SECURITIES AND EXCHANGE COMMISSION
OF PAKISTAN

Before Tahir Malhmood Executive Director (Enforcement)

I the matter of

S.G Power Limited

Number and date of notice EMINZ33/410/2002-4018-24 dated May 19, 2008

Date of hearing June 13, 2009

Present: Mr, M Javed Panni ( Authorized Representative)
ORDEE

UNDER THE PROVISIONS OF SECTION 492 READ WITH SECTION 476
OF THE COMPANIES ORDINANCE, 1984

This order will dispose of the proceedings iniliated against the directors of Mis 5.0
Power Limiled (the "Company”) pertaining to contravention of the provisions of Section 442

of the Companies Ordinance, 1984 (the "Ordinance”).

2. The Company is incorporated in Pakistan as public limited company and is listed on
Karachi and Islamabad stock exchanges in Pakistan. Issued, Subscribed and Paid up capital of
the Company is R 178,332,671 compnsing af 17,833,267 ardinary shares of R, 10 each as un
June 30, 2007, The Company is engaged in the business ol generation and distribution of

electricity,

&, The facts leading to this case, brielly stated are that the En forcement department of
Securities and Exchange Commission of Pakistan {("Commission”) conducted examination of
the annual audited accounts of the Company for the period ended June 3, 2007, (" Accounts”)
revealed thalt Mis Yousaf Adil Saleem & Company (“Auditars”) in their audil report on the
Accounts fave issued disclaimer of opinion due to pervasive impact of the issues mentioned

bieloiwv:
) As disclosed tn note 1.3 to the financial statements, the Company ks discontinued electrcity
and steam supplies to its only cusiomer, 5.G Fibre Limited —an assacitted Company aud Rave

shut dowm its poteer generators, Emplayees fave left the Company woitheid fanding vver thiels '\
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respective charge to auyene md there 1 e staff to careyont daily activitics. This T alse
vesultod in loss of seme accounturg records and other fomncial arforimatis Asmitarts of 1
71,422,087/~ Rs. 112,755,729/-and Rs. 86652000 are recervable fromr s associitte qs
disclosed i nete 9. note 10 and note 12 to the finmicial statements, Az the aesoriafed
Company alse shutdown ts plant and s renning fita Josses and facing severe fanancial
constiaing Huse amounts are net contfirmed and are doublful of recavery, A fan He Coneprany
has inererred gross loss of Ks 13,737.656{- mud net loss of R 14,380,170 respectively. These
vaisos substantinl doubt dbont e Cempany’s ability to contiine as goUg CONETNL Huggweoer
these accotnts are propared o going coneern basis woithont moy adjustent for realizable
value of pssets and settlement af liabilaties.

Viarious payments mmpunting to Rs, 71729871 wdentified form bank stitements for mhuch o
supparting doruments were nide auailabie fo 1s. We are unable to verify Hese paynuents from
aty alternative audit procedures.

As disclosed i note 5 to the finmetal statements, creditors and aceried hililitios amouitiog
1o Rs. 4.049.787and Rs. 1593470 respectively remamed wnverified as o sippol tiy
doctonents were imade aoailable to ns. W teere also wable fo porfy the movement fhe
individual aceonnts of creditor and acerned Lalalities

Ac diselosed m nofe 121 to the fommeinl statomunls, the Conrpaay 1was ilso peguezred By the
aboue siaid order to aecrne murkup on lang torm receivalile | based on kel Comparty has
accred muarkup of Rs, 1117 1,550 hotwever, we conld nat zerify He same m the absence of any
caltadation af this meourt.

As the porver plant of He Company moas shul dow, o condd et cary ewt the physical
verification of stores, spares and fixed assets, ele. as if the year end, We were ol provided
with agmy af store and spares items in rder to determme provision of slot movrg ad
olisplete stock iteins Also e vondd not werify He momement 21 sioves and spares dtenrs during
b year and its affects on valiation.

Pharinng the yeay, the Company has imparted spare parts for generators mapnt g to Rs
1.603.530 and Rs. 2,843,508 These were recorded al Hielr tmotey value, Wo zoere nol provided
with supparting docioents suclas bidl of entry ete. o perify-otier costs Lo custon dutipand
clearittg chargers that shonld have been recorded as part of the cost. ‘Also Hhe cost of nuported
spare parts mmonnting to Rs, 1,603,530, that were nsed to repadr generatars danmaged o
previous years; was added to capilal work 03 progress vather thai being charged as repar and

wiaintenmice as the expenditure is not of a capital nature
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As disclosed Dot 13 e the Brandial statemeils, i balanee of advance cone fay on Juie
30,006 was Rs 1.605.902 whereas non-refiondable balances as per income tax refuans fronm fax
years 2003 to 2006 were Rs 1,943.570. W wwere ot provided with reconciliation betiveen
these antounts. Also the Company is net claiming, i is freonte fay vetirns filed for the tex
yers 2003 to 2006, the sn-refunded mnoionts of i faves clatnted 1 provions years. Henee the
recenerability of the fax refunds of Rs 1,778,249 representing rofunds related fo tax pears 20003
ta 2005, is doubtfil of recovery aganist which mo provsion has beer made. The Company i3
also labning in ik foianeinl statements, sales tax refionds aneanting to Rs 53051 No Ieak
wpr of this amoron! was provided excep! far the sales tax relirn of Negember 20006 nt whicl the
elaimihle amount toas Rs 329,525, Neither reconciliation for differenice i amotin is proyided

nor has the provision for doubtfid recover)f been maide,

The directors of the Company, in the report to members of the Company stated that

they are not satisfied with the audit report and submitted Para wise below mentioned denial

in respect of Auditors qualifications.

al

b}

€}

The payntents receivable from .G Fibre is correct wftich is b be paid by the asspeinted Co. 5.6
Fibire tohick for the time being has stopped their production because of overall crisis in Fibre
iidustrics mnd interrnption tn regudar supplivs of Gas fromr time t tone. Bidd Tshiaallah
hopeful that production wonld start ver)f soon There wre mo outstanding Labilities m Mis. 5.6
Fibre in wny bank or financial mstitutions Receioaple from 50 Fibre s well secured Decaese
there qre Bs, 873 Million fived assets stands soith S0 Fibre There is Hwrefore no question of
Compamy's ability to pmy these qutstanding  Habilities. Besides 8.6 Dewver fas nidain
costformation from S:G Fibres the mmownts of RE. 71422097 , Rs. 112755729 aud Rs
665200 are due fron e and the assocntted compniny wll be mhle to dispese off ther
atilities mr praokity basts,

This is not corvect at all. We strongly disclaim this and state Hiat these paynients are pngder fo
aned qecounted for in accordmice with e Compiny's policies amd sel procedures of accott g
after proper citries and classificaton i respective ledyer qecpimis for vadh mud every
srinsactionn. This statentent is a3 such strongly denied  Further these acconnts are iy
avatlafile for reeieno 24 honrs @ dimy and 7 dags o week

This s not correct, We qeamn dispion this ebseroatunt aud put on recard el wll the relevmt
recards, ledgers i aecounts mre availalle I,r'ur- chieking wied werifteation s meittion nopara b

above 24 hours a day 7 days a week. There is no Jinbiity ontstanding in 5.5 Poweer nane in
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any bank or fiugneial institutions and the Company’s asects are crystal clear atd solely ownd
by the directors and shareholders with e sort of niartgage whatsoever. All the requirements of
Hie muditors were met to Heir entive satisfction aed sel procedire of acconting, but He
closure of the power plant may be the reason of this nale,

As per SECP Qrdet dated April 06,2006, wo¢ qoere suppose to charge markup on outstanding
balance of receivables Hat should not be less tha the borroteing cost of the Company. Since we
hawe wot borrowed any funds from any bank or fiwmcial stitution, the mferest ac rived is
adegiiite.

This is ot correct at all, The store spares and fived assets are avatlalle for mspection and
perificntion as mertion i Para™ b and” " above, 24 hoursa day 7 days o ek, i relevant
staff ts partly avmleble and partly ean be called for carrying out any prspecinr at any tone i
weed be raised, 1 twas e auditors requivement and soillingness for this inspection as this was
thetr mandntory respoisibility, This @ not all acceptable as all the greangements to Fuifill thes
inspection tere and are still reaiy for the Anditars if they so desire, I8 may also be woled that
the Contpany has not sold any nssels, stores, mitd spares in the market Gl the date the audit
was conducted

Bucawse of the fact that the capitalization always has positive effects on e workang life of
assefs and mcrense in capital means S life extenson of the Cappaniy, We have the evidence o
the costof J'Jrzpnrmi spare prarts amorong o s, Tand, it med Re 2,843,509 r'."rcpl'c'ni:'e'n!l.r.
We belicuw that the enpitalfzéd ampant of Rs. 1,603.530 wll tnerease the warking life of N
gererators, ence ik s capitalized

We are consudbing our tax laeyers an these wmafiers: Last Assessinent ret pividd 1= up to e year
04, Somi assessmrent for the otlier years ill be received and retevt entries wll be foralized

morordnsly.

The Commission vides its letter dated February 27, 2008 requested the Auditors to

explain in detail qualification wise justification for these disagreements of the Directors. The

reply of the Auditors i5 summarized as follows:

a)

Doubtfulness of Company's ability to continue as a Going concern

2o auditors reiterated their Audit reporl view poinl and as a support to their
contention also quoted the qualification by the Auditors of .G Fibre Ltd in their
Audit report on its accounts for the vear ended June 30, 2007, which states “As

disclosed nete 1.3 lo the finmncial statement, the cperations of the company Iave been shat
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down temperarily due to aduerse fiscal measiires and wnfrvorable sigriel eonditens, The
Company owes Bs 184177 wiillion as at fue 30, 2007 as menctioned i aote 13 and 19 to the
financial statements fo te associated compamy, 5. G Power Limited Due to Hhe closure of
operations it s witlikely that the Contpany will iy e princpal and ik g thergon on
regtilar basis, as per direchions of SECE in this regard. Moreoner, matkup of s H.655 nillion
prowvided by the nanagement an the above mmoint as per divection of He SECT cosld ot be
verified due to nen availability of the proper workng of the sane”
b) Other payments

The Second qualification is about the nen availability of supporting documents in
respect of Payments amounting to Rs 7,172,987, Auditors again canfirmed that the

same were not made available 1o them in spite of repeated demands till our signing of

reporl on January 07, 2008.

¢} Creditors and accrued liabilitics

The third qualification explains the ron availability of supporting documents it
respect of creditors and scerued liabilities amounting to Rs. 4,949,787 and Rs.
1,593,470 respectively. Auditors again canfirmed that the same were not made
available to them, in spite of repeated demands, il our signing of report on January
7, 2008.

d) Accrued markup

The fourth qualificatien refers to the nof availability of markup: calculation
amounting to Rs 11,171,550 an putstanding balance of long term teceivable from 5.0
Fibers Limited. The same has also been repotted by the Auditors of the said
associated undertaking in Para (a) of their audit report-dated January 17, 2008,

¢) Verification of store, spares and fixed assets

Auditors again confirmed that they werg not invited to perform  the physical
verification of the company’s assets as at the yeat endd in spite of their reminder. Mo
arrangements were made for them even after Jume 30, 2007, to carryoul these
procedures. They again confirm that they were not provided any information to
verify aging of stores and spares as at the year end to determine slow moving and
ohsolete items and movement in stores and spares items and its affect on valuation.
f) Capitalization of store and spares
During the year, the Company had imported spare parts amounting ta Rs. 1,603,530/

and R, 2,843,509/- These were recorded at their invoice value. Company has not
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provided supporting documents such as bill of entry, etc. to verify other costs Le.

custom duty, clearing charges that should have been recorded as part of the cost. Also
the cost of imported spare parts amounting to Rs, 1,603,530/~ that were used to repair
generators damaged in previous years; was added to capital work in progress rather”
than repairs and maintenance as the expenditure was not of a capital nature.
@) TaxRefunds
The last qualification refers to
i Reconciliation of advance income tax as on June 30, 2006, as per books af accournits
and as per tax returns field with tax authorities, amounting to Rs 1,605,902 and Ks
1,943,570, respectively.
iL Mot claiming Rs 1,778,249 as un-refunded amounts of lax in the tax returns of tax
years 2003 to 2005.
iii.  Reconciliation of sales tax refundable as per books of accounts and as per sales tax

. returns amounting to Rs 530,511 and Rs 329,525 respectively,

The Auditors stated that the explanation of directors in Para g of their repart is not
correct as the finalization of the assessment by the tax department will have no
bearing on the reconciliation as mentioned in Para (i} and (iii) above. Further our
contention is that (he refund of Bs 1,778,249 has not even been claimed in the tax

retirn.

fi In view of information furnished by the Auditors as summarized above, it was
observed that the Directors of the Company have misrepresented the facts in their report to
the members, Consequently a Show Cause Mutice daled May 19, 2008 under Seclion 492 reads
with Section 476 of the Ordinance ("SCN”) was issued to directors and chief executive, calling
upon them to show causé in writing as to why the penalty as provided under Section 452 of
the Ordinance may not be imposed on them for making false statements in the director’s

report,

7 The reply of SCN was submitted by all the directors vide their letter dated June 16,
2008, in which it was narrated that the auditor issued disclaimer of opinion that is his own
privilege and directors of the Company furnished explanation for the objections highlighted
by the auditors as per director's report printed in Annual Report 2007, In half year report for

December 31* 2006, auditor had not highlighted such point while the operations of both the
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companies were shut down in December 2006, and after that point no movement in stock,
accounts, purchase, sale and production done by the Company, However, auditor made such
big ground 1o justify his disclaimer report, however | understand that he can issue disclaimer
report on one point the Company is not in operation. On other hand after issuing disclaimer
report by Auditors of the Company the auditors of 5.6 Fiber Limited was not in position to
issue favorable report because it would be against the code of ethic of prrofessionalism. In
director report, it was clearly mentioned that operations were shut down tempararily and we
would like to restart the operation after some updating. As electricity is very scare now a day
and it having verv high demand, we are trying our best to start our production soon. Seme
objections have been resolved, stock taking has been taken place with auditor on March 28,

2008, income tax and sale tax observation settled down,

8 In order to give an opportunity to the management of the Company to clarify their
position, a hearing was fixed on July 25, 2008, which was adjourned at the request of the
Company and aftm-adjournm.enr of different hearing dates by the Company the case was re-
fixed for hearing on June 15, 2009, On the date of hearing, Mr M. Javed Panni ("Authorized
Representative”) appeared on behalf of all the directors of the Company, During the course uf
hearing, submissions made in the written reply were réjterated, and Mr Panni contended that
the Company had suffered heavy cash losses which have forced the management to suspend

its operations. He requested for a lenient view,

2 | have analyzed he written representation made by the Company, verbal submissions
of the representative and relevant provisions of the law and as per Section 235 of the
Ordinance which require the auditors to conduct the audit of a company’s books of accounts
and express their opinion in their report to the members of the Company. The direclors of the
Company communicate with the members of a company through their repart to members
which generally includes an operating and financial review of a Company and tells the
shareholder about the director’s perspective of Company’s state of affairs. In addition the
Ordinance also requires the directors to disclose certain information in the directars’ report
regarding the state of affairs of the Company. Section 236 of the Ordinance spocifically
requires the directors to provide fullest information and explanation in regard to auditors
reservations, observations, qualification or adverse remarks contained in the auditor’s report.

[he aforesaid provisions of the Ordinance aim to present a lrue state ol affairs of a company
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b ite shareholders. In the instant case, however, the directors of the Company in their wrilten
representation and through their authorized representatives have failed to [ustify muost of the
statements made in the director’s report. For the forgoing, | conclude that the direclors of the
Company have misrepresented facts to the shareholders in the Directors Report and have

hence contravened the provisions of Section 492 of the Ordinance

14, In view of the above discussion the default is established, However, [ am Inclined to
take a lenient view in the matter and instead of Imposing maximum fine of RKs. SO0 R on
every Director, T hereby impose a fine of Rs. 300,000 (Rupees three hundred thousand onlv) on
Mr. 5. M Ahmed the Chief Executive of the Company only under Section 492 of the
Ordinance , other directors are strictly warned to be careful in future, I hope that directors of
the Company will react positively to this lenient view and ensure compliance with mandatory

provicions of the Ordinance in future,

The Chief Executive of the Company is hereby directed to deposit the aforesaid fine of
Rs.300,000/- (Rupees three hundred thousand only) in the designated bank account
maintained in the name of Securities and Exchange Commission of Pakistan with MCD Bank
Limited within thirty days from the receipt of this Order and furnish receipted vouchers or
pay by a DD/pay order issued in the name of Commission for information and record, failing
which proceedings under the Land Revenue Act,1967 will be initiated which may result in the
attachment and sale of movable and immovable property. It may also be noted that the said
penalties are imposed on the Chief Executive in his personal caparity and are required to pay

the said amaunt from his personal resources,

Tahir Mahmtood
Executive Director (Enforcement)

Announced
Juby 03; 2009
lzslamabad
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