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2.1

a)

b)

c)

Taxation

Net realizable value of inventories is determined with reference to currently prevailing selling prices less estimated

expenditure to make sales.

Statement of compliance

These financial statements have been prepared in accordance with approved accounting standards as applicable in

Pakistan. Approved accounting standards comprise of such International Financial Reporting Standards (IFRS) issued

by the International Accounting Standards Board as are notified under the Companies Ordinance, 1984, provisions of

and directives issued under the Companies Ordinance, 1984. In case requirements differ, the provisions or directives of

the Companies Ordinance, 1984 shall prevail.

Critical accounting estimates and judgments

The preparation of financial statements in conformity with the approved accounting standards requires the use of

certain critical accounting estimates. It also requires the management to exercise its judgment in the process of

applying the Company's accounting policies. Estimates and judgments are continually evaluated and are based on

historical experience and other factors, including expectations of future events that are believed to be reasonable under

the circumstances. The areas where various assumptions and estimates are significant to the Company's financial

statements or where judgments were exercised in application of accounting policies are as follows:

Useful lives, patterns of economic benefits and impairments

Estimates with respect to residual values, and useful lives and pattern of flow of economic benefits are based on the

analysis of the management of the Company. Further, the Company reviews the value of assets for possible

impairment on an annual basis. Any change in the estimates in the future might affect the carrying amount of

respective item of property, plant and equipment, with a corresponding effect on the depreciation charge and

impairment.

In making the estimates for income tax currently payable by the Company, the management takes into account the

current income tax law and the decisions of appellate authorities on certain issues in the past.

Inventories

Accounting convention

These financial statements have been prepared under the historical cost convention, except for property, plant and

equipment and certain financial instruments which are carried at their fair values.

D. M. TEXTILE MILLS LIMITED
NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 30 JUNE 2012

D. M. Textile Mills Limited is a public limited Company incorporated in Pakistan under the Companies Act, 1913 (Now

Companies Ordinance, 1984) and listed on Karachi and Islamabad Stock Exchanges in Pakistan. Its registered office is

situated at Westridge, Rawalpindi. The Company is engaged in the business of manufacturing, sale and trading of

cotton, polyester, viscose and blended yarn.

During year ended 30 June 2012, the Company has sustained a gross loss of Rupees 26.096 million and net loss of

Rupees 70.854 million. As of that date the accumulated loss was of Rupees 210.541 million. Also the current liabilities

of the Company exceeded its current assets by Rupees 426.772 million. These events indicate a material uncertainty

which may cast significant doubt on the Company's ability to continue as a going concern. However these financial

statements have been prepared under going concern assumption as the management is hopeful in negotiation with

banks for restructuring / rescheduling of loans. Management is also trying to avail suppliers' credit to restart the mill.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies applied in the preparation of these financial statements are set out below. These

policies have been consistently applied to all years presented, unless otherwise stated:

Basis of preparation



d)

e)

f)

Provisions for doubtful debts

The Company reviews its receivable against any provision required for any doubtful balances on an ongoing basis. The

provision is made while taking into consideration expected recoveries, if any.

Amendments to published approved standards that are effective in current year and are relevant to the

Company

IFRS 7 (Amendment), „Financial Instruments: Disclosures‟ (effective for annual periods beginning on or after 01

January 2013). The International Accounting Standards Board (IASB) has amended the accounting requirements and

disclosures related to offsetting of financial assets and financial liabilities by issuing amendments to IAS 32 „Financial

Instruments: Presentation‟ and IFRS 7. These amendments are the result of IASB and US Financial Accounting

Standard Board undertaking a joint project to address the differences in their respective accounting standards regarding 

offsetting of financial instruments. The clarifying amendments to IAS 32 are effective for annual periods beginning on or

after 01 January 2014. However, these amendments are not expected to have a material impact on the Company‟s

financial statements.  

IAS 1 (Amendment), „Presentation of Financial Statements‟ (effective for annual periods beginning on or after 01

January 2011). It clarifies that an entity will present an analysis of other comprehensive income for each component of

equity, either in the statement of changes in equity or in the notes to the financial statements. However, this

amendment has no material impact on these financial statements.

Interpretations and amendments to published approved standards that are effective in current year but not

relevant to the Company

There are other new interpretations and amendments to the published approved standards that are mandatory for

accounting periods beginning on or after 01 July 2011 but are considered not to be relevant or do not have any

significant impact on the Company's financial statements and are therefore not detailed in these financial statements.

Standards and amendments to published approved standards that are not yet effective but relevant to the

Company

IFRS 13 „Fair value Measurement‟ (effective for annual periods beginning on or after 01 January 2013). This standard

aims to improve consistency and reduce complexity by providing a precise definition of fair value and a single source of

fair value measurement and disclosure requirements for use across IFRSs. The requirements, which are largely aligned

between IFRSs and US GAAP, do not extend the use of fair value accounting but provide guidance on how it should be

applied where its use is already required or permitted by other standards within IFRSs or US GAAP. This standard is

not expected to have a material impact on the Company‟s financial statements.

IFRS 9 'Financial Instruments' (effective for annual periods beginning on or after 01 January 2015). It addresses the

classification, measurement and recognition of financial assets and financial liabilities. This is the first part of a new

standard on classification and measurement of financial assets and financial liabilities that shall replace IAS 39

„Financial Instruments: Recognition and Measurement‟. IFRS 9 has two measurement categories: amortized cost and

fair value. All equity instruments are measured at fair value. A debt instrument is measured at amortized cost only if the

entity is holding it to collect contractual cash flows and the cash flows represent principal and interest. For liabilities, the

standard retains most of the IAS 39 requirements. These include amortized-cost accounting for most financial liabilities,

with bifurcation of embedded derivatives.The main change is that, in cases where the fair value option is taken for

financial liabilities, the part of a fair value change due to an entity‟s own credit risk is recorded in other comprehensive

income rather than the income statement, unless this creates an accounting mismatch.

This change shall mainly affect financial institutions. There shall be no impact on the Company‟s accounting for

financial liabilities, as the new requirements only affect the accounting for financial liabilities that are designated at fair

value through profit or loss, and the Company does not have any such liabilities.

Following standards and amendments to existing standards have been published and are mandatory for the Company's

accounting periods beginning on or after 01 July 2012: 

The following amendments to published approved standards are mandatory for the Company's accounting periods

beginning on or after 01 July 2011:

IFRS 7 (Amendment), 'Financial Instruments: Disclosures' (effective for annual periods beginning on or after 01 July

2011). The new disclosure requirements apply to transfer of financial assets. An entity transfers a financial asset when

it transfers the contractual rights to receive cash flows of the asset to another party. These amendments are part of the

International Accounting Standards Board (IASB) comprehensive review of off balance sheet activities. The

amendments will promote transparency in the reporting of transfer transactions and improve users‟ understanding of

the risk exposures relating to transfers of financial assets and the effect of those risks on an entity‟s financial position,

particularly those involving securitization of financial asset. However, this amendment has no material impact on these

financial statements.



g)

2.2

2.3

2.4

Deferred tax is calculated at the rates that are expected to apply to the period when the differences reverse based on

tax rates that have been enacted or substantively enacted by the balance sheet date. Deferred tax is charged or

credited in the profit and loss account, except to the extent that it relates to items recognized in other comprehensive

income or directly in equity. In this case tax is also recognized in other comprehensive income or directly in equity

respectively.

-         Discount rate 13% per annum.

-         Expected rate of increase in salary level 12% per annum

-         Average expected remaining working life of employees – 7 years

Taxation

 Provisions

Provisions are recognized when the Company has a legal or constructive obligation as a result of past events and it is

probable that an outflow of resources embodying economic benefits will be required to settle the obligations and a

reliable estimate of the amount can be made.

Deferred tax is accounted for using the balance sheet liability method in respect of all temporary timing differences

arising from differences between the carrying amount of assets and liabilities in the financial statements and the

corresponding tax bases used in the computation of taxable profit. Deferred tax liabilities are generally recognized for all 

taxable temporary differences and deferred tax assets to the extent that it is probable that taxable profits will be

available against which the deductible temporary differences, unused tax losses and tax credits can be utilized.

IAS 19, „Employee Benefits‟ (amended 2011) - effective for annual periods beginning on or after 01 January 2013. The

amended IAS 19 includes the amendments that require actuarial gains and losses to be recognized immediately in

other comprehensive income; to immediately recognize all past service costs; and to replace interest cost and expected

return on plan assets with a net interest amount that is calculated by applying the discount rate to the net defined

benefit liability/asset. This change will remove the corridor method and eliminate the ability for entities to recognize all

changes in the defined benefit obligation and in plan assets in profit or loss, which currently is allowed under IAS 19.

The management of the Company is in the process of evaluation the impact of these amendments on the Company‟s

financial statements.

Standards, interpretations and amendments to published approved standards that are not yet effective and not

considered relevant to the Company

There are other standards, amendments to published approved standards and new interpretations that are mandatory

for accounting periods beginning on or after 01 July 2012 but are considered not to be relevant or do not have any

significant impact on the Company's financial statements and are therefore not detailed in these financial statements.

Employee benefit

The Company operates unfunded unapproved gratuity scheme for permanent employees at factory, payable on

cessation of employment according to West Pakistan Industrial and Commercial Employment (Standing Orders)

Ordinance, 1968. The provision is made on the basis of actuarial valuation to cover the obligation under the scheme for

all employees eligible to gratuity benefits. The latest actuarial valuation was carried out as on 30 June 2012 by applying

Projected Unit Credit Method using the following significant assumptions:

Current

Provision for current tax is based on the taxable income for the year determined in accordance with the prevailing law

for taxation of income. The charge for current tax is calculated using prevailing tax rates or tax rates expected to apply

to the profit for the year if enacted. The charge for current tax also includes adjustments, where considered necessary,

to provision for tax made in previous years arising from assessments framed during the year for such years.

Deferred

IAS 16 (Amendment), „Property, Plant and Equipment‟ (effective for annual periods beginning on or after 01 January

2013). This amendment requires that spare parts, stand-by equipment and servicing equipment should be classified as

property, plant and equipment when they meet the definition of property, plant and equipment in IAS 16 and as

inventory otherwise. However, this amendment is not expected to have a material impact on the Company‟s financial

statements.

On 17 May 2012, IASB issued Annual Improvements to IFRSs: 2009 – 2011 Cycle, incorporating amendments to five

IFRSs more specifically in IAS 1 'Presentation of Financial Statements' and IAS 32 „Financial instruments:

Presentation‟, that are considered relevant to the Company's financial statements. These amendments are effective for

annual periods beginning on or after 01 January 2013. These amendments are unlikely to have a significant impact on

the Company's financial statements and have therefore not been analyzed in detail.

IAS 1 (Amendment), „Presentation of Financial Statements‟ (effective for annual periods beginning on or after 01 July

2012). The main change resulting from this amendment is the requirement for entities to group items presented in

Other Comprehensive Income (OCI) on the basis of whether they are potentially recycled to profit or loss

(reclassification adjustments). The amendment does not address which items are presented in OCI. However, this

amendment is not expected to have a material impact on the Company‟s financial statements.



2.5

Leased

2.6

a)

Investments are initially measured at fair value plus transaction costs directly attributable to acquisition, except for

“Investment at fair value through profit or loss” which is initially measured at fair value.

The Company assesses at the end of each reporting period whether there is any objective evidence that investments

are impaired. If any such evidence exists, the Company applies the provisions of IAS 39 'Financial Instruments:

Recognition and Measurement' to all investments.

Investment classified as held-for-trading and those designated as such are included in this category. Investments are

classified as held-for-trading if these are acquired for the purpose of selling in the short term. Gains or losses on

investments held-for-trading are recognized in profit and loss account.

Depreciation of assets subject to finance lease is recognized in the same manner as for owned assets. Depreciation of

the leased assets is charged to profit and loss account.

Depreciation

De-recognition

An item of property, plant and equipment is de-recognized upon disposal or when no future economic benefits are

expected from its use or disposal. Any gain or loss arising on de-recognition of the asset is included in the profit and

loss account in the year the asset is de-recognized.

The related rental obligation net of finance cost is included in liabilities against assets subject to finance lease. The

liabilities are classified as current and long term depending upon the timing of payments.

Investments

Depreciation on property, plant and equipment is charged to profit and loss account applying the reducing balance

method, so as to write off the cost/depreciable amount of the assets over their estimated useful lives at the rates given

in Note 14. The depreciation on additions is charged from the date the asset is available for use and on deletion up to

the date when asset is derecognized. The residual values and useful lives of assets are reviewed by the management,

at each financial year-end and adjusted if impact on depreciation is significant.

Classification of an investment is made on the basis of intended purpose for holding such investment. Management

determines the appropriate classification of its investments at the time of purchase and re-evaluates such designation

on regular basis.

Owned

Property, plant and equipment except free-hold land and capital work in progress are stated at revalued amount less

accumulated depreciation and any accumulated impairment loss (if any). Free-hold land is stated at revalued amount

less any identified impairment loss, while capital work-in-progress is stated at cost less any identified impairment loss.

Cost of tangible assets consists of historical cost, and borrowing cost pertaining to erection / construction period of

qualifying asset and other directly attributable cost of bringing the asset to working condition.

Subsequent costs are included in the asset's carrying amount or recognized as a separate asset, as appropriate, only

when it is probable that future economic benefits associated with the item will flow to the Company and the cost of the

item can be measured reliably. All other repair and maintenance costs are charged to profit and loss account during the

period in which they are incurred. 

Increases in the carrying amount arising on revaluation of property, plant and equipment are credited to surplus on

revaluation of property, plant and equipment. Decreases that offset previous increases of the same assets are charged

against the surplus, all other decreases are charged to income. Each year the difference between depreciation based

on revalued carrying amount of the asset (the depreciation charged to the income) and depreciation based on assets'

original cost is transferred from surplus on revaluation of property, plant and equipment to accumulated loss. All

transfers to/from surplus on revaluation of property, plant and equipment are net of applicable deferred income tax.

Leases where the Company has substantially all the risks and rewards of ownership are classified as finance lease.

Assets subject to finance lease are capitalized at the commencement of the lease term at the lower of present value of

minimum lease payments under the lease agreements and the fair value of the leased assets, each determined at the

inception of the lease.

Investment at fair value through profit or loss

Each lease payment is allocated between the liability and finance cost so as to achieve a constant rate on the balance

outstanding. The finance cost is charged to profit and loss account over the lease term.

Property, plant, equipment and depreciation



b)

c)

Quoted

Unquoted 

2.7

Stock-in-trade

Cost of raw material, work-in-process and finished goods are determined as follows:

-

-

2.8

2.9

2.10 Borrowing cost

(i)    For raw materials: Weighted average basis

Interest, mark-up and other charges on long-term finances are capitalized up to the date of commissioning of

respective qualifying assets acquired out of the proceeds of such long-term finances. All other interest, mark-up and

other charges are recognized in profit and loss account.

Borrowings are recognized initially at fair value and are subsequently stated at amortized cost. Any difference between

the proceeds and the redemption value is recognized in the profit and loss account over the period of the borrowings

using the effective interest method.

Trade and other receivables

Trade debts and other receivables are carried at original invoice value less an estimate made for doubtful debts based

on a review of all outstanding amounts at the year end. Bad debts are written off when identified.

Borrowings

Average manufacturing cost including a

portion of production overheads.

Materials in transit are valued at cost comprising invoice value plus other charges paid thereon. Waste stock is valued

at net realizable value.

Net realizable value signifies the estimated selling price in the ordinary course of business less the estimated costs of

completion and the estimated costs necessary to make a sale.

(ii)    For work-in-process and finished goods:

Investments intended to be held for an indefinite period of time, which may be sold in response to need for liquidity, or

changes to interest rates or equity prices are classified as available-for-sale. After initial recognition, investments which

are classified as available-for-sale are measured at fair value. Gains or losses on available-for-sale investments are

recognized directly in statement of other comprehensive income until the investment is sold, de-recognized or is

determined to be impaired, at which time the cumulative gain or loss previously reported in statement of other

comprehensive income is included in profit and loss account. These are sub-categorized as under:

Inventories, except for stock in transit and waste stock, are stated at lower of cost and net realizable value.

Useable stores, spares and loose tools are valued principally at moving average cost, while items considered obsolete

are carried at nil value. Items in transit are valued at cost comprising invoice value plus other charges paid thereon.

For investments that are actively traded in organized capital markets, fair value is determined by reference to stock

exchange quoted market bids at the close of business on the balance sheet date. 

Fair value of unquoted investments is determined on the basis of appropriate valuation techniques as allowed by IAS

39 'Financial Instruments: Recognition and Measurement'.

Inventories 

Cost is determined as follows:

Stores, spares parts and loose tools 

Held-to-maturity 

Investments with fixed or determinable payments and fixed maturity are classified as held-to-maturity when the

Company has the positive intention and ability to hold to maturity. Investments intended to be held for an

undefined period are not included in this classification. Other long-term investments that are intended to be held to

maturity are subsequently measured at amortized cost. This cost is computed as the amount initially recognized minus

principal repayments, plus or minus the cumulative amortization, using the effective interest method, of any difference

between the initially recognized amount and the maturity amount. For investments carried at amortized cost, gains and

losses are recognized in profit and loss account when the investments are de-recognized or impaired, as well as

through the amortization process.

Available-for-sale   



2.11

2.12

2.13 Share capital

2.14 Revenue recognition

Revenue from different sources is recognized as under:

2.15

2.16

a) Financial assets

b) Non-financial assets

Impairment

A financial asset is considered to be impaired if objective evidence indicates that one or more events had a negative

effect on the estimated future cash flows of that asset.

The carrying amounts of assets are reviewed at each balance sheet date for impairment whenever events or changes

in circumstances indicate that the carrying amounts of the assets may not be recoverable. If such indication exists, and

where the carrying value exceeds the estimated recoverable amount, assets are written down to their recoverable

amounts. The resulting impairment loss is taken to the profit and loss account except for impairment loss on revalued

assets, which is adjusted against the related revaluation surplus to the extent that the impairment loss does not exceed

the surplus on revaluation of that asset.

An impairment loss in respect of a financial asset measured at amortized cost is calculated as a difference between its

carrying amount and the present value of estimated future cash flows discounted at the original effective interest rate.

An impairment loss in respect of available for sale financial asset is calculated with reference to its current fair value.

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.

Financial instruments

Liabilities for trade and other amounts payable are initially recognized at fair value, which is normally the transaction

cost.

Financial instruments carried on the balance sheet include investments, deposits, trade debts and advances, other

receivables, cash and bank balances, long-term financing, liabilities against assets subject to finance lease, deferred

markup, short-term borrowings, accrued mark-up and trade and other payables etc. Financial assets and liabilities are

recognized when the Company becomes a party to the contractual provisions of instrument. Initial recognition is made

at fair value plus transaction costs directly attributable to acquisition, except for “financial instruments at fair value

through profit and loss” which are initially measured at fair value.

Financial assets are de-recognized when the Company loses control of the contractual rights that comprise the financial 

asset. The Company loses such control if it realizes the rights to benefits specified in contract, the rights expire or the

Company surrenders those rights. Financial liabilities are de-recognized when the obligation specified in the contract is

discharged, cancelled or expired. Any gain or loss on subsequent measurement (except available for sale investments)

and de-recognition is charged to the profit and loss currently. The particular measurement methods adopted are

disclosed in the individual policy statements associated with each item.

Cash and cash equivalents

Cash and cash equivalents are carried in the balance sheet at book value which approximates their fair value. For the

purpose of cash flow statement, cash equivalents comprise cash in hand, cash at banks on current, saving and deposit

accounts and other short term highly liquid instruments that are readily convertible into known amounts of cash and

which are subject to insignificant risk of changes in values.

Ordinary shares are classified as share capital.

-  Revenue from sale of goods is recognized on dispatch of goods to customers. 

- Profit on deposits with banks is recognized on time proportion basis taking into account the amounts outstanding and

rates applicable thereon.

Trade and other payables


