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LISTAN SPINNING MILLS LIMITED

PORATE VISION / MISSION STATEMENT

VISION

We aim at transforming GSML into a complete Textile unit to further
explore international market of very high value products.Qur emgphasis would
be on product and market diversification,value addition and cost effectiveness
. We intend to fully equip the Company to acquire pioneering role in
the economic development of the Country.

Mission

¥

The Conpany should secure and provide a rewarding return on
investment to its shareholders and investors , quality product to its customers,
a secured and environment friendly place of work to its employees and parent
itself as a reliable partner to all business associates.




GULISTAN SPINNING MILLS LIMITED

NOTICE OF ANNUAL GENERAL MEETING

Notice |s hereby given that Annual General Meeting of Gulistan Spinning Mills
Limited (the “Company”) will be held at 2" Floor Finlay House. L.I. Chundrigar
Road, Karachi on Saturday 27" October, 2018 at 11:30 a.m, to transact the
followinpg business:

1. To confirm the minutes of the last Annual General Meeting of the Company.

2. [To receive, consider and adopt the audited financial statements of the
Company for the financial year ended on June 30, 2018 together with
Directors’ and Auditors’ Reports thereon.

3. [To appoint auditors of the company for the next financial year 2018-2019 and
fix their remuneration. The retiring Auditors M/s Baker Tilly Mehmood Idress
Qamar, Chartered Accountants, being eligible, have offered themselves for

reappointment as Auditors of the company.
4. |To transact any other business with the permission of the Chaima f\)\‘

{fl/ the Board

Muhamm&ipIirhaid Akhtar
Lahore Company Secretary
October 06, 2018

NOTES:

1- | The share transfer books of the company will remain closed and no transfer of
shares will be accepted for registration from 20" October, 2018 to 27"
October, 2018 (both days inclusive).

2- | A member entitled to attend and vote at the general meeting may appoint any
other member as proxy in writing to attend the meeting and vote on his/her
behalf. Duly completed form(s) of proxy must be deposited with the Company
at the Registered Office of the Company not later than 48 hours before the
time fixed for the meeting.

3.1 CDC Account Holders are requested to bring with them their CNIC along with
participant 1.D &their account number at the time of meeting in order to
facilitate identification, Tn case of corporate entity, a certified BOD resolution/
valid power of attorney with specimen signature of the nominee be produced
at the time of meeting.

4-| Members are requested to notify immediately changes of their addresses (if
any) to our Shares Registrar M/s Hameed Majeed Associates (Pvt) Limited,
Karachi Chamber, Hasrat Mohani Road, Karachi.
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i GULISTAN SPINNING MILLS LIMITED

iDirector’s Report to Shareholders

The Directors of your Company are pleased to place their report together with the Auditor’s Report
and audited Financial Statements of the Company for the year ended June 30, 2018 at the Annual
‘General Meeting of Company.

Overview

The year under review has also been proved difficult period. Severe energy crises coupled with on-
going financial impediments have obstructed the utilization of production capacities. The root cause
for this underutilization had been non-availability of working capital facilities which were blocked by
the banks/financial institutions unilaterally, and resultantly the Company could not efficiently
purchase sufficient raw material to run the installed capacities at optimum level. This hindered the
Company’s plan to achieve the desired production targets which badly affected our sales turnover as
well as profitability of the Company. In spite of the ongoing adverse eventualities the Management is
making all possible efforts to keeps the Mills operational.

The debt amortization profile, higher interest cost and associated liquidity problems have forced the
Company to initiate restructuring of its debt obligations subject to reconciliation of financial
obligations to ensure continued timely discharge of its commitments to its lenders. The Company has
initiated the debt restructuring process with the help of the key lending financial institutions. In this
regard leading law firm has been appointed as transaction lawyer and restructuring plan/terms are in
process of finalization and majority of banks/financial institutions have agreed in principle to the
restructuring process. Once achieved it would improve the company’s financial health and liquidity of
the Company.

The Management is conscious of the issues that are affecting our operations and are committed to
plans to turn Company into profitable entity by implementing the restructuring process for better
financial position, strengthening our operations through proficient acumen, improving manufacturing
processes and offering better service to our customers.

Operating & Financial Performance

Operating indicators 2018 2017
(Rupees) (Rupees)

Sales - 11,700,000/~
Cost of goods sold (43,905,441)/- (55,070,749)/-
Financial cost (130,833)/- (4,493,413)/-
Pre tax Loss (43,150,938)/- (49,051,322)/-
Provision for taxation 10,565,379/- 16,277,777/-
Loss after taxation (32,585,559)/- (32,773,545)/-

Future Outlook

The Company’s Management in order to offset the effect of increased power cost and Rupee
devaluation is trying hard to utilize the production capacity to its optimum level.

The high cost of production resulting from higher cotton prices, rising energy costs, increasing prices
of imported inputs due to depreciation of Pakistani rupee, double digit inflation, and prolonged power
cuts are posing serious threats to textile sector. On these fronts the situation is expected to remain
volatile in the future.

Going forward, the Company is focusing on strategy to consolidate its customer base, rationalize
production volume and achieve pricing targets to increase profitability. Bottle neck in achieving these
miles stones was non-availability of working capital lines. This impediment is expected to be over in

I e S o e



near future as the restructuring process is expected to be completed soon and this would result in better
utilization of production capacities. Once the ongoing reconciliation & restructuring process is
completed, we would be in better position to embark upon timely better priced procurement of the
required raw materials. To increase profitability and improve performance, wide ranging and
significant measures are being implemented by the Company focusing on cost reduction and increase
in margins.

Subsequent to the restructuring and other proposed measures mentioned above, the Management of the
Company envisaged for the continuing operations of the Company. With positive impact on finance
costs, reduced costs, more effective management of resources and raw material procurement, the
Company is expected to operate profitably, subject to impact, if any, of uncontrollable external
circumstances including power crises and global market conditions.

Auditors’ Observations

Auditors’ Observation regarding going concern, the Management has approached the banks/financial
institutions for speed up the process of negotiations and finalization of financial restructuring of its
debts and is confident that outcome will be positive. It is worth noting that restructuring process is at
final stage and in this respect majority of the banks/financial institutions have agreed in principle to it.
A Scheme of Arrangement by the Creditors is in process of finalization with the banks which 1s being
drafted by the Transaction Lawyer and after its approval from Honourable Sindh High Court, a
syndicated restructuring agreement is proposed to be executed between the Company and respective
banks. According to restructuring terms all ongoing litigations by or against the Company will be
withdrawn by the respective parties.

The Management is making utmost efforts to recover from the present financial crises and has made
its best and maximum possible efforts to come out from the prevailing crisis. Reluctantly, the
Management has to retrench most of their manpower strength and has taken steps towards resource
conservations, effective utilizations of natural resources and raw materials. The Management therefore
is of the view that after restructuring of debts going concern observation will be resolved.

Due to pending litigation in the High Court against the Company for recovery of amount, the
Company has not provided accrued mark-up in these accounts. Consequently banks/financial
institutions have not confirmed the amounts which are already disputed by the Company.

The Company is very hopeful that with reconciliation of amounts, release of security in post re-
profiling scenario, the financial health of the Company will be improved which will enable the
Company to purchase cost effective timely raw material, manage the resources properly, combat the
pressures of local and global market and tackle with energy crises.

Corporate Governance

The Company has been complying with the rules & regulations of Securities and Exchange
Commission of Pakistan and has implemented better internal control policies with more rigorous
checks and balances.

Board meetings and attendance

Four (4) meetings of the Board of Directors were held and attendance thereof by each director is as
follows:

Name of Director No of meeting attended
Mr. Sohail Magsood 4
Mr. Iftikhar Ali 3
Mr.Magsood ul Haq 0
Mr.Muhammad Yousaf 3
Mr. Akhtar Aziz 1

Mr. Abid Sattar
Mr.Muhammad Akhtar Mirza
Mr Ashraf Khan

N

The
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Mr. Muhammad Arif 1
Mr Muhammad Asif Akram 0
Leaves of absence were granted to the members who could not attend the meetings.
Audit Committee

The Board of Direciors of the Company in compliance with the Code of Corporate Governance has
established an Audit Commiiiee. Four (4) meetings ol the Audit Committee were held and atendance
thereot by each member is as tollows:

Name of Members No of meeting attended
Mr. Abid Sattar 4
Mr.M Akhtar Mirza 4
Mr.Muhammad Yousal 3
Mr. Akhtar Aziz !

HR & Remuneration Committee

Ihe Board of Directors of the Company in compliance with the Code of Corporate Governance has
also established HR & Remuneration Committee. The names of its members are given in the Company
information.

Internal Audit Function

The Board has implemented a sound and effective internal control system including operational.
financial and compliance controls to carry on the business of the Company in a controlled
cnvironment in an efficient manner to address the Company's basic objectives.

Internal audit findings are reviewed by the Audit Committee, where necessary. action taken on the
basis of recommendations contained in the internal audit reports.

Corporate Governance & Financial Reporting Framework

As required by the code of corporate governance, directors are pleased to report that:

. The financial statements prepared by the Management of the Company present fairly its true
state of affairs, the results of its operations, cash flows and changes in equity.

. Proper books of account of the Company have been maintained.

J Appropriate accounting policies have been consistently applied in preparation of financial
statements and accounting estimates are based on reasonable and prudent judgment.

. International accounting standards. as applicable in Pakistan have been followed in preparation
of financial statements.

. The system of internal control is sound and has been effectively implemented and monitored.

¢ 'The Board is satisfied that there is no concern as regard to going concern under the Code and

as duly explained in note 1.3 of Financial Statements.

. There has been no material departure from the best practices of corporate governance as
detailed in the listing regulations of the stock exchanges.

. Key operating and linancial data for the last six ycars is annexed.

. There are no statutory payments on account of taxes, duties, levies and charges which are
outstanding as on June 30. 2017 except for those disclosed in the financial statements.

. No material changes and commitments affecting the tinancial position of your Company have
occurred between the end of the f{inancial vear to which this Balance Sheet relates and the date
of the Directors® Report, except for those disclosed in the financial statements.

Earnings/(Loss) Per Share

The loss per share of the Company for the period ended June 30, 2018 was Rs. (0.39 ) as compared to
the previous year of Rs. (2.24)

Dividends




Due to circumstances discussed above, the Board of Directors does not recommend dividend for the
year ended on June 30, 2018.

Corporate Social Responsibility

The company is responsible corporate citizen and fully recognizes its responsibility towards
community, emplovees and environment.

Web presence

Annual and periodical financial statements of the Company are also available on the Company website
www.eulshan.com.pk for information of the shareholders and others.

Related Party Transactions

The transactions between the related parties were made at Arm’s Length prices determined in
accordance with the “comparable uncontrolled price method”. The Company has fully complied with
the best practices on transfer pricing as contained in the listing regulations of stock exchanges in
Pakistan.

Trading in Company’s Shares

During the vear under review the trading in shares of the Company by the Directors, Chief Exccutive
Officer. Chiet Financial Officer, Company Sccretary and their spouse and minor children is as
follows:

Name Opening Balance  Purchases Sales Closing Balance
as on 01.07.2017 as on 30.06.2018
NIL NIL NIL NIL

Statement on Value of Staff Retirement Benefit
As on June 30, 2018 deferred liability for gratuity is Rs.511,751/-
Auditors

Messrs Baker Tilly Mchmood Idress Qamar, Chartered Accountants being cligible have offered
themselves for re-appointment. The Audit Committee has also recommended their appointment as
External Auditors of the Company for the next financial year 2018 - 2019.

Pattern of Shareholding

The pattern of shareholding as at June 30, 2018 including the information under the code of corporate
of governance is annexed.

Acknowledgement

Finally, the Board avail this opportunity to thank our valued customers and financial institutions
whose faith and support over the years has fostered a mutually beneficial relationship which played a
pivotal role in improving our products services and contributions to the economy.

The Board also wishes to place on record its appreciation for the employees members of management
team for their efforts, commitment and hard work and to the shareholders for the trust and confidence
reposcd In it.

On behalf of the Roard
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CHIEF EXECUTIVE

Lahore Oct 5. 2018
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Gulistan Spinning Mills Limited

l | I | 1st Floor, Garden Heights, 8-Aibak Block, New Garden Town, Lahore, Pakistan,

UAN: +92-42-111-200-000, Tel: +92-42-35941819-23 Fax: +92-42-35941737-38
E-mail: info@gulistangroup.com.pk, G.N. Comtext: AZIPK0O02

STATEMENT OF COMPLIANCE WITH THE LISTED COMPANIES
(CODE OF CORPORATE GOVERNANCE) REGULATIONS-2017

Year Ended June30, 2018

The company has complied with the requirements of listed Companies (Code of Corporate
Governance) Regulation-2017 (the regulations) in the following manner

|- The total number of directors is seven (including the Chief executive officer). The
composition of the board is as follow.

Category Names
Independent Director Mr.Akhtar Aziz and Muhammad Asif Akram
Executive Directors Mr.Sohail Magsood and Mr.Muhammad Ashraf Khan
Non-Executive Directors Mr. Muhammad Arif, Mr. Muhammad Akhtar Mirza,Mr.Abid
Sattar, Mr.Muhammad Asif Akram and Mr. Akhtar Aziz

l. The directors have confirmed that none of them is serving as a director in more than five
' (5) listed companies, including this Company. -

2. All resident directors are registered as taxpayers expect three (under process of
registration) and none of them has defaulted in payment of any loan to-a banking
company, a DFI or an NBFI or, being a member of a stock exchange, has been declared
as a defaulter by that stock exchange.

3. Casual vacancies occurring in the Board during the period under review were filled statutory
period given in the code.

4. The company has prepared a “Code of Conduct” and has ensured that appropriate steps have
been taken to disseminate it throughout the company along with its supporting policies and
procedures.

5. The Board has developed a Vision/Mission statement, overall corporate strategy and
significant policies of the Company. A complete record of particulars of significant
policies along with the dates on which they were approved or amended has been
maintained.

6. All the powers of the Board have been duly exercised and decisions on material
transactions including appointment and determination of remuneration and term and
conditions of employment of the chief executive officer and executive and non-executive
directors have been taken by the Board.

7. The meetings of the Board were presided over by the Chairman and, in his absence, by a
director elected by the Board for this purpose and the Board met at least once in every
quarter. Written notices of the Board meetings, along with agenda and working papers,
were circulated at least seven days before the meetings. The minutes of the meetings were
appropriately recorded and circulated.

8. The Board has approved appointment of Chief Financial Officer, Company Secretary and
Head of Internal Audit, including their remuneration and terms and conditions of
employment. '

9. The directors’ report for this year has been prepared in compliance with the requirements of the
CCG and fully describes the salient matters required to be disclosed.




Gulistan Spinning Mills Limited

1st Floor, Garden Heights, 8-Aibak Block, New Garden Town, Lahore, Pakistan.
UAN: +92-42-111-200-000, Tel; +92-42-35941819-23 Fax: 492-42-35941737-38
E-mail: info@gulistangroup.com.pk, G.N. Comtext: A21PK002

10. The financial statements of the company were duly endorsed by CEO and CFO before approval
of the board.

| [. The Board has formed committees, comprising of members are given below.

.

20.

A) Audit Committee

Mr.Akhtar Aziz Chairman
Mr.Muhammad Akhtar Mirza Member
Mr.Abid Sattar Member

B) HR & Remueration Committee

Mr.Muhammad Asif Akram Chairman
Mr.Abid Sattar Member
Mr.Muhammad Akhtar Mirza Member

. The term of reference of aforesaid committees have been formed, documented and advised

to the committees for compliance.

. The frequency of the meetings (quarterly / half yearly / annually) ere as per following.

a)Audit Committee Four Meeting were held during the financial year
with at least one meeting in each quarter.

b) HR & Remuneration Committee Four Meeting were held during the financial year.

. The meetings of the audit committee were held at least once every quarter prior to approval

of interim and final results of the company and as required by the CCG. The terms of
reference of the committee have been formed and advised to the committee for compliance.

The board has formed an HR and Remuneration Committee. At present it comprises of
three board members of whom two are non-executive directors and chairman of the
committee is a non-executive director.

. The Company will appoint female director as per CCG regulation-2017 within the due

course of time.

. The board has set up an effective internal audit function.

The statutory auditors of the company have confirmed that they have been given a
satisfactory rating under the quality control review program of the ICAP, that they or any of
the partners of the firm, their spouses and minor children do not hold shares of the company
and that the firm and all its partners are in compliance with International Federation of
Accountants (IFAC) guidelines on code of ethics as adopted by the ICAP.

. The statutory auditors or the persons associated with them have not been appointed to

provide other services except in accordance with the listing regulations and the auditors
have confirmed that they have observed IFAC guidelines in this regard.

We confirm that all other requirements of the regulations-2017 have been complied with

On behalf of the board of Directors

<da. A .M
Lahore: October 05, 2018 h@%é\aﬁ%&adsood)

Chief Executive




BTLHR/AA/GTSM-69/2018/12

INDEPENDENT AUDITOR’S REVIEW REPORT TO THE MEMBER OF GULISTAN SPINNING
MILLS LIMITED
Review Report on the Statement of Compliance contained in Listed Companies (Code of Corporate
Governance) Regulations, 2017

We have reviewed the enclosed Statement of Compliance with the Listed Companies (Code of Corporate
Governance) Regulations, 2017, (“the Regulations”) prepared by the Board of Directors of Gulistan Spinning Mills
Limited for the year ended June 30, 2018 in accordance with the requirements of regulation 40 of the Regulations.

The responsibility for compliance with the Regulations is that of the Board of Directors of the Company. Our
responsibility is to review whether the Statement of Compliance reflects the status of the Company’s compliance
with the provisions of the Regulations and report if it does not and to highlight any non-compliance with the
requirements of the Regulations. A review is limited primarily to inquiries of the Company’s personnel and review
of various documents prepared by the Company to comply with the Regulations.

As a part of our audit of the financial statements we are required to obtain an understanding of the accounting and
“internal control systems sufficient to plan the auditand develop an effective audit approach. We are not required to
consider whether the Board of Directors’ statement on internal control covers all risks and controls or to form an
opinion on the effectiveness of such internal controls, the Company’s corporate governance procedures and risks.

The Regulations require the Company to place before the Audit Committee, and upon recommendation of
the Audit Committee, place before the Board of Directors for their review and approval, its related party transactions
and also ensure compliance with the requirements of section 208 of the Companies Act, 2017. We are only
required and have ensured compliance of this requirement to the extent of the approval of the related party
transactions by the Board of Directors upon recommendation of the Audit Committee. We have not carried out
procedures to assess and determine the Company’s process for identification of related parties and that whether
the related party transactions were undertaken at arm’s length price or not.

Following instances of non-compliance with the requirement(s) of the Regulations were observed which are not
stated in the Statement of Compliance:

1. The Company has not appointed any female director on its board.

2. The Company has appointed only one independent director.

3. During the year, no orientation courses were arranged for its directors to apprise them of their duties and
responsibilities. The board has ensured arrangement of orientation courses for its directors by the end of
June 30, 2019.

4. Nomination committee and risk management committee are not formed by the board.

5. The Company has not prepared, circulated and filed quarterly unaudited financial statements and half
yearly financial statements subject to a limited scope review as required by clauses (xviii and xix) of the
Code.

Based on our review, except for the above instance(s) of non-compliance, nothing has come to our attention which
causes us to believe that the Statement of Compliance does not appropriately’ reflect the Company's compliance,
in all material respects, with the Regulations as applicable to the Company for the year ended June 30, 2018.

BAKER TILLY MEHMOOD IDREES QAMAR, Lahore
Chartered Accountants Date: October 05, 2018

Name of Engagement Partner: Bilal Ahmed Khan




BTLHR/AA/GTSM-69/2018/11
INDEPENDENT AUDITOR’S REPORT

To the members of Gulistan Spinning Mills Limited
Report on the Audit of the Financial Statements

Opinion

We have audited the annexed financial statements of Gulistan Spinning Mills Limited (the
Company), which comprise the statement of financial position as at June 30, 2018, and the statement
of profit or loss and other comprehensive income, the statement of changes in equity, the statement
of cash flows for the year then ended, and notes to the financial statements, including a summary of
significant accounting policies and other explanatory information, and we state that we have
obtained all the information and explanations which, to the best of our knowledge and belief, were
necessary for the purposes of the audit.

In our opinion and to the best of our information and according to the explanations given to us,
because of the significance of the matters discussed in basis for adverse opinion paragraph, the
statement of financial position, statement of profit or loss and other comprehensive income, the
statement of changes in equity and the statement of cash flows together with the notes forming part
thereof do not conform with the accounting and reporting standards as applicable in Pakistan and
do not give the information required by the Companies Act, 2017 (XIX of 2017), in the manner 50
required and respectively do not give a true and fair view of the state of the Company's affairs as at
June 30, 2018, and of the loss and other comprehensive loss, the changes in equity and its cash flows
for the year then ended.

Basis for Adverse Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs) as
applicable in Pakistan. Our responsibilities under those standards are further described in the
Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We are
independent of the Company in accordance with the International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants as adopted by the Institute of Chartered
Accountants of Pakistan (the Code) and we have fulfilled our other ethical responsibilities in
accordance with the Code. We believe that the audit evidence that we have obtained is sufficient
and appropriate to provide a basis for our adverse opinion.

a) as described in note 123 to the financial statements, the financial statements have been prepared
on going concern basis. The Company has accumulated loss of Rs. 1,689.53 million as at June 30,
2018, shareholder’s equity is negative by Rs. 1,169.97 million and as of that date the Company’s
current liabilities exceed its current assets by Rs. 1,805.19 million. The Company has closed its
operations due to working capital constraints indicating facing financial problems. Further,
various banks and financial institutions have filed recovery suits against the Company as
detailed in note 29.1 to the financial statements and the ultimate outcome of these suits cannot
presently be determined because these matters are pending before various courts. These events
indicate a material uncertainty that may cast significant doubt on the Company’s ability to
continue as a going concern and therefore the Company may be unable to realize its assets and
discharge its liabilities in the normal course of business. The financial statements and notes
thereto do not disclose this fact. The management of the Company also did not provide us its
assessment of going concern assumption used in the preparation of the financial statements and
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the future projections indicating the economic viability of the Company. In our opinion, the
going concern assumption used in the preparation of these financial statements is inappropriate.

b) Certain litigations have been filed by / against the Company as disclosed in note 29.1 to these
financial statements. Management and the legal counsels of the Company in their respective
direct response to our confirmation requests have not provided us their assessment of the
potential outcome of these litigations. Accordingly, the Company has not provided for the
outcome of these litigations. The mark-up / interest on long-term finances, lease finances and
short-term borrowings to the extent aggregating Rs. 943.25 million, including balance of Rs.
122,85 million for the current year, has not been accrued in these financial statements, thereby
increasing shareholders’ equity and current liabilities by Rs. 943.25 million, and reducing loss
for the current year by Rs. 122.855 million as fully detailed in note 25.1 to the financial

. statements.

¢) we have not received year end confirmations from banks and financial institutions in respect of

bank balances aggregating Rs. 6.104 million (note 16.1) and short-term borrowings aggregating

| Rs. 1,144.495 million (note 26.4). No confirmations have been received in respect of lease

deposits (note 8), long-term finances from banking companies (note 21 and 27), liabilities against

assets subject to finance lease (note 22 and 27), payable against overdue letter of credit (note

24.2), and accrued mark-up / interest (note 25 and 14). Further, year-end bank statements from

various banks and financial institutions in respect of bank balances and short-term borrowings
were also not available.

d) as discussed in note 6 and 19 to the accompanying financial statements, frechold and leasehold
land, buildings on freehold and leasehold land, plant and machinery, electric installation and
mills equipment are carried at revaluation model. The Company has not carried out revaluation
exercise of the said items of property, plant and equipment. Accordingly, we remained unable
to ascertain whether the carrying value of the items of property, plant and equipment and
related surplus on revaluation of property, plant and equipment and disclosures thereof, is
sufficient in the financial statements. _

€) Stock-in-trade aggregating Rs. 52.379 million has not been verified; and

Key Audit Matter(s)

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the financial statements of the current period. These matters were addressed in the
context of our audit of the financial statements as a whole, forming our opinion thereon, and we do
not provide a separate opinion on these matters. In addition to the matters described in the basis for
Adverse Opinion section, we have determined the following matters to be the key audit matters to
be communicated in our report.

Key audit matter How the matter was addressed in our audit.

1. Valuation of trade debts Our audit procedure to assess the valuation
of trade debts amongst others, include the
Refer to note 11 to the financial statements and following;

accounting policy in note 515 to the financial
statements. — Obtaining an understanding of the
management’s basis for the
determination of the provision required
at the year end and the receivables
collection process.

The company has significant balance of trade debts.
Provision against doubtful trade debts is based on
management  judgment to  determine the
appropriate level of provision against balances




which may not ultimately be recovered.

We identified recoverability of trade debts as a key
audit matter as it involves significant management
judgment in determining the recoverable amount of
trade debts.

- On sample basis, closing balances
confirmed by  circularization  of
confirmation and  compared the
responses received with balances as per
clients’ record.

— For a sample trade debts, tested the
adequacy of the provision for the
doubtful debts recorded against the trade
debts while taking into account the
ageing of receivables at year end and
cash receivable after year end as well as
assessing the judgment made by the
management in relation to the credit
worthiness of the debtors.

— Testing the accuracy of the data on
sample basis extracted from the
Company accounting systems which is
used to calculate the ageing of trade
receivables; and

— Assessing the historical accuracy of
provisions for doubtful debts recorded
by examining the utilization or release of
previously recorded provisions.

2. Change in accounting policy as a result of
changes in the Companies Act, 2017.

As referred to in note 5.1 to the accompanying
financial statements, the Companies Act, 2017 (the
Act) became applicable for the first time for the
preparation of the Company’s annual financial
statements for the year ended June 30, 2018.

Due to the above, the Company has changed its
accounting policy to account for surplus on
revaluation of plant and machinery (refer note 6)
with retrospective effect. Previously, surplus on
revaluation was presented in the financial
statements below the equity and change in surplus
was taken directly to equity. Due to change in
accounting policy, surplus on revaluation will be
part of the equity and revaluation changes will be
taken through other comprehensive income.

The impact of said change in accounting policy has
been disclosed in note 5.1 to the accompanying
financial statements. ;

Our audit procedures include the following:

—  We assessed the procedures applied by
the management for identification of
changes required in the financial
statements due to the application of the
Act. We considered the adequacy and
appropriateness of the additional
disclosures and changes to the previous
disclosures  based on the new
requirements;

— Re-performed the calculations based on
the working and valuation reports of the
respective year to ensure that values of
plant and machinery, and surplus on
revaluation of plant and machinery have
been properly restated in the financial
statements; and




We have considered the above as a key audit matter
due to the significant amount of surplus on
revaluation of plant and machinery, requirements to
apply changes retrospectively in compliance with
IAS 8 - Accounting Policies and Changes in
Accounting Estimates and Errors, and involvement
of expert for valuation of plant and machinery by
management.

— In respect of the change in accounting
policy for  the accounting  and
presentation of revaluation surplus as
referred to in note 5.1, 6 and 19 to the
accompanying financial statements; we
assessed the accounting implications and
disclosures in the financial statements in
accordance  with  the  applicable
accounting and reporting standards.

3. Current and deferred tax

As discussed in note 5.10, 23 and 36 to the
accompanying financial statements, the Company
has recorded reversal of temporary difference that
resulted in reduction of tax expense amounting to
Rs. 10.565 million.

We considered the above matters to be a key audit
matter due to the judgments and estimates inherent
in the calculation of tax expense.

Our audit procedures included the
followings:

— Developed an understanding  of
management process for calculating tax
expense;

_  Assessed the extent to which provisions
are supported by underlying
circumstances and determined that they
are being made on basis consistent with
previous years; '

_ Assessed the appropriateness  of
provisions recorded in the financial
statements by using our specialists tax
knowledge and reviewing the latest tax
returns filed by the Company;

— Critically analyzed and challenged the
assumptions used by the management in
calculating tax expense; and

— Ensured that the tax calculated is in
accordance with the requirements of IAS
12 and the Income Tax Ordinance, 2001.

4. Preparation of financial statements under the
Companies Act, 2017

The Companies Act, 2017 (the Act) became
applicable for the first time for the preparation of
the Company’s annual financial statements for the
year ended June 30, 2018.

The Act forms an integral part of the statutory
financial reporting framework as applicable to the
Company and amongst others, prescribe the nature
and contents of disclosures in relation to various
elements of the financial statements.

Our procedures included, but were not
limited to:

_  We assessed the procedures applied by
the management for identification of the
changes required in the financial
statements due to the application of the
Act.

_ We considered the adequacy and
appropriateness  of  the additional
disclosures and changes to the previous
disclosures based on the new
requirements.




In case of the Company, specific additional | — We verified on test basis the supporting
disclosures and changes to the existing disclosures evidences for the additional disclosures
have been included in the financial statements. and ensured appropriateness of the

3 disclosures made.
The above changes and enhancements in the

financial statements or considered Important and
key audit matter because of the volume and
significance of the changes in the financial
statements resulting from the transition to the new
reporting requirements under the Act.

For further information, refer to note 3.1 to the
financial statements.

Information Other than the Financial Statements and Auditors Report Thereon

Management is responsible for the other information. The other information comprises the
information included in the Annual Report, but does not include the financial statements and our
auditors' report thereon.

Our opinion on the financial statements does not cover the other information and we do not express
any form of assurance conclusion thereon.

the financial statements or our knowledge obtained in the audit or otherwise appears to be
materially misstated. If, based on the work we have performed, we conclude that there is a material
misstatement of this other information, we are required to report that fact. We have nothing to
report in this regard.

Responsibilities of Management and Board of Directors for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with the accounting and reporting standards as applicable in Pakistan and requirements
of Companies Act, 2017, and for such internal control as management determines is necessary to
enable the preparation of financial statements that are free from material misstatement, whether
due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Company’s
ability to continue as a going concern, disclosing, as applicable, matters relating to going concern
and using the going concern basis of accounting unless management either intends to liquidate the
Company or to cease operations, or has no realistic alternative but to do so.

Board of directors are responsible for overseeing the Company’s financial reporting process.
Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with ISAs as applicable in Pakistan will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are
considered material if, individually or in the aggregate, they could reasonably be expected to

influence the economic decisions of users taken on the basis of these financial statements.




As part of an audit in accordance with ISAs as applicable in Pakistan, we exercise professional
judgment and maintain professional skepticism throughout the audit. We also:

o Identify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion.
The risk of not detecting a material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the Company’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

« Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt in the Company’s ability to
continue as a going concern. If we conclude that a material uncertainty exists, we are
required to draw attention in our auditor’s report to the related disclosures in the financial
statements or, if such disclosures are inadequate, to modify our opinion. Qur conclusions
are based on the audit evidence obtained up to the date of our auditor’s report. However,
future events or conditions may cause the Company to cease to continue as a going concern.

¢ FBvaluate the overall presentation, structure and content of the financial statements,
including the disclosures, and whether the financial statements represent the underlying
transactions and events in a manner that achieves fair presentation.

We communicate with the board of directors regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify in our audit.

We also provide the board of directors with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable related
safeguards.

From the matters communicated with the board of directors, we determine those matters that were
of most significance in the audit of the financial statements of the current and are therefore the key
audit matters. We describe these matters in our auditor’s report unless law or regulation precludes
public disclosure about the matter or when, in extremely rare circumstances, we determine that a
matter should not be communicated in our report because the adverse consequences of doing so
would reasonable be expected to outweigh the public interest benefits of such communications.

Report on Other Legal and Regulatory Requirements

Based on our audit, we further report that in our opinion:

a) proper books of accounts have been kept by the Company as required by the Companies
Act, 2017;

b) because of the matters described in Basis for Adverse Opinion section, the statement of
financial position, the statement of profit or loss and other comprehensive income, the




statement of changes in equity and the statement of cash flows together with the notes
thereon have not been drawn-up in conformity with the Companies Act, 2017, and
however, the same are in agreement with the books of accounts and returns;

¢) investments made, expenditure incurred and guarantees extended during the year were
for the purpose of the Company’s business; and

d) no zakat was deductible at source under the Zakat and Ushr Ordinance, 1980 (VIII of
1980).

The engagement partner on the audit resulting in this independent auditor’s report is Bilal Ahmed Khan.

BAKER TILLY MEHMOOD IDREES QAMAR, Lahore

Chartered Accountants Date: October 05, 2018




GULISTAN SPINNING MILLS LIMITED
STATEMENT OF FINANCIAL POSITION
AS AT JUNE 30, 2018

2018 2017 2016
Note Rupees Restated Restated
Rupees Rupees
ASSETS
NON-CURRENT ASSETS
Property, plant and equipment 6 844,863,223 869,698,395 896,048,764
Long-term investments 7 19,466,439 17,357,499 15,471,666
Long-term deposits 8 2,061,925 2,061,925 2,780,500
866,391,587 889,117,819 914,300,930
CURRENT ASSETS
Stores, spare parts and loose tools 9 2,550,990 3,401,320 4,535,094
Stock-in-trade 10 52,379,543 70,242,593 93,522,390 -
Trade debts 11 3,548,833 9,396,038 12,075,000
Loans and advances 12 - 104,004 464,126
Trade deposits and short-term prepayments 13 4,386,414 4,516,500 4,813,105
Accrued mark-up / interest 14 349,994 349,994 349,994
Tax refunds due from Government 15 6,607,367 6,607,355 6,606,851
Cash and bank balances 16 6,106,142 6,502,337 6,118,962
75,929,283 101,120,141 128,485,522
TOTAL ASSETS 942,320,870 990,237,960 1,042,786,452
EQUITY AND LIABILITIES
SHARE CAPITAL AND RESERVES
Authorized capital 17 150,000,000 150,000,000 150,000,000
Issued, subscribed and paid-up capital 17 146,410,000 146,410,000 - 146,410,000
Reserves 18 24,983,168 24,983,168 24,983,168
Surplus on revaluation of property, plant
and equipment 19 351,794,393 357,363,998 366,954,801
Accumulated losses (1,693,166,719) (1,669,780,261) (1,646,597,518)
Total equity (1,169,979,158) (1,141,023,095) (1,108,249,549)
Sub-ordinated loan 20 103,000,000 103,000,000 103,000,000
NON-CURRENT LIABILITIES
Long-term finaning 21 - - =
Liabilities against assets subject to
finance lease 22 - - -
Deferred liabilities 23 128,178,268 142,373,142 159,359,780
128,178,268 142,373,142 159,359,780
CURRENT LIABILITIES
Trade and other payables 24 430,220,759 434,978,873 441,178,373
Accrued mark-up / interest 25 39,778,395 39,778,395 35,775,002
Short-term borrowings 26 1,145,119,666 1,145,127,705 1,145,119,665
Current portion of non-current liabilities 27 260,934,641 260,934,641 261,534,122
Provision for taxation 28 5,068,299 5,068,299 5,069,059
1,881,121,760 1,885,887,913 1,888,676,221
CONTINGENCIES AND COMMITMENTS 29 - - -
TOTAL EQUITY AND LIABILITIES 942,320,870 990,237,960 1,042,786,452

The annexed notes from 1 to 47 form an integral part of these financial statements.
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GULISTAN SPINNING MILLS LIMITED

STATEMENT OF PROFIT OR LOSS
FOR THE YEAR ENDED JUNE 30, 2018

Note
Sales - net 30
Cost of sales 31
Gross loss
Administrative expenses 32
Other expenses 33
Loss from operations
Other income 34
Finance cost 35
Loss before taxation
Taxation 36
Loss after taxation
Loss per share - basic and diluted 37

2018 2017
Rupees Rupees

- 11,700,000
(43,905,441) (55,070,748
(43,905,441) (43,370,74%
1,223,604 3,066,214

- 390,124
(1,223,604) (3,456,341}
(45,129,045) (46,827,090
2,108,940 2,269,18l
(130,833) (4,493,413
(43,150,938) (49,051,323
10,565,379 16,277,777%
(32,585,559) (32,773,546
(2.23) (2.24

The annexed notes from 1 to 47 form an integral part of these financial statements,
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GULISTAN SPINNING MILLS LIMITED
STATEMENT OF OTHER COMPREHENSIVE INCOME

FOR THE YEAR ENDED JUNE 30, 2018

2018 2017
Rupees Rupees
Loss after taxation (32,585,559) (32,773,546)
Other comprehensive income = -
Total comprehensive loss for the year (32,585,559) (32,773,546)

The annexed notes from 1 to 47 form an integral part of these financial statements.

P

%;'i-“

Chief Executive Chief Financial Officer

Wq((@//

Director




GULISTAN SPINNING MILLS LIMITED
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2018

2018 2017
Note Rupees Rupees |

CASH FLOWS FROM OPERATING ACTIVITIES
Loss before taxation (43,150,938) (49/051,311
Adjustments for non-cash charges and other items:

Depreciation 24,835,173 26,152,277

Provision for slow moving stores and spares 850,330 1,133,718

NRYV loss on stock-in-trade 17,863,050 23,279,7¢

Finance cost 130,833 4,493,41

Gain on disposal of property, plant and equipment - (3833

Interest accrued (2,108,940) (1,885,838
Cash flows before working capital changes (1,580,492) 3,738,75
Net changes in working capital 38 1,323,169 (3,376,06
Cash (used in) / generated from operations (257,323) 362,69
Finance cost paid (130,832) (490,02
Staff retirement benefits - gratuity paid - (197,11
Income tax paid - (76
Net cash used in operating activities (388,155) (325,19
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of property, plant and equipment - 581,440
Receipt of security deposit = 718,573
Net cash from investing activities - 1,300,014
CASH FLOWS FROM FINANCING ACTIVITIES
Repayment of liabilities against assets subject to finance Jease = (599,481)
Net cash used in financing activities - (599,481
Net (decrease) / increase in cash and cash equivalents

during the year (388,155) 375,335
Cash and cash equivalents at beginning of the year 5,870,374 5,495,039

Cash and cash equivalents at end of the year 40 5,482,219 5,870,374 {

The annexed notes from 1 to 47 form an integral part of these financial statements.
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GULISTAN SPINNING MILLS LIMITED
STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED JUNE 30, 2018

Reserves
7 Un-realized loss Capital
Share Accumulated reserve -
2eS onre- .
capital Sha‘re Y s S losses Revaluation Total
Premium . vailable for sale surplus
513 investment
1,323
‘3\ Rupees I
_ Balance as at June 30, 2016 - as 146,410,000 25,000,000 (16,832)  (1,646,597,518) - (1,475,204,350)
2,277 previusly reported
3,774 Effect of change in accounting policy - - - - 366,954,801 366,954,801
G
2,797 Balance as at July 1, 2016 - restated 146,410,000 25,000,000 (16,832) (1,646,597,518) 366,954,801 (1,108,249,549)
3,413 Surplus on revaluation of property,
3,347) plant and equipment realized
5 833) the year on account of
3—,-75—8— depreciation - net of tax - - - 9,590,803 (9,590,803) =
_, Total comprehensive loss for the year - - - (32,773,546) (32,773,546)
,066)
,692 Balance as at June 30, 2017 - restated 146,410,000 25,000,000 (16,832) (1,669,780,261) 357,363,998 (1,141,023,095)
\/020) Surplus on revaluation of property,
plant and equipment realized
110) :
the year on account of
760) depreciation - net of tax . s s 9,199,100 (9,199,100 =
198) Total comprehensive loss for the year - - - (32,585,559) (32.,585,559)
Balance as at June 30, 2018 146,410,000 25,000,000 (16,832) (1,693,166,719) 348,164,898 (1,173,608,653)
140
75
114 The annexed notes from 1 to 47 form an integral part of these financial statements.
81) 4
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GULISTAN SPINNING MILLS LIMITED
NOTES TO THE FINANCIAL STATEMENTS
FOR THE YEAR ENDED JUNE 30, 2018

! LEGAL STATUS AND OPERATIONS

11 Gulistan Spinning Mills Limited: ("the Company") was incorporated in Pakistan on February &
1987, under the Companies Ordinance, 1984, as a public limited company and is quoted on sof
exchanges at Karachi and Lahore (now Pakistan Stock Exchange Limited). The registered office
the Company is situated at 2nd Floor, Finlay House, L1 Chundrigar Road, Karachi in the proving
of Sindh, Pakistan. The principal business of the Company is to manufacture and sale of yarn. T4
manufacturing unit is located at District Kasur in the Province of Punjab.

1.2 The Board of Directors of the Company in its meeting held on April 05, 2011, approved the scher
of merger by amalgamation of Gulistan Spinning Mills Limited and Gulshan Spinning Mi
Limited into Paramount Spinning Mills Limited along-with the approval of share swap ratiol
relation thereto. The Company on orders of the Honourable Sindh High Court called Exg
Ordinary General Meeting on August 01, 2011 in which the said scheme was approved §
shareholders of the Company. The Company filed an application for withdrawal of merg
petition. The Honourable High Court of Sindh vide order dated December 21, 2017, dismissed
merger petition as withdrawn on the application filed by the Company.

1.3 Going concern assumption

The Company has accumulated losses of Rs. 1,689.53 million as at June 30, 2018, and as at that d
its current liabilities exceed its current assets by Rs. 1,805.19 million. This is mainly due to unds
utilization of capacity because of insufficiency of working capital lines. All the working capif
lines and other finances have been blocked by respective banks and financial institutions due§
litigations with these lenders as detailed in note 29.1.1 to these financial statements. The§
conditions along with other adverse key financial ratios and the pending litigations with i
banking companies and financial institutions render the Company unable to operate i
manufacturing facilities in normal manners. This indicates existence of material uncertainty, whid
may cast significant doubt about the Company's ability to continue as a going concern. Theg

following reasons;

(i) Restructuring/rescheduling of existing debt/ loan facilities availed by the Company
The Company along with its restructuring agent (a leading bank) and a few other lendig

term sheet is still in the process of finalization. Once finalized, it will be signed by all partié
and legal documentation will be executed to restructure outstanding debts of the Company§
Salient features of this indicative term sheet are as follows;

= the existing facilities will be restructured and consolidated into a long
term finance facility and aggregate principal outstanding will be repa
over 8 years. The sponsors will inject equity amounting Rs. 200.00 milliog
within one year of the effective date of debt restructuring through salef
various assets. Balance of the outstanding facility amount will be repaid it
instalments over a period of 8 years on quarterly basis as per the agreed
repayment schedule;

- total accrued and outstanding mark-up due/payable till June 30, 2018, by
the Company to its existing lenders will be repaid starting immediately
after the expiry of 8 years time period of principal repayment on quarteri
basis over a 2 years period (accrued mark-up period); and







