ABC Company
NOTES TO THE FINANCIAL STATEMENTS 

FM 009A-Sample Non Profit Significant Accounting Policies
1.
REPORTING ENTITY

ABC Company (the “Society”) was formed on 16th August 2009 in the Srilanka  in accordecne with the NGO Law No. 7 of 2009. The registered office of the Society is situated at 4th Floor, Boduthakuru Faanu, Sri lanka.
The Society is engaged in providing humanitarian aid to civil and military victims and also in response to all humanitarian emergencies in the Srilanka.
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BASIS OF PREPARATION

(a)
Statement of Compliance

The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRSs).
(b)
Basis of Measurement

The financial statements have been prepared on the historical cost.  


(c)   Functional and Presentation Currency

These financial statements are presented in Srilanka Rufees, which is the Society’s functional currency. All financial information presented in Sri Lankan Rufees has been rounded to the nearest Rufee. 


(d) 
Use of Estimates and Judgements

The preparation of financial statements in conformity with IFRSs requires the Board to make judgements, estimates and assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities, income and expenses. Actual results may differ from these estimates. 


Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the period in which the estimates are revised and in any future periods affected.

Information about significant areas of estimation uncertainty and critical judgements in applying accounting policies that have the most significant effect on the amounts recognised in the financial statements is included in the respective notes.
3. 
SIGNIFICANT ACCOUNTING POLICIES


The accounting policies set out below have been applied consistently to all periods presented in these financial statements, and have been applied consistently by the Society.

3.1 Transactions in foreign Currencies

Transactions in foreign currencies are translated to Sri Lankan  Rufees at the foreign exchange rate ruling at the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are translated to Sri Lankan Reufees at the foreign exchange rate ruling at reporting date. Foreign exchange differences arising on translations are recognized in profit or loss. 

Non-monetary assets and liabilities which are stated at historical cost, denominated in foreign currencies are translated to Sri Lankan Reufees at the exchange rate ruling at the date of the transaction. Non-monetary assets and liabilities, denominated in foreign currencies which are stated at fair value, are translated to Sri Lankan Reufees at the foreign exchange rates ruling at the dates that values were determined.

3.2 Financial Instruments

(i)  Financial Assets (Non-derivative)

The Society initially recognizes receivables and deposits on the date that they are originated. All other financial assets are recognized initially on the trade date at which the Society becomes a party to the contractual provisions of the instrument.

The Society derecognizes a financial asset when the contractual rights to the cash flows from the asset expire, or it transfers the rights to receive the contractual cash flows on the financial asset in a transaction in which substantially all the risks and rewards of ownership of the financial asset are transferred. Any interest in transferred financial assets that is created or retained by the Society is recognized as a separate asset or liability.

Financial  assets  and  liabilities  are  offset  and  the  net  amount  presented  in  the  statement  of financial  position  when,  and  only  when,  the Society  has  a  legal  right  to  offset  the  amounts  and intends  either  to  settle  on  a  net  basis  or  to  realize  the  asset  and  settle  the  liability  simultaneously.

The Society has the following financial assets (non-derivative):

· Receivables

· Cash and Cash Equivalents

Receivables

Receivables are financial assets with fixed or determinable payments that are not quoted in an active market. Such assets are recognized initially at fair value plus any directly attributable transaction costs. Subsequent to initial recognition receivables are measured at amortized cost using the effective interest method, less any impairment losses. 

Receivables comprise other receivables.


 Cash and Cash Equivalents

Cash and cash equivalents comprise cash in hand and cash at banks. 

(ii) Financial liabilities (Non-derivative)

All financial liabilities are recognized initially on the trade date at which the Society becomes a party to the contractual provisions of the instrument.
The Society derecognizes a financial liability when its contractual obligations are discharged or cancelled or expire.

Financial  assets  and  liabilities  are  offset  and  the  net  amount  presented  in  the  statement  of financial  position  when,  and  only  when,  the Society  has  a  legal  right  to  offset  the  amounts  and intends  either  to  settle  on  a  net  basis  or  to  realize  the  asset  and  settle  the  liability  simultaneously.

The Society has the non-derivative financial liabilities such as project advances from donors and accruals and other payables. Such financial liabilities are recognized initially at fair value plus any directly attributable transaction costs. Subsequent to initial recognition these financial liabilities are measured at amortized cost using the effective interest method.

3.3 Property, Plant and Equipment
(i)  Recognition and Measurement

Items of property, plant and equipment are measured at cost less accumulated depreciation and accumulated impairment losses.

Cost includes expenditure that is directly attributable to the acquisition of the asset. The cost of self-constructed assets includes the cost of materials and direct labor, any other costs directly attributable to bringing the assets to a working condition for their intended use, the costs of dismantling and removing the items and restoring the site on which they are located and capitalized borrowing costs. Purchased software that is integral to the functionality of the related equipment is capitalized as part of that equipment.

When parts of an item of property, plant and equipment have different useful lives, they are accounted for as separate items (major components) of property, plant and equipment.

Gains and losses on disposal of an item of property, plant and equipment are determined by comparing the proceeds from disposal with the carrying amount of property, plant and equipment, and are recognized net within other income in profit or loss.
(ii) Subsequent Costs

The cost of replacing a part of an item of property, plant and equipment is recognized in the carrying amount of the item if it is probable that the future economic benefits embodied within the part will flow to the Society, and its cost can be measured reliably. The carrying amount of the replaced part is derecognized. The costs of the day-to-day servicing of property, plant and equipment are recognized in profit or loss as incurred.

(iii)  Depreciation
Depreciation on property, plant and equipment of the Society is charged on the straight-line basis over the estimated useful lives of each part of an item of property, plant and equipment on following basis.
	Furniture and Fittings
	
	
	10 years

	Electrical Fittings 
	
	
	10 years

	Office Equipment
	
	
	4 years

	Computer Equipment
	
	
	3 years

	Motor Vehicle
	
	
	4 years


The charge for the depreciation commences from the month in which the Property, Plant and Equipment are commissioned for commercial operation.
3.4 Intangible assets

(i)  Recognition and Measurement

Intangible assets that are acquired by the Company, which have finite useful lives, are measured at cost less accumulated amortization and accumulated impairment losses

Costs that are directly associated with the purchase and implementation of identifiable and unique software products by the Company are recognized as intangible assets. Expenditures that enhance and extend the benefits of computer software programmes beyond their original specifications and lives are recognized as a capital improvement and added to the original cost of the software.

(ii)  Subsequent expenditure

Subsequent expenditure is only capitalized if costs can be measured reliably, the product is technically and commercially feasible, future economic benefits are probable and the Company has sufficient resources to complete development and to use the asset.

(iii)  Amortization

Amortisation is recognised in profit or loss on a straight-line basis over the estimated useful lives of intangible assets, other than goodwill, from the date that they are available for use. The estimated useful life for the current and comparative periods is as follows:

         
Software




3 years

3.5 Inventories 

Inventories have been valued at the lower of cost and net realizable value. The cost of inventories is based includes expenditure incurred in acquiring the inventories, production or conversion costs and other costs incurred in bringing them to their existing location and condition. 

Net realizable value is the estimated distribution cost in the ordinary course of operations, less the estimated costs of completion.

3.6 Impairment
(i) Financial Assets
A financial asset is assessed at each reporting date to determine whether there is objective evidence that it is impaired. A financial asset is impaired if objective evidence indicates that a loss event has occurred after the initial recognition of the asset, and that the loss event had a negative effect on the estimated future cash flows of that asset that can be estimated reliably.
Individually significant financial assets are tested for impairment on an individual basis. The remaining financial assets are assessed collectively in groups that share similar credit risk characteristics.


The Society considers evidence of impairment for receivables at both a specific asset and collective level. All individually significant receivables are assessed for specific impairment. All  individually significant receivables found not to be specifically impaired are then collectively assessed for any impairment that has been incurred but not yet identified. Receivables that are not individually significant are collectively assessed for impairment by grouping together receivables with similar risk characteristics.
An impairment loss in respect of a financial asset measured at amortized cost is calculated as the difference between its carrying amount and the present value of the estimated future cash flows discounted at the asset’s original effective interest rate. Losses are recognized in profit or loss and reflected in an allowance account against receivables. Interest on the impaired asset continues to be recognized through the unwinding of the discount. When a subsequent event causes the amount of impairment loss to decrease, the decrease in impairment loss is reversed through profit or loss.
      (ii) Non-financial Assets
The carrying amounts of the Society’s non-financial assets are reviewed at each reporting date to determine whether there is any indication of impairment. If any such indication exists, then the asset’s recoverable amount is estimated. For intangible assets that have indefinite useful lives or that are not yet available for use, the recoverable amount is estimated each year at the same time.

An impairment loss is recognized if the carrying amount of an asset or its CGU exceeds its estimated recoverable amount. Impairment losses are recognized in profit or loss. An impairment loss is reversed if there has been a change in the estimates used to determine the recoverable amount. An impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed the carrying amount that would have been determined, net of depreciation or amortization, if no impairment loss had been recognized.
3.7  Events Occurring After the Reporting Date

The materiality of the events occurring after the reporting date has been considered and appropriate adjustments and provisions have been made in the financial statements wherever necessary.
3.8
Commitments and Contingencies
Commitments and contingent liabilities of the Society are disclosed wherever appropriate.

3.9 Revenue Recognition

(i)      Subscription fees

Subscription fees of the members are accounted on an accrual basis.

(ii)  Registration charges


Registration charges are recognized at the time of the issuance of the registration certificate.

(iii) Net income from other activities

Net income from other activities of the Society is recognized in the year of completion of such activity after deducting the related expenses.

(iv) Donations

Donation income received from doner agencies shall be recognized as income in the statement of income and expediure only to the extent of their realization under the reporting period.
3.10
Expenses
All expenses incurred in the running of the Society and in maintaining the capital assets in a state of efficiency has been charged to the revenue in arriving at income over expenditure for the year.

Expenses incurred for the purpose of acquiring, expanding or improving assets of a permanent nature by means of which to carry on the Society or for the purpose of increasing the utilization capacity of the Society has been treated as capital expenses.
4.   DETERMINATION OF FAIR VALUES

A number of the Society’s accounting policies and disclosures require the determination of fair value, for both financial and non-financial assets and liabilities. Fair values have been determined for measurement and / or disclosure purposes based on the following methods. When applicable, further information about the assumptions made in determining fair values is disclosed in the notes specific to that asset or liability.
(i) Other Receivables 

The fair value of other receivables is estimated as the present value of future cash flows, discounted at the market rate of interest at the reporting date. 

(ii) Financial Liabilities (Non-derivative) 

Fair  value,  which  is  determined  for  disclosure  purposes,  is  calculated  based  on  the  present value  of  future  principal  and  interest  cash  flows,  discounted  at  the  market  rate  of  interest at  the  reporting  date.
5. 
NEW STANDAREDS AND INTERPRATATIONS NOT YET ADOPTED


A number of new standards, amendments to standards and interpretations are effective for annual periods beginning after 1st January 2015. None of these is expected to have a significant effect on the financial statements of the Society.
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