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CHAIRMAN’S STATEMENT



INDEPENDENT AUDITOR’S REPORT 

 To The Members of Milco (Private) Limited       

1. We have audited the accompanying financial statements of Milco (Private) Limited which comprise the balance sheet as at 
March 31, 2010, 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 as set out on Pages 02 – 18. 

 Management’s Responsibility for the Financial Statements 

2. 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 

3. 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.  

4. 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. 

5. 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 except for the matters as stated in paragraphs seven, eight, nine and ten. We therefore believe that our audit 
provides a reasonable basis for our opinion. 

 Opinion 

6. Except, for the impact on the financial statements, that may arise on rectification of the matters referred to in the following 
paragraphs seven, eight, nine and ten  (7, 8, 9, & 10), in our opinion, so far as appears from our examination, the Company 
maintained proper accounting records for the year ended March 31, 2010 and the financial statements give a true and fair view of
the Company’s state of affairs as at March 31, 2010 and its results and cash flows for the year then ended in accordance with Sri
Lanka Accounting Standards. 

7. The cost of the Farm Tanks included in the Property, Plant and Equipment has been overstated by Rs. 7.5 Mn due to an error in
Weighted Average Cost computation. 

8. A difference of Rs. 12.5 Mn is identified in Distress loan balance between the balance as reported in the ledger and the reported
balance in the payroll system as at the balance sheet date. 

9. Throughout the years the availability of assets (Bottles and Crates) that corresponds to the deposits held have not been identified.
As a result, there is a doubt whether the value of the deposits held amounting to Rs. 31.4 Mn as per the balance sheet is fairly
represent the corresponding physical assets. 

10.  Further, we draw attention to the matters referred and reported in the management report submitted to the management on even
date. This report should be read in conjunction with the management report submitted to the management.  

 Emphasis of Matter 

11. Without qualifying our opinion, we draw attention to Note 13.2 in the Financial Statements wherein, the actual liability or the 
repayment terms of the liabilities acquired from Kiriya Milk Industries (Pvt) limited cannot be verified due to the non availability 
of documentary evidence.  

 Report on Other Legal and Regulatory Requirements 

12. These financial statements also comply with the requirements of Section 151 (2) of the Companies Act No. 07 of 2007. 

CHARTERED ACCOUNTANTS 
COLOMBO,
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1.  CORPORATE INFORMATION        

        
1.1.1 General

Milco (Private) Limited ("Company") is a limited liability company incorporated and domiciled in Sri Lanka. 

The company was incorporated on May 9, 1996 under the name ‘Kiriya Milk Industries of Lanka (Pvt) 
Limited’. The name of the company was changed as ‘Milco (Pvt) Limited’ with effects from July 23, 2001. As 
per the agreement  entered  into between the Government of Sri Lanka (GOSL) and the National Dairy 
Development Board of India (NDDB), all property, plant and equipment (other than land) owned and used by  
Milk  Industries  of  Lanka  Company  Limited   as  at  February 3, 1998 and leasehold rights of the land & 
buildings used by Milk  Industries  of  Lanka  Company  Limited  as at  the same date were  transferred to the 
Company with effect from  February 4, 1998.  The value of Net Assets so transferred was Rs.306, 500,020/-. 
Further as per the letter dated August 8, 2000 from Public Enterprises Reform Commission of Sri Lanka, annual 
lease rentals of leasehold land & buildings amounting to Rs. 20, 427,900/- was waived off as per a cabinet 
decision for the Joint Venture. Although the Joint Venture Agreement is no longer in force, the company has not 
made appropriate adjustments in the accounts in respect of the said government land & buildings.   

The Registered Office of the Company is located at  No. 45,  Nawala  Road,  Narahenpita, Colombo 05.and the 
principal place of business is also at the same place. Major factories of the company are situated at  Narahenpita, 
Ambewela, and Digana. and Polonnaruwa. 

1.2    Principal Activities and Nature of Operations      
During the  year,  the  principal  activities  of  the  Company  were  collecting,  processing, packing, distributing 
and dealing in milk products.       

          
1.3    Number of Employees        

 The number of employees at the end of the year was 1,523 (31.03.2009-1,490)     
        

2.     SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES      
          

2.1     General Policies        
          

2.1.1  Basis of Preparation       
  The Balance Sheet, Statements of Income, Changes in Equity and Cash Flows, together with Accounting Policies    

and Notes, ("financial statements") of the Company as at March 31, 2010. and for the year then ended, comply in 
all material respects with the applicable Sri Lanka Accounting Standards.      

          
    These financial statements presented in Sri Lanka Rupees have been prepared on a historical cost basis.   

2.1.2  Comparative Information       
 The accounting policies have been consistently applied by the Company and are consistent with that at previous    

        .raey
   
  Prior year figures and phrases have been rearranged wherever necessary to conform to the current year 

presentation. 

2.1.3  Foreign Currency Translation       
All foreign exchange transactions are converted  to  Sri  Lanka  Rupee,  which  is  the reporting currency, at the  
rates of exchange prevailing at  the  time  the  transactions were effected. Monetary assets and liabilities  
denominated in foreign currencies are translated to Sri Lanka Rupee equivalents using year-end spot foreign 
exchange rates. Non - monetary assets and liabilities are translated using exchange rates that existed. When the  
values were determined. The resulting gains and losses are accounted for in the Income Statement. 

   

NOTES TO THE FINANCIAL STATEMENTS
FOR YEAR ENDED MARCH 31, 2010 ( Cont . , ]



2.1.4         Taxation 
     

 (a)  Current Taxes      
Pursuant to Section 16 of Inland Revenue Act No 10 of 2006 the profits of the company are exempt from 
Income Tax for the period of 5 years from April 1, 2006. 

   
(b)  Deferred Taxation 

Deferred taxation is provided on the liability method.  The  tax  effect  of  all  timing differences which occur 
where items are allowed for income tax purposes in a period different from that when they are recognized in  
financial  statements  is  included in the provision at current rates of taxation.    

      
Deferred tax assets  are  recognized  for  all  deductible  timing  differences  and carry-forward of unused tax 
losses, to the extent that it is probable that taxable profit will be available against which the  deductible  
timing  differences  and  carry-forward  of unused tax losses can  be  utilised.  The  carrying  amount  of  
deferred  tax  asset  is reviewed at each Balance Sheet date  and  reduced  by  the  extent  that  is  no  longer 
probable that sufficient taxable profit will be available  to  allow  all  or  part  of  the deferred tax asset to be 
utilized. 

      
However, no provision is made in these financial statements for Deferred Taxation in view of the tax 
exemption period enjoyed by the Company. 

2.2          Valuation of Assets and their Measurement Bases 

2.2.1          Inventories       
Inventories are valued at the  lower  of  cost  and  net  realizable  value,  after  making  due allowances for 
obsolete and slow  moving  items.  Net  realizable  value  is  price  at  which inventories can be  sold  in  the  
ordinary  course  of  business  less  the  estimated  cost of completion and the estimated cost necessary to 
make the sale.       

 The cost incurred in bringing inventories to its present location and conditions are accounted using the 
following cost formulae:-    

  Materials - At cost    
  Finished Goods - Digana Milk Factory, Colombo Milk Factory - At cost  
   - Ambewela - At cost 
   - Cattle feed - At cost (Cost is ascertained on weighted average basis)  
   Work-In-Progress  - At cost of input materials   
   Other Stocks    - (eg. Consumable& Spares) - At actual cost (on weighted average) Goods in Transit - At  
   Cost 
   
2.2.2          Trade and Other Receivables       

 Trade Receivables are stated at the amounts they are estimated to realize net of provisions for bad and 
doubtful receivables.  Other receivables are recognised at cost less provision for bad and doubtful debts 

2.2.3          Cash and Cash Equivalents       
 Cash and Cash Equivalents are defined as cash  on  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 on 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.   
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NOTES TO THE FINANCIAL STATEMENTS
FOR YEAR ENDED MARCH 31, 2010 ( Cont . , ]

   

2.2.4  Property, Plant and Equipment 

 (a) Cost      
Property, Plant and Equipment is recorded at cost less accumulated depreciation. As per the agreement described in Note 1.1 to 
these  financial  statements,  Property, Plant and Equipment owned and used by the Milk  Industries  of  Lanka  Company  
Limited  should have been  transferred  to  the Company at values assigned based on a valuation performed by the Chief 
Government  Valuer.      

However, in the absence of such  values,  as  instructed  by  the  Public  Enterprises Reform Commission of Sri Lanka (PERC) 
through their letter dated August 8, 2000, Property, Plant and Equipment existed in the books of Milk  Industries  of  Lanka  
Company  Limited  as at February 3, 1998 were transferred to the Company at their Book Values.    

      
No physical verification of these Property, Plant and Equipment was performed on the day of handing over of these assets to 
the Company. Land and Building other than the addition made by Milk Industries of Lanka Company Limited is not accounted 
under Property, Plant and Equipment. 

     
           (b) Restoration Costs      

Expenditure incurred on repairs or maintenance of Property, Plant and Equipment in order to restore or maintain the future 
economic benefits expected from originally assessed standard of performance, is recognized as an expense when incurred. 

    (c) Depreciation 
The provision for depreciation is calculated by using straight  line  method  on  the cost of all Property, Plant and  Equipment
other  than  Freehold  Land.  in order to write off   such   amounts   following   estimated useful lives are used. 

        
   sraeY 02 revO  sgnidliuB  

 Plant and Machinery  Over 06 to 10 Years   
 Furniture and Fittings  Over 03 to 05 Years   
 Laboratory Equipment  Over 03 to 05 Years   
 Motor Vehicles  Over 02 to 04 Years   
 Tools and Equipment  Over 03 to 10 Years   
 Office Equipment  Over 2.5 to 05 Years   
 Bottles and Crates  Over 04 Years   
 Computers  Over 02 to 04 Years   
 Bottle Coolers  Over 2.5 to 04 Years  

  sraeY 30 revO  erawtfoS 
   sraeY 50 revO  snaC kliM

2.2.5  Leases 
     

Finance Leases      
Property, Plant and Equipment on finance leases, which  effectively  transfer  to the Company substantially all of the risk  and
benefits  incidental  to  ownership of the leased item are capitalised at their cash price and disclosed  as  Property,  Plant  and 
Equipment and depreciated over  the  period  the  company  is  expected  to  benefit   from the use of the leased assets. 

     
The corresponding principal amount payable to the  lessor is  shown  as  a  liability. 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. The interest payable over the  period  of  the  lease is  transferred  to an Interest   in   Suspense   Account.  The   
interest   element  of  the  rental  obligations applicable to each financial year is charged to the income statements over the
period of the lease using actuarial method.    

2.3  Liabilities and Provisions 
        

2.3.1 Retirement Benefit Obligations       
         

(a)  Defined Benefit Plan - Gratuity       
The liability recognized in the balance sheet is the present value of the defined benefit obligation at the balance 
sheet date using the projected unit credit method.  

However, according to the payment of Gratuity Act, No. 12 of 1983, the liability arises only on the completion of 
5 years of continued service. 

The Gratuity liability is not externally funded. This item is grouped under non current liabilities in the Balance 
Sheet.



(b) Defined Contribution Plans - Employees' Provident Fund and Employees' Trust Fund    
Employees are eligible for Employees' Provident Fund Contribution and Employees' Trust Fund Contributions in 
line with the respective statutes and regulations. The company   contributes   12%   and   03%   of   gross 
emoluments of employees to Employees' Provident Fund and Employees' Trust Fund respectively.   

        
2.4 Grants and Subsidies 

       
Grants and Subsidies are recognised at their fair value where there is reasonable assurance that the grant/subsidy 
will be received and all attaching conditions, if any, will be complied with. When the grant or subsidy relates to an  
expense  item  it  is  recognised  as  income over  the   periods   necessary  to  match  them  to  the  costs  to  which  
it  is  intended  to compensate on a systematic basis.       

         
Grants and Subsidies related to assets, including non-monetary grants at fair value are deferred in the Balance 
Sheet and credited to the income Statement over the useful life of the asset.    

2.5 Income Statement 
         

2.5.1 Revenue Recognition 
      

Revenue is recognized to the extent that it  is  probable  that  the  economic  benefits will flow to the Company and 
the revenue  and  associated  costs  incurred  or  to  be incurred can be reliably  measured.  Revenue  is  measured  
at  the  fair  value  of  the consideration  received  or  receivable  net  of  trade  discounts  and  sales  taxes.  The 
following specific criteria are used for the purpose of recognition of revenue.    

        
(a) Sale of Goods       
Revenue from the sale of goods is recognized when the significant risks and rewards of ownership of the goods 
have passed to buyer; with the company retaining neither continuing managerial involvement to the degree usually 
associated with ownership, nor effective control over the goods sold.      

         
(b) Interest       
Interest Income is recognized as the interest accrues.       

(c) Other Income     
Other income is recognized on an accrual basis.      

     
Net Gains and Losses of a revenue nature on the disposal of Property, Plant and Equipment and other non current 
assets including investments have been accounted for in the Income Statement, having deducted from proceeds on 
disposal, the carrying amount of the assets and related selling expenses.    

    
Gain and losses arising from incidental activities to main revenue generating activities and those arising from a 
group  of  similar  transactions  which  are  not  material, are aggregated, reported and presented  on a net basis.

  
2.5.2 Expenditure Recognition 

a)  Expenses are recognized in the Income Statement on the basis of a direct association between the cost incurred 
and the earning of specific items of income. All expenditure incurred in the running of the business and in 
maintaining the Property, Plant and Equipment in a state of efficiency has been charged to income in arriving at 
the profit for the year.   

      
b)  For  the  purpose of  presentation of  Income Statement, the Directors are  of  the opinion  that function of 
expenses method  present  fairly  the elements of the company's performance, and hence such presentation method 
is adopted.      

 c) Transactions with International Dairy Products Limited (IDPL).   
Transactions are based on renewable agreement dated June 17, 1980 covering up to December 31, 2010. The cost 
of milk dispatched to IDPL is recovered based on the “FAT” and “SNF" content. Reimbursable costs were 
recovered at the rate of Rs.1.15 per liter .This agreement was not renewed   after April 10, 2002.  
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 2010

3.5 As per the agreement described in Note 1.1 to these  financial  statements,  Property, Plant and Equipment owned and used by  
the Milk  Industries  of  Lanka  Company  Limited  should have been  transferred  to the Company at values assigned  based on 
a valuation performed by the Chief Government  Valuer.     

       
 However, in the absence of such  values,  as  instructed  by  the  Public  Enterprises  Reform Commission of Sri Lanka (PERC) 

through the letter dated 8th August, 2000, Property, Plant and Equipment existed in the books of Milk Industries of Lanka 
Company Limited as at 3rd February, 1998 were transferred to the company at their Book Values.    
       

3.6 No physical verification of these Property, Plant and Equipment were performed on the day of handing over these assets to the 
company          

      
3.7  During the financial year the company acquired Property, Plant & Equipment for the value of Rs. 172,971,880.00 (2008/2009 

Rs.161,033,171.00 )      
      
3.8 Revaluation      
 Milco (pvt) Ltd has revalued its Assets except Buildings, Bottles & Crates, Computer Software, Milk Cans, on April 1, 2008 at 

an aggregate value of Rs 500,409,271.97/- by Mr.S.N.Wijepala  Chartered Valuation surveyor (Dip.in Valuation-CTC, B.SC.-
Estate Management, M.SC- Urban Land Appraisal) The resultant Surplus on valuation of Rs.336,454,462/ had been crediting 
to revaluation reserve account. Since the revaluation has been accounted in 31 March 2009 there is a impact on the depreciaton 
charge for the year.     
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5.1.1 This is the net current liability transferred from Milk Industries of Lanka Company Limited   to the Company. As per the agree-
ment referred to in Note1.1 to these financial  statements, this is payable  by the  Government of  Sri Lanka  to the Company. 
        

 Further, as  described by  the  letter  dated  8th  August, 2000,  received  from  Public  Enterprises Reform Commission, the 
Board of Directors of  the  Company  has  decided  to  account  for  any additional liabilities resulted from the liabilities 
prevailed as  at 3rd  February, 1998  as  receivable from the Government of Sri Lanka.     
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NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED MARCH 31, 2010

24.1 Contingencies       
 Certain employees and past employees  have  filed  cases  in  the  Labour  Tribunal  against  the Company claiming back - 

wages, re-instatement etc., for arbitration  and  also  fundamental rights cases against the Company.    
   

 Since a reasonable estimate of the amount of the resulting loss cannot be made and the outcome is  unknown,   a   provision  
has  not  been  made  in  these  accounts  in  respect  of  the  above contingencies.      
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FINANCIAL HIGHLIGHTS

2009/2010 2008/2009 2007/2008 2006/2007 2005/2006

OPERATION RESULTS

Turnover (Net) Rs. 000'      250,390,4     470,242,4     254,832,3     574,027,2      509,932,2

Gross Profit Rs. 000'         094,796        893,137        302,254        305,652         961,372

Profit before tax Rs. 000'         527,833        737,153        473,901          388,02           688,59

Income tax Expenses Rs. 000'

Profit After Tax Rs. 000'         057,003        651,233        762,401          864,81           697,88

BALANCE SHEET

Statet Capital Rs. 000'         454,913        005,603        005,603        005,603         005,603

Accoumulated Profit Rs. 000'      780,801,1        996,638        736,624        620,833         506,923

Sinking Fund Rs. 000'        096,1            286,1            266,1             116,1

Reserve for upgrading / replacement of
Plant & Machinery Rs. 000'           000,52          000,52          000,52

Revaluation Reserve Rs. 000'         554,633        554,633

Shareholders fund Rs. 000'      237,777,1     443,605,1        918,957        881,646        617,736

Property Plant & Equipment & Goodwill Rs. 000'         470,275        895,706        140,643        641,213         645,942

Net Current Assets/ Liabilities Rs. 000'      893,254,1     536,411,1        411,776        452,265         796,306

Long term/ Deferred Liabilities Rs. 000'

RATIOS
Earning per share Rs.               18.9            48.01              04.3              06.0               09.2

Total Assets to share holders fund/ times               66.1              57.1              93.2              66.2               55.2

Net Assets per share Rs.             60.65            51.94            98.42            80.12             34.02

Return on share holders equity %             08.61            50.22            76.31              68.2             81.41

Gross Profit Ratio %             40.71            42.71            69.31              34.9             02.21

Net Profit Ratio %               53.7              38.7              22.3              86.0               69.3

Current Assets Ratio/ Times               45.2              22.2              48.1              66.1               18.1

Quick Assets Ratio (Times)               89.1              48.1              54.1              13.1               25.1


