards.

In our opinion, so far as appears from our 
examination, the consolidated financial 
statements give a true and fair view of the 
state of affairs as at 31 December 2012 and 
its performance and cash flows for the year 
then ended, in accordance with Sri Lanka 
Accounting Standards, of the Company and 
its Subsidiaries dealt with thereby, so far as 
concerns the shareholders of the Company.

In our opinion, these financial statements 
also comply with the requirements of 
Section 151(2) and 153(2) to 153(7) of the 
Companies Act No. 07 of 2007. 

10 June 2013
Colombo

Group

Report on Other Legal and Regulatory 
Requirements
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(Sgd) Mr. H.G. Sagara Kariyawasam (Sgd) Mr. Rohan Senaviratne

10 June 2013 
Colombo.
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NOTES TO THE FINANCIAL STATEMENTS
Year ended 31 December 2012

1. CORPORATE INFORMATION

1.1 General 

1.3  Principal Activities and Nature of Operations

 
 

1.4 Parent Enterprise and Ultimate Parent 
Enterprise

Lanka Electricity Company (Private) Limited is a 
limited liability Company incorporated and 
domiciled in Sri Lanka. The registered office is 
situated at No. 411, E.H.Cooray Building, Galle 
Road, Colombo 03. 

The Consolidated financial statements of the 
Company for the year ended 31 December 2012 
comprise Lanka Electricity Company (Private) 
Limited (the 'Company') and all its Subsidiaries, 
whose accounts have been consolidated therein 
(the 'Group'). 

During the year, the principal activities of the 
Company were purchasing electricity from 
Ceylon Electricity Board and retailing to 
domestic and industrial customers, through the 
Company's branches located at Galle, Kalutara, 
Moratuwa, Kelaniya, Nugegoda, Kotte and 
Negombo. 

The subsidiaries of the Company and their 
principal activities were as follows;

The Company's parent undertaking is Ceylon 
Electricity Board, which is incorporated in Sri 
Lanka, under the Ceylon Electricity Board Act 
No.17 of 1969. 

1.2 Consolidated Financial Statements

Company Activity 

LECO Projects (Pvt.) Ltd 

To provide infrastructure 
facilities for electricity 
distribution within the 
Country. 

Ante - LECO Metering 
Company (Pvt.) Ltd  

To set up an energy meter 
manufacturing facility to 
meet the electronic meter 
requirements of Sri Lanka 
and for export market.

1.5     Date of Authorization for Issue

2.   GENERAL POLICIES

2.1 BASIS OF PREPARATION AND ADOPTION OF 
SLAS (SLFRS AND LKAS) EFFECTIVE FOR THE 
PERIODS BEGINNING ON OR AFTER 01 
JANUARY 2012

          

The Consolidated Financial Statements of Lanka 
Electricity Company (Private) Limited for the 
year ended 31December 2012 were authorized 
for issue in accordance with a resolution of the 
Board of Directors on 10 June 2013.

The consolidated financial statements of the 
Group have been prepared in accordance with 
Sri Lanka Accounting Standards, comprising 
SLFRS/LKAS (here after “SLFRS”) as issued by the 
Institute of Chartered Accountants of Sri Lanka.

For all periods up to and including the year 
ended 31 December 2011, the Group prepared 
its financial statements in accordance with Sri 
Lanka Accounting Standards (SLAS). These 
financial statements for the year ended 31 
December 2012 are the first set of financials, the 
Group has prepared in accordance with SLFRS.

The financial statements of the Group have been 
prepared on an accrual basis and under the 
historical cost convention unless otherwise 
stated. The financial statements are presented 
in Sri Lanka Rupees, which is the Group's 
functional and presentation currency and all 
values are rounded to the nearest rupee 
thousand (Rs,000) except when otherwise 
indicated. The preparation and presentation of 
these Financial Statements are in compliance 
with the Companies Act No. 07 of 2007.

Subject to certain transition elections and 
exceptions disclosed in Note 2.5, the Group has 
consistently applied the accounting policies 
used in preparation of its opening SLFRS 
statement of financial position as at 01 January 
2011 through all periods presented, as if these 
policies had always been in effect.

Note 2.6 discloses the impact of the transition to 
SLFRS on the Group's reported financial 
position, performance and cash flows, including 
the nature and effect of significant changes in 
accounting policies from those used in the  
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              Group's Consolidated financial statements for the 
year ended 31 December 2011 prepared under 
SLASs.   

  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 trading.

The financial statements of the Group represent 
the consolidation of the financial statements of 
Lanka Electricity Company (Private) Limited and 
all its Subsidiaries, as at 31 December 2012.

The financial statements of the subsidiaries are 
prepared for the same reporting period as the 
parent company and in compliance with the 
Group's accounting policies unless specifically 
stated.

All intra-group balances, income and expenses 
and unrealised gains/losses resulting from intra-
group transactions are eliminated in full.

Subsidiaries are fully consolidated from the date 
of acquisition or incorporation, being the date 
on which the group obtains control and continue 
to be consolidated until the date that such 
control ceases

.
Subsidiaries are those enterprises controlled by 
the parent. Control exists when the parent holds 
more than 50% of voting rights or otherwise has 
a controlling interest.

Non-Controlling Interests represent the portion 
of profit or loss and net assets that is not held by 
the group and are presented separately in the 
Consolidated Statement of Income and within 
equity in the consolidated Statement of 
Financial Position separately from parent 
shareholders' equity.

2.1.1  Going Concern

2.2 SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES 

2.1.2 Basis of consolidation

(a)  Subsidiaries

2.2.1 Revenue Recognition 

(a)  Sale of goods

 
(b)  Rendering of services

      (c)  Interest income

(d)  Dividends

(e)  Others

Revenue is recognised to the extent that it is 
probable that the economic benefits will flow to 
the Group and the revenue can be reliably 
measured, regardless of when the payment is 
being made. Revenue is measured at the fair 
value of the consideration received or receivable 
net of trade discounts and taxes.

The following specific recognition criteria must 
also be met before revenue is recognised:

Revenue from the sale of goods is recognised 
when the significant risks and rewards of 
ownership of the goods have passed to the 
buyer, usually on delivery of the goods.

Revenue from rendering of services is 
recognised in the accounting period in which the 
services are rendered or performed.

For all financial instruments measured at 
amortised cost and interest bearing financial 
assets classified as available for sale, interest 
income or expense is recorded using the 
Effective Interest Rate (EIR), which is the rate 
that exactly discounts the estimated future cash 
payments or receipts through the expected life 
of the financial instrument or a shorter period, 
where appropriate, to the net carrying amount 
of the financial asset or liability. Interest income 
is included in finance income in the income 
statement.

Revenue is recognised when the Group's 
/Company's right to receive the payment is 
established.

Other income is recognised on an accrual basis.

 
The Group's consolidated financial statements 
are presented in Sri Lanka Rupees, which is also 
the parent Company's functional currency. For 

2.2.2    Foreign Currencies 
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each entity the Group determines the functional 
currency and items included in the financial 
statements of each entity are measured using that 
functional currency. The Group uses the direct 
method of consolidation and has elected to recycle 
the gain or loss arises from this method.

a)  Transactions and balances.

2.2.3   Taxation

a) Current Tax

Transactions in foreign currencies are initially 
recorded by the Company at the functional 
currency rates prevailing at the date of the 
transaction.

Monetary assets and liabilities denominated in 
foreign currencies are retranslated at the 
functional currency spot rate of exchange ruling at 
the reporting date.

All differences are taken to the income statement 
with the exception of all monetary items that 
forms part of a net investment in a foreign 
operation. These are recognised in other 
comprehensive income until the disposal of the 
net investment, at which time they are reclassified 
to profit or loss. Tax charges and credits 
attributable to exchange differences on those 
monetary items are also recorded in other 
comprehensive income.

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 is determined. 

The gain or loss arising on translation of non-
monetary items is recognised in line with the gain 
or loss of the item that gave rise to the translation 
difference (translation differences on items whose 
gain or loss is recognised in other comprehensive 
income or profit or loss is also recognised in other 
comprehensive income or profit or loss 
respectively).

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 Commissioner General of Inland Revenue. 
The tax rates and tax laws used to compute the 
amount are those that are enacted or 
substantively enacted on the reporting date in 
the country where the Company operates and 
generates taxable income. Current income tax 
relating to items recognizes directly in equity is 
recognizes in equity and not in the income 
statement.

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 Inland Revenue Act No 10 of 2006 and the 
amendments thereto.

Deferred income tax is provided, using the 
liability method, on all temporary differences at 
the reporting 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;

I)  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; and

ii) In respect of taxable temporary 
d i f f e r e n c e s  a s s o c i a t e d  w i t h  
investments in subsidiaries, associates 
and interests in joint ventures, except 
where the timing of the reversal of the 
temporary  d i fferences  can be 
controlled and it is probable that the 
temporary differences will not reverse 
in the foreseeable future.

Deferred income tax assets are recognised for all 
deductible temporary differences, carry-
forward of unused tax credits and unused tax 
losses, to the extent that it is probable that 
taxable profit will be available against which the 
deductible temporary differences, and the 
carry-forward of unused tax credits and unused 
tax losses can be utilized except:

b) Deferred Taxation
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I) Where the deferred income tax asset 
relating to the deductible temporary 
difference 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 accounting 
profit nor taxable profit or loss; and

ii) In respect of deductible temporary 
differences associated with investments 
in subsidiaries, associates and interests 
in joint ventures, deferred tax assets are 
only recognised to the extent that it is 
probable that the temporary differences 
will reverse in the foreseeable future and 
taxable profit will be available against 
which the temporary differences can be 
utilized.

The carrying amount of deferred income tax 
assets is reviewed at each reporting date and 
reduced to the extent that it is no longer probable 
that sufficient taxable profit will be available to 
allow all or part of the deferred income tax asset 
to be utilized. 

Unrecognised deferred tax assets are reassessed 
at each reporting date and are recognised to the 
extent that it has become probable that future 
taxable profits will allow the deferred tax assets to 
be recovered.

Deferred income tax assets and liabilities are 
measured at the tax rates that are expected to 
apply to the year when the asset is realized or the 
liability is settled, based on tax rates (and tax laws) 
that have been enacted or substantively enacted 
as at the reporting date.

Deferred tax relating to items recognised in 
correlation to the underlying transaction either in 
other comprehensive income or directly in equity.

Deferred tax assets and deferred tax liabilities are 
offset, if a legally enforceable right exists to set off 
current tax assets against current tax liabilities and 
when the deferred taxes relate to the same 
taxable entity and the same taxation authority.

Tax on dividend income from subsidiaries is 
recognized as an expense in the Consolidated 
Income Statement.

c) Tax on dividend income

Property, Plant and Equipment is stated at cost, 
net of accumulated depreciation and/or 
accumulated impairment losses, if any. Such 
costs include the cost of replacing component 
parts ofthe Property, Plant and Equipment and 
borrowing costs for long-term construction 
projects if the recognition criteria are met.  
When significant parts of Property, Plant and 
Equipment are required to be replaced at 
intervals, the Company derecognises net book 
value of the replaced part, and recognises the 
new part with its own associated useful life and 
depreciation. Likewise, when a major inspection 
is performed, its cost is recognised in the 
carrying amount of the Plant and Equipment as a 
replacement if the recognition criteria are 
satisfied.All other repair and maintenance costs 
are recognised in the income statement as 
incurred.

When items of Property, Plant and Equipment 
are subsequently revalued, the entire class of 
such assets is revalued. Any revaluation surplus 
is recognised in other comprehensive income 
and accumulated equity in the asset revaluation 
reserve, except to the extent that it reverses a 
revaluation decrease of the same asset 
previously recognised in the income statement, 
in which case the increase is recognised in the 
income statement. A revaluation deficit is 
recognised in the income statement, except to 
the extent that it offsets an existing surplus on 
the same asset recognised in the asset 
revaluation reserve.

Accumulated depreciation as at the revaluation 
date is eliminated against the gross carrying 
amount of the asset and the net amount is 
restated to the revalued amount of the asset. 
Upon disposal, any revaluation reserve relating 
to the particular asset being sold is transferred to 
retained earnings.

Depreciation is calculated on straight line basis 
over the estimated useful lives of all Property, 
Plant and Equipment.

The principal annual rates of depreciation, used 
by the Group are as follows

2.2.4 Property, Plant and Equipment
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2.2.5 Leases

 
Operating Leases

2.2.6  Borrowing Costs

An item of Property, Plant and Equipment and any 
significant part initially recognised is derecognised 
upon disposal or when no future economic 
benefits are expected from its use or disposal. Any 
gain or loss arising on derecognition of the asset 
(calculated as the difference between the net 
disposal proceeds and the carrying amount of the 
asset) is included in the income statement when 
the asset is derecognised.

The determination of whether an arrangement is, 
or contains, a lease is based on the substance of 
the arrangement at the inception date. The 
arrangement is assessed for whether fulfilment of 
the arrangement is dependent on the use of a 
specific asset or assets or the arrangement 
conveys a right to use the asset or assets, even if 
that right is not explicitly specified in an 
arrangement.

Operating lease payments are recognised as an 
operating expense in the income statement on a 
straight-line basis over the lease term.

Borrowing costs directly attributable to the 
acquisition, construction or production of an asset 
that necessarily takes a substantial period of time 
to get ready for its intended use or sale are 
capitalised as part of the cost of the respective 
assets. All other borrowing costs are expensed in 
the period they occur. Borrowing costs consist of 
interest and other costs that an entity incurs in 
connection with the borrowing of funds.

2.2.7 Intangible Assets

Intangible assets acquired separately 
are measured on initial recognition at 
cost. The cost of intangible assets acquired in a 
business combination is their fair value as at the 
date of acquisition. Following initial recognition, 

intangible assets are carried at cost less 
accumulated amortisation and accumulated 
impairment losses, if any. 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.

The useful lives of intangible assets are assessed 
as either finite or indefinite.

Intangible assets with finite lives are amortised 
over their useful economic lives 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 the end of each 
reporting period. 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 are 
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 assets.

Intangible assets with indefinite useful lives are 
not amortised, but are tested for impairment 
annually, either individually or at the cash-
generating unit level. The assessment of 
indefinite life is reviewed annually to determine 
whether the indefinite life continues to be 
supportable. If not, the change in useful life from 
indefinite to finite is made on a prospective 
basis.

Gains or losses arising from derecognition of an 
intangible asset are measured as the difference 
between the net disposal proceeds and the 
carrying amount of the asset and are recognised 
in the income statement when the asset is 
derecognised.
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Freehold Buildings 2.5% 
Leasehold Land Over Lease 
  
Supply of Infrastructure   
Substations, Overhead lines & Service 
Lines taken over from Local Authorities 
and CEB 

10% 

Substations, Overhead Lines & Service 
Lines Constructed by LECO 

4% - 5% 

Motor Vehicles 15% 
Computers 20% 
Office Equipment 15% 
Plant & Machinery 25% 
 



2.2.8 Inventories

2.2.9 Financial Instruments - Initial Recognition and 
Subsequent Measurement

i) Financial Assets

Initial Recognition and Measurement

Subsequent Measurement

Loans and Receivables

Inventories are valued at the lower of cost and 
net realisable value.

Costs incurred in bringing each product to its 
present location and condition is accounted for 
as follows:

?Operational & Maintenance Goods - At 
actual cost on weighted average 

                basis.

?Goods-in-Transit and Other Stocks - At 
actual cost

Net realisable value is the estimated selling price 
in the ordinary course of business, less 
estimated costs of completion and the 
estimated costs to sell.

Financial assets within the scope of LKAS 39 are 
classified as financial assets at fair value through 
profit or loss, loans and receivables, held-to-
maturity investments and available-for-sale 
financial assets, as appropriate and determine 
the classification of its financial assets at initial 
recognition.

All financial assets are recognised initially at fair 
value plus, in the case of investments not at fair 
value through profit or loss, directly attributable 
transaction costs.

The financial assets include cash and short-term 
deposits, trade and other receivables, other 
financial assets.

The subsequent measurement of financial 
assets depends on their classification as follows:

Loans and receivables are non-derivative 

payments that are not quoted in an active market. 
After initial measurement, such financial assets 
are subsequently measured at amortised cost 
using the Effective Interest Rate method (EIR), less 
impairment. Amortised cost is calculated by taking 
into account any discount or premium on 
acquisition and fees or costs that are an integral 
part of the EIR. The EIR amortisation is included in 
finance income in the income statement. The 
losses arising from impairment are recognised in 
the income statement.

Available-for-sale financial investments include 
equity and debt securities. Equity investments 
classified as available for- sale are those, which are 
neither classified as held for trading nor 
designated at fair value through profit or loss. Debt 
securities in this category are those which are 
intended to be held for an indefinite period of time 
and which may be sold in response to needs for 
liquidity or in response to changes in the market 
conditions.

After initial measurement, available-for-sale 
financial investments are subsequently measured 
at fair value with unrealized gains or losses 
recognised as other comprehensive income in the 
available-for-sale reserve until the investment is 
derecognised, at which time the cumulative gain 
or loss is recognised in other operating income, or 
determined to be impaired, at which time the 
cumulative loss is reclassified to the income 
statement in finance costs and removed from the 
available-for-sale reserve. Interest income on 
available-for-sale debt securities is calculated 
using the effective interest method and is 
recognised in profit or loss.

The Group evaluates its available-for-sale financial 
assets to determine whether the ability and 
intention to sell them in the near term is still 
appropriate. When the Group is unable to trade 
these financial assets due to inactive markets and 
management's intention to do so significantly 
changes in the foreseeable future, the Group may 
elect to reclassify these financial assets in rare 
circumstances. Reclassification to loans and 
receivables is permitted when the financial assets 
meet the definition of loans and receivables and 
the Group has the intent and ability to hold these 
assets for the foreseeable future or until maturity. 

financial assets with fixed or determinable 

Available for Sale Financial Investments
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Reclassification to the held-to-maturity category 
is permitted only when the entity has the ability 
and intention to hold the financial asset 
accordingly.

For a financial asset reclassified out of the 
available for sale category, any previous gain or 
loss on that asset that has been recognised in 
equity is amortized to profit or loss over the 
remaining life of the investment using the EIR. 
Any difference between the new amortized cost 
and the expected cash flows is also amortized 
over the remaining life of the asset using the EIR. 
If the asset is subsequently determined to be 
impaired, then the amount recorded in equity is 
reclassified to the income statement.

A financial asset (or, where applicable a part of a 
financial asset or part of a group of similar 
financial assets) is derecognised when,

i) The rights to receive cash flows from 
the asset have expired

ii) The Group has transferred its rights to 
receive cash flows from the asset or has 
assumed an obligation to pay the 
received cash flows in full without 
material delay to a third party under a 
'pass-through' arrangement; and 
either

_      The Group has transferred substantially 
all the risks and rewards of the asset, or

_      The Group has neither transferred nor 
retained substantially all the risks and 
rewards of the asset, but has 
transferred control of the asset.

When the Group has transferred its r i g h t s  t o  
receive cash flows from an asset or has entered 
into a pass-through arrangement, and has 
neither transferred nor retained substantially all 
of the risks and rewards of the asset nor 
transferred control of it, the asset is recognised 
to the extent of the company's continuing 
involvement in it.

In that case, the Group also recognises an 
associated liability. The transferred assets and 
the associated liability are measured on a basis 
that reflects the rights and obligations that the 
Group has retained.

           Derecognition

a guarantee over the transferred asset is 
measured at the lower of the original carrying 
amount of the asset and the maximum amount 
of consideration that the Group could be 
required to repay.

The Group assesses at each reporting date 
whether there is any objective evidence that a 
financial asset or a group of financial assets is 
impaired. A financial asset or a group of 
financial assets is deemed to be impaired if, 
and only if, there is objective evidence of 
impairment as a result of one or more events 
that has occurred after the initial recognition o f  
the asset and that loss event has an impact on 
the estimated future cash flows of the 
financial asset or the group of financial assets 
that can be reliably estimated.

Evidence of  impairment may include 
indications that the debtors or a group of 
debtors is experiencing significant financial 
difficulty, default or delinquency in interest or 
principal payments, the probability that  they 
will enter bankruptcy or other financial 
reorganization and where observable data 
indicate that there is a measurable decrease in 
the estimated future cash flows, such as 
changes in arrears or economic conditions that 
correlate with defaults.

For financial assets carried at amortised cost, the 
Group first assesses whether objective evidence 
of impairment exists individually for financial 
assets that are individually significant, or 
collectively for financial assets that are not 
individually significant. If the Group determines 
that no objective evidence of impairment exists 
for an individually assessed financial asset, 
whether significant or not, it includes the asset 
in a group of financial assets with similar credit 
risk characteristics and collectively assesses 
them for impairment. Assets that are 
individually assessed for impairment and for 
which an impairment loss is, or continues to be, 
recognised are not included in a collective 
assessment of impairment.

Continuing involvement that takes the form of 

ii) Impairment of Financial Assets

Financial Assets Carried at Amortised Cost
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If there is objective evidence that an impairment 
loss has been incurred, the amount of the loss is 
measured as the difference between the asset's 
carrying amount and the present value of 
estimated future cash flows (excluding future 
expected credit losses that have not yet been 
incurred). The present value of the estimated 
future cash flows is discounted at the financial 
asset's original effective interest rate. If a loan 
has a variable interest rate, the discount rate for 
measuring any impairment loss is the current 
effective interest rate.

The carrying amount of the asset is reduced 
through the use of an allowance account and the 
amount of the loss is recognised in the income 
statement. Interest income continues to be 
accrued on the reduced carrying amount and is 
accrued using the rate of interest used to 
discount the future cash flows for the purpose of 
measuring the impairment loss. The interest 
income is recorded as part of finance income in 
the income statement. Loans together with the 
associated allowance are written off when there 
is no realistic prospect of future recovery and all 
collateral has been realised or has been 
transferred to the Group. If, in a subsequent 
year, the amount of the estimated impairment 
loss increases or decreases because of an event 
occurring after the impairment was recognised, 
the previously recognised impairment loss is 
increased or reduced by adjusting the allowance 
account. If a future write-off is later recovered, 
the recovery is credited to finance costs in the 
income statement.

For available-for-sale financial investments, the 
Group assesses at each reporting date whether 
there is objective evidence that an investment or 
a group of investments is impaired.

In the case of equity investments classified as 
available-for-sale, objective evidence would 
include a significant or prolonged decline in the 
fair value of the investment below its cost. 
Where there is evidence of impairment, the 
cumulative loss measured as the difference 
between the acquisition cost and the current fair 
value, less any impairment loss on that 
investment previously recognised in the income 
s t a t e m e n t ,  i s  r e m o v e d  f r o m  o t h e r  

Available for Sale Financial Investments

comprehensive income and recognised in the 
income statement. Impairment losses on equity 
investments are not reversed through the 
income statement; increases in their fair value 
after impairments are recognised directly in 
other comprehensive income.

In the case of debt instruments classified as 
available-for-sale, impairment is assessed based 
on the same criteria as financial assets carried at 
amortised cost. However, the amount recorded 
for impairment is the cumulative loss measured 
as the difference between the amortised cost 
and the current fair value, less any impairment 
loss on that investment previously recognised in 
the income statement.

Future interest income continues to be accrued 
based on the reduced carrying amount of the 
asset, using the rate of interest used to discount 
the future cash flows for the purpose of 
measuring the impairment loss. The interest 
income is recorded as part of finance income. If, 
in a subsequent year, the fair value of a debt 
instrument increases and the increase can be 
objectively related to an event occurring after 
the impairment loss was recognised in the 
income statement, the impairment loss is 
reversed through the income statement.

Financial liabilities within the scope of LKAS 39 
are classified as financial liabilities at fair value 
through profit or loss, loans and borrowings, 

iii) Financial Liabilities

Initial Recognition and Measurement

other financial liabilities or as derivatives 
designated as hedging instruments in an 
effective hedge, as appropriate. The Group 
determines the classification of its financial 
liabilities at initial recognition.

All financial liabilities are recognised initially at 
fair value and, in the case of loans and 
borrowings, and other financial liabilities carried 
at amortised cost. This includes directly 
attributable transaction costs.

The Group's financial liabilities include trade and 
other payables, bank overdrafts, loans and 
borrowings, other financial liabilities.
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Subsequent Measurement

Loans and Borrowings 

iv) Offsetting of Financial Instruments

v) Fair Value of Financial Instruments

The measurement of financial liabilities depends 
on their classification as follows;

After initial recognition, interest bearing loans 
and borrowings are subsequently measured at 
amortised cost using the effective interest rate 
method. Gains and losses are recognised in the 
income statement when the liabilities are 
derecognised as well as through the effective 
interest rate method (EIR) amortisation process.

Amortised cost is calculated by taking into 
account any discount or premium on acquisition 
and fees or costs that are an integral part of the 
EIR. The EIR amortisation is included in finance 
costs in the income statement.

A financial liability is derecognised when the 
obligation under the liability is discharged or 
cancelled or expires. 

When an existing financial liability is replaced by 
another from the same lender on substantially 
different terms, or the terms of an existing 
liability are substantially modified, such an 
exchange or modification is treated as a 
derecognition of the original liability and the 
recognition of a new liability, and the difference 
in the respective carrying amounts is recognised 
in the income statement.

Financial assets and financial liabilities are 
offset and the net amount reported in the 
statement of financial position if, and only if, 
there is a currently enforceable legal right to 
offset the recognised amounts and there is an 
intention to settle on a net basis, or to realise 
the  assets  and sett le  the  l iab i l i t ies  
simultaneously.

The fair value of financial instruments that are  

Derecognition

traded in active markets at each reporting date 
is determined by reference to quoted market 
prices or dealer price quotations. (bid price for 
long position and ask price for short positions), 
without any deduction for transaction costs.

For financial instruments not traded in an 
active market, the fair value is determined 
using appropriate valuation techniques. Such 
techniques may include using recent arm's 
length market transactions; reference to the 
current fair value of another instrument that is 
substantially the same; a discounted cash flow 
analysis or other valuation models.

The Group assesses at each reporting date 
whether there is an indication that an asset may 
be impaired. If any indication exists, or when 
annual impairment testing for an asset is 
required, the Group estimates the asset's 
recoverable amount. An asset's recoverable 
amount is the higher of an asset's or cash-
generating unit's (CGU) 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 or CGU exceeds its recoverable amount, 
the asset is considered impaired and is written 
down to its recoverable amount. In assessing 
value in use, the estimated future cash flows are 
discounted to their present value using a pre-tax 
discount rate that reflects current market 
assessments of the time value of money and the 
risks specific to the asset. In determining fair 
value less costs to sell, recent market 
transactions are taken into account, if 
available.If no such transactions can be 
identified, an appropriate valuation model is 
used. These calculations are corroborated by 
valuation multiples, quoted share prices for 
publicly traded subsidiaries or other available 
fair value indicators.

Impairment losses of continuing operations, 
including impairment on inventories, are 
recognised in the income statement in those 
expense categories consistent with the function 
of the impaired asset, except for a property 
previously revalued where the revaluation was 

2.2.10 Impairment of Non - Financial Assets
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taken to other comprehensive income. In this 
case, the impairment is also recognised in other 
comprehensive income up to the amount of any 
previous revaluation.

For assets excluding goodwill, an assessment is 
made at each reporting date as to whether there 
is any indication that previously recognised 
impairment losses may no longer exist or may 
have decreased. If such indication exists, the 
Group estimates the asset's or cash-generating 
unit's recoverable amount. A previously 
recognised impairment loss is reversed only if 
there has been a change in the assumptions 
used to determine the asset's recoverable 
amount since the last impairment loss was 
recognised. The reversal is limited so that the 
carrying amount of the asset does not exceed its 
recoverable amount, nor exceed the carrying 
amount that would have been determined, net 
of depreciation, had no impairment loss been 
recognised for the asset in prior years. Such 
reversal is recognised in the income statement 
unless the asset is carried at a revalued amount, 
in which case the reversal is treated as a 
revaluation increase.

Cash and short-term deposits in the statement 
of financial position comprise cash at banks and 
on hand and short-term deposits with a maturity 
of three months or less.

For the purpose of the Group statement of cash 
flows, cash and cash equivalents consist of cash and 
short-term deposits as defined above, net of 
outstanding bank overdrafts.

Provisions are recognised when the Group has 
a present obligation (legal or constructive) as a 
result of a past event, it is probable that an 
outflow of resources embodying economic 
benefits wil l  be required to settle the 
obligation and a reliable estimate can be made 
of the amount of the obligation. Where the 
Group expects some or all of a provision to be 
reimbursed, for example under an insurance 
contract, the reimbursement is recognised as a 
s e p a r a t e  a s s e t  b u t  o n l y  w h e n  t h e  
reimbursement is  virtual ly certain.  The 
expense relating to any provision is presented 

T

2.2.11 Cash and Short term deposits

2.2.12 Provisions

in the income statement net of any 
reimbursement.

If the effect of the time value of money is 
material, provisions are discounted using a 
current pre-tax rate that reflects, where 
appropriate, the risks specific to the liability. 
Where discounting is used, the increase in the 
provision due to the passage of time is 
recognised as a finance cost.

Employees are eligible for Employees' Provident 
Fund Contributions and Employees' Trust Fund 
Contributions in line with the respective statutes 
and regulations. The Company contributes 15% 
and 3% of gross emoluments of employees to 
Employees' Provident Fund and Employees' 
Trust Fund respectively.

The Company measures  the  present  
value of the promised retirement benefits of 
gratuity which is a defined benefit plan with the 
advice of an actuary using the projected benefit 
valuation method. Actuarial gains and losses for 
defined benefit plans are recognised in full in the 
period in which they occur in the income 
statement.

However, as per the payment of Gratuity Act No. 
12 of 1983 this liability only arises upon 
completion of 5 years of continued service.

The gratuity liability is not externally funded.

These financial statements, for the year ended 
31 December 2012, are the first set of financials 
the Group has prepared in accordance with 
SLFRS. For periods up to and including the year 
ended 31 December 2011, the Group prepared 
its financial statements in accordance with Sri 
Lanka Accounting Standards (SLAS).

Accordingly, the Group has prepared financial 
statements which comply with SLFRS applicable

2.2.13 Retirement Benefit Liability

(a) Defined Contribution Plans - Employees' 
      Provident Fund and Employees' Trust Fund

(B)  Defined Benefit Plan – Gratuity

2.3 First Time Adoption of SLFRS
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 for periods ended on or after 31 December 
2012, together with the comparative period data 
as at and for the year ended 31 December 2011, 
as described in the accounting policies. In 
preparing these financial statements, the 
Group's opening statement of financial position 
was prepared as at 1 January 2011, the Group's 
date of transition to SLFRS. This note explains the 
principal adjustments made by the Group in 
restating its SLAS statement of financial position 
as at 1 January 2011 and its previously published 
SLAS financial statements as at and for the year 
ended 31 December 2011.

SLFRS 1 First-Time Adoption of Sri Lanka 
Financial Reporting Standards allows first-time 
adopters certain exemptions and exceptions 
from the retrospective application of certain 
SLFRS. Set out below are the applicable 
exemptions and exceptions under SLFRS 1 
applied by the Group in preparing the first 
financial statements for the year ended 31 
December 2012 under SLFRS.

SLFRS 3 Business Combinations has not been 
applied to acquisitions of subsidiaries, which are 
considered businesses for SLFRS that occurred 
before 1 January 2011

Use of this exemption means that the local SLAS 
carrying amounts of assets and liabilities, which 
are required to be recognised under SLFRS, is 
their deemed cost at the date of the acquisition. 
After the date of the acquisition, measurement 
is in accordance with SLFRS. Assets and liabilities 

Exemptions Applied

Optional Exemptions which the Group has 
opted to apply

Business Combinations

.

that do not qualify for recognition under SLFRS 
are excluded from the opening SLFRS statement 
of financial position. The Group did not 
recognize or exclude any previously recognised 
amounts as a result of SLFRS recognition 
requirements. 

The basis of measurement of an investment in a 
subsidiary is at its deemed cost in the separate 
SLFRS financial statements of the subsidiary. The 

Investments in Subsidiaries

Group has applied the previous carrying value 
under SLAS on 1 January 2011 as the deemed 
cost of such investments.

The Group has designated unquoted equity 
instruments held at 1 January 2011 as available-
for-sale investments.

The estimates at 1 January 2011 and at 31 
December 2011 are consistent with those made 
for the same dates in accordance with SLAS 
(after adjustments to reflect any differences in 
accounting policies).

The Group has applied the derecognition 
requirements in LKAS 39 prospectively to 
transactions occurring after 1 January 2011. 
Therefore the non-derivative financial assets or 
non-derivative financial liabilities which were 
previously de-recognised under SLAS as a result 
of a transaction that occurred before the 
transition date 1 January 2011 has not been re-
recognised in the SLFRS financial statements.

The following requirements of LKAS 27 are 
applied prospectively from the date of transition 
to SLFRS.

(i) to attribute total comprehensive 
income to non controlling interest 
irrespective of whether this results in a 
deficit balance.

Designations of Previously Recognised 
Financial Instruments

Exceptions the Group has not applied 
retrospectively

Estimates

De-recognition of Financial Assets and 
Financial Liabilities

Non-controlling interests

(ii) to treat changes in a parent's 
ownership interest that does not result 
in a loss of control as equity 
transactions.

iii) to apply LKAS 27 to loss of control of a 
subsidiary.

.
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2.4 SIGNIFICANT ACCOUNTING JUDGMENTS,  
ESTIMATES AND ASSUMPTIONS

Judgments

Deferred Tax Assets

Estimates and Assumptions

The preparation of  the Group f inancial  
statements requires management to make 
judgments, estimates and assumptions that 
affect the reported amounts of revenue, 
expenses, assets and liabilities, and the 
disclosure of contingent liabilities, at the end of 
the reporting period. However, uncertainty 
about these assumptions and estimates could 
result in outcomes that require a material 
adjustment to the carrying amount of the asset 
or liability affected in future periods.

In the process of applying the company 
accounting policies, management has made the 
following judgments, which have the most 
significant effect on the amounts recognised in 
the financial statements:

Deferred tax assets are recognised for all unused 
tax losses to the extent that it is probable that 
taxable profit will be available against which the 
losses can be utilised. Significant management 
judgment is required to determine the amount 
of deferred tax assets that can be recognised, 
based upon the likely timing and level of future 
taxable profits together with future tax planning 
strategies.

The key assumptions concerning the future and 
other key sources of estimation uncertainty at the 
reporting date, that have a significant risk of causing 
a material adjustment to the carrying amounts of 
assets and liabilities within the next financial year, 
are described below. The Group based its 
assumptions and estimates on parameters available 
when the financial statements were prepared. 
Existing circumstances and assumptions about 
future developments, however, may change due to 
market changes or circumstances arising beyond the 
control of the Group. Such changes are reflected in 
the assumptions when they occur.

The cost of defined benefit plans-gratuity is 
determined using actuarial valuations. The actuarial

Defined Benefit Plans

2.5 E F F E C T  O F  S R I  L A N K A  A C C O U N T I N G  
STANDARDS ISSUED BUT NOT YET EFFECTIVE: 

valuation involves making assumptions about 
discount rates, future salary increases and 
retirement age. Due to the long term nature of 
these plans, such estimates are subject to 
significant uncertainty. All assumptions are 
reviewed at each reporting date.

The following SLFRS have been issued by the 
Institute of Chartered Accountants of Sri Lanka 
that have an effective date in the future and have 
not been applied in preparing these financial 
Statements. Those SLFRS will have an effect on 
the Accounting policies currently adopted by the 
group and may have an impact on the future 
financial statements.

(i) SLFRS 9 – F inancial  Instruments:  
Classification and measurement 
SLFRS  9 -  as issued reflects the first phase 
of work on replacement of LKAS 39 and 
a p p l i e d  t o  c l a s s i f i c a t i o n  a n d  
measurement of financial a s s e t s  a n d  
l iab i l i t ies .  Th is  standard  wi l l  be  
effective for the financial periods 
beginning on or after 1 January 2015.

(ii) SLFRS 13 – Fair value measurement
SLFRAS 13 establishes a single source of 
guidance under SLFRS for all fair value 
measurements. 
SLFRS 13- provides guidance on all fair 
value measurements under SLFRS. This 
Standard was originally effective for the 
financial periods beginning on or after 1 
January 2013 and early application was 
allowed. However effective date has been 
deferred subsequently. 

In addition to the above, following 
standards were also issued with an original 
effective date of 1 January 2013, which 
were also deferred subsequently.

SLFRS 10 - Consolidated Financial Statements
SLFRS 11 - Joint Arrangements
SLFRS 12 - Disclosure of Interests in Other 
Entities.

The Group will adopt these standards when they 
become effective. Pending a detailed review, the 
financial impact is not reasonably estimable as 
at the date of publication of these financial 
statements.
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Branch Engineer  
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LECO Nugegoda Branch
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Branch Manager  
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