OF PAKISTAN

[Islamabad|

Before Ali Azeem Tkram, Director {Enforeement)

In the matter of

M/s. Hameed Khan & Co., Chartered Accountants

Under Section 260 (1) read with Section 255 and Section 476 OF The Companies Ordinance, 1984

No: EMI233/7 18/2008-1261

Number and date of notice: January 05. 2000
i ATy L2 & il

Dale of Final hearing,: Wharch 03, 200%

M Adte Mobammad Khan, Advocate
{Legal representative)

Present:

Date of Order Aprit 01, 2009

ORDER
This Order shall dispose of the proceedings initiated through Show Cause Notice No.
EMD/233/718/2008-1261 dated January 03, 2000 (“5CNT) against Mis: Hameed Khan & Co.. Chartered
Accountants under Section 260(1) read with Section 255 and 476 of the Companies Ordinance, 1984

{Ordinance),

2. Mr, Abdul Hameed Khan of Mis. Hameed Khim & Co. Chartered Accountants (“Auditor”™) was
appointed as the auditor of Credit Insurance Company Limited ("Company™) i the Annual General
Meeting held on April 28, 2007 1o audit 1he accounts of the Campany for the vear ended December 31,

2007 (“Accounts L

3. Brief facts of the case are thal Enforcement Department of this Commission conducted
examination of the Accounts which revealed that the Auditor had issued 2 gualilied report, dated April
30, 2008, on following issues.:

o As stated in Noté 11 o the financiol staiements, the campainy’ fruas puaieh @ el amtonnt of R,
11828 289 an aceownt of leased vehicles. These vehicles are nsed by variows employées. The
title of these veticles witl be transferved i the nane af the compeny after the conipletion of lease
peritd.

o Av grated in Note L o the financial statemais, the conpprany s ackrenced o toral amonnt of /s,

F&A400,000 for purehase of lamd The compuany fv irr the process of fansferring fhe title of the

leanndd fov fs s, & g
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o s ostated b Note DD the company fas achvaneed B 2403000 i aocetant of construction of
affice hullding. The construction wark of the afffce Wlding is oue o st sloetly

o Awdisclosed in note 12 to the financial statements the company has purehased o piece of land
creaiting to R 10000 during the vear, e have nor seen the ariiinol docwnent for the

pruerchse of this land

4 I'he directors of the Company furnished following explanation for auditors qualifications in their
report 1o imembers:
=« The Company has obtained undertaking from the employees ol the company. and the
vehicles will be transferred in the name of the Company in due course of time.
#  The Company is in process of completing registration facilities for the (ransfer of fand.
*  The construction wark on office hoilding will commence very shortly,
¢  The Company has sold this land 10 other party with mmual consent of the owner before
transferring ownership into Company’s name. The orginal docwmnents were held by

them,

5. Detailed serutiny of Aceounts of the Company revealed that advances lor purchase of vehicles
(Rs.13.828 million), land (Rs. 18400 milliont and construction of office building (R=24,1 14 million)
were-appearing in the accounts of the Company since long. The fact that a significant portion of Company
balance sheet comprise of advances. raised concerns of the Commission. Besides: certain other
irrezularities were also observed during examination of Accounts. requiring detailed inspection of records
and books of accounts of the Company. Consequently, the Commission in exercise of powers conferred
to it under Section 231 of the Ordinance authorized its officers to conduet inspection of books of
accounts and records of the Company with reference to issues highlighted in the Auditor’s report

along with other irregularities observed in the Adcounts.

6. In the light of abservations of inspection team. it was apprehended that Auditor had failed to
bring out all material facts about the affairs of the Company and make a report in aceordanee with
the requirements of the statute. Consequently, a show cause notice under Section 260(1) read with
Section 255 and Section 476 of the Ordinance was issued to the Auditor on January 05, 2009, The show
cavse notice was responded by the Auditor vide his letter dated January 28, 20089, however, the same was
not found satisfactory. Hearings in the matter were held on February 06, 2009 and March (13, 2009 which

were attended by Mr. Atta Mohammad Khan, Advocate. lepal representative of the Auditor.

" oo, NIC Building, Hisal Avenue, 3Hue Aréa, Istamabil
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g The submissions of the Auditor and his authorized representative have heen analyzed in detail in

the ensuing paragraphs:

i Advance for Vehicles (Rs. 13, 828,28%/-1

Submissions of the Awditor/authorized Representafive:

The advances are in facl cost of leased vehicles which are in the name of agents and
employees of the Company, These vehicles are used by field stafffemployees who are
responsible for the procurement ol insurance business, The Company has not transferred
in its name as the credit rating of the Company is not very goud and it s difficult for the
Company to avail financing from banks.

Al filed staff has given undertaking tor ransfer of vehicles in the name of Company.
Copies of transfer deed/agreements are enclosed.

The vehicles will be transferred in the name of Company after completion of lease

pericd,

Analysis of submission:

Inspection team has reported that the leased vehicles are held in the name of the
employees and agents of the Company, There is more than one vehicle in the name of
one person, As per Accounts the Company lias eighteen (18) employees an it payvroll
while the Company has purchased around one hundred (1007 moter eycles and cars out
af which thirty two (32) arc not i the name ol the Company.

Before discussing the submissions of the Auditor and lis representative | would referto
the provisions of Section 39 of the Insurance Ordinanee 2000, non-compliance of which

lias been entirely ignored by the Aunditor

“None of the assets i Pakistan of any frpaapeer shall, except Inthe cose af deposits mude
with the State Bunk of Pakistan tender section 29, or i the vase af assels. othet tham
depasits, with a seedhiled bank acting as u cnstodian be kept otherwise than in il
CONPREE Heine aned wncler the direct control af the e aidd i the wase af asseis of a

staditory find of e lite faswrer: dn the mane of the sterinereiry fined”

Therefore. the leased assets amounting to Rs,13.828 million {about 31% of total fixed
assets and 12% of total assets) are held in the name of employeesfagents in sheer
violation of Insurance Ordinance, 2000,

Furthermore, the Company has accounted for leased vehicles in its Accounts as
advance for the purchase of vehicles while these assets have actually been delivered
and are being used by Company’s emploveesfagents, The said treaiment is in

contravention with 1AS-17{Lenses),

7 Floar, N1C Boilding, Hnoali Avenue, Blie A Isbaratud
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il. Advanee for purchase of land (Rs. 18, 400,000/-):

Submissions af the Auditor:

*  The Company was in process of transferring the title of the land in its name when the
audit of accounts was performed and auditor highlighted the same by expressing its
gqualified opinion

= Advanees for purchase of land have been carried Torward Trom previous vears, Mo
further payments were made during this vear. Supporting evidence of land and vear wise
breakup of advances is attached.

Analysiv of seehaission:

*  The Inspection team has reported that the Company has nade advanees of Bs |84
million against purchase of land during 2001-2003. Out of total Rs.18.4 million
advances amounting 1o Rs.6.2 million have been made to diflerent dircctors of the
Company,

» |1 has been observed that the Auditor expressed the qualified opinion in respect of these
advances, in the year 2006 on the siwme grounds that the Company was in process of
transferring the title of land in its name. However. the land was not transferred in the
name of the Company in the year 2007 and the Auditor repeated his qualification with
the same observation that the transfer was in process. When the representative al the
Auditor; at the time of personal hearing. was asked to explain the reasons for the delay in
teansfer, and procedures adopted by the Auditor to verify that the transler was actually in
process he could not turnish any satisfactory explanation, The Auditor has presented
Before the undersigned copies of agreements belween buver and seller extending 1he date
of transfer which | do not consider satisfactory as such exlension agreements wre
continuoushe being signed since the purchase serecments extending date of transfer
BVErY YEiar.

*  The Company was required to disclose advances 1o directors separately as required by
IAS-24(Related Party [isclosures). A signilicant fraction of total advances was made 1o
the directors of the Company however the same was neither disclosed by the Company

nor highlighted by the Auditor.

iif. Advance for Construction of office building (Rs, 24,1 14,3000- ):
Submissions af the Auditor:
= Mr. Atta Mohammad Khan argued that Rs: 2401143004 were paid by the Company on
account of construction of office building at 7- marla plot situated at Empress Road.

Lahore to M{s Friends Construction Company and the construction work was due to stan

- PR :
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shortly on the date of signing of audit report and the same was stated in the Auditor

report.
Analysiv of suhmissiom:

*  The detail of the advance balance as a1 31, December of the following years is as under;

Balance as at December 31, Amount of Advance Given
(s}
2004 000, Do)
2005 A 00000
H0G 4,000,000
2007 2, 14.300

I'he: agreement for construction al” building with Més Friends Construction Company
was dated March 17, 2008(which has been cancelled subsequently in September
2008) however advances were appearing since 2004, Auditor failed 1o highlight these
facts in its reports and stated m its report for the year ended December 31, 2006 that the
construction work is due 1o start in next six months. Such statement of the Auditor was

not supporied with any agreement between the partics.

iv, Purchase of Land (Rs, 10,000,000/-):
Submissions of the Auditor:
*  Nosupperting document for pavinent of Rs, 10 million as advance lor purchase of land
was provided to us and the same was conveyed to shareholders in Auditor report,
Analysis of sulmission:
* Auditor has only reported purchase of land, however he has failed 10 report the
following which have come 1o natice of the Commission throush the inspection:
- Rs. 10 miltion was paid by Company in cash
- The Company has subsequently on January 13, 2008 i.e a date well before the signing
of audit report, sold the said land for Rs. 10,7 million with again of Rs. 200,000
v, Others
*  The Aoditor in his written arguiments stated that
1. Inease of insurance companics, the auditor is appointed under Section 48 of Insurance
Ordinance, 2000 to express his opinion on stalements prepared in pursuant o Section
46(1) and under Section 48(4} of Insurance Ordinarce. 2000 he is required to discharge
the duties and liahilities provided under Section 255, 256, 257 and 260 of Companies
Ordinance, 1984. According to Section 255(3) the auditor is required to make a report on
the accounts audited by him and under Section 255(4) where any matter referred in
Section 235(03) is answered in negative or with qualification, the report shall state reason

for such along with the factual position 1o the best of auditor's information, The

(%
o
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Auditar’s report for the year ended December 31, 2007 speaks that all opinion expressed

in pursuant 1o Section 25503 were not answered in negative gxcept with qualification
mentioned by way of note on balance sheet item which provide further information with
the reason of their occurrence and factal position thereal as per Auditor’s best
information as required by Jaw, lence there is no wiolation which ean be termad as

willful default on the part of Auditor under Section 2601 1) of the Ordinance.

i), As provided under Section 260 the report was strictly in compliance of requirements of
Section 233 and neswhere case of any willlul defaolt would be ascenained. As per pxlord
dictionary the word default means fail to fullill oblgation whereas the word awillful
means intentional, deliberate ete. Our vase of qualified report intent 1 provide more
information about the events reflected in Accounts lor information ol the readers
which do not inany way fall with the definition willful of detault.

iit), SECP has aceepted the financial statements and auditors report for the year 2006 and
prior to that and most of the balancessualifications are appearing in the previous year
financial statements, The High Court has decided that if the departinent has accepted the
previous year accounts, the current accounts cannat be challenged on the same grounds,

« [t wasalso contended that the Company s an wihsted Company having eighly five (35)
shareholders who are imostly family members. The Auditor s morally and legally bound
1 convey his concern 1o the members and other stakeholders by gualitving the audited
report. The Securities and Exchange Commission of Pakistan can issue show cause
notice 11 the Auditor has done something wrong and done it prejudicial to the public
mlerest by qualifying the andited account. The opinion expressed by Auwditor is not
misleading rather it was necessary 1o keep the stakeholders informative about the present
status and affairs of the Company. Moreover, the spinian was expressed alter obtaining
sufficient evidence and it was not geainst the suditing practice, There appears no reason

to issue notice on the hasis of mere echnicalitivs,

Anatvsiv of Submission:
1). Before proceeding further. it would be relevant here to guote below the relevant
provisions of the Ordinance and relevant paragrphs of the 15A which were required 1o

be fallowed by the Auditor while expressing his opinion in his cepuort to the members:

Suh Section (4) of Section 2535 of Ordinance requires that Wheee ane of the siatters

referved o fn sub=seeiion (30 i answered i the nesative or with a gnalification, the

af the audites s information,”

T Flanr, WIC Building, Jinnah Aserue, Hue Arci slanabiog
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Para 14 of Auditing Standard 700 (Maodifications to Independent Auditors Report)
states that “An adverse apinien shonld he expressed when the effect of a disagreenient s
s areiterial and PErVasive lo the finaicicd stateients fh e artifitor concludes that a
sualification of the report I8 ol adegiate (0 dis drse the niisleceding or incomplete

nerture of the financial statemens,”

Para 15 of Auditing Stamdard 701 (Medifications to Independent Anditors Report)
states thae P henever the grdiior expresses it gpiiail that v other than gualified. a

elear description of wll substarive yeasons showld e i fiwedeed in the vepert aud, wnless

impraciicable, a quontification of the possibie effectsisy o i finenedad statenrenis.

The aforesaid provisions of faw and requirements of auditing standards are explicitly
clear on the basis of which the Auditor is required 1o give his opinion, The qualifications
reporied by the Auditor do not give clear deseription of the substantive reasons with
regzard to the aforesaid issues. Further. the issues are “material” and pervasive’ to justify
the adverse opinion rather than giving the qualified apinion. The Auditor has also Faailel
to highlight the non compliance of 1AS 17 and 1AS-24. The auditor theretore failed o
bring out all material facts about the sate of alfairs of the Company and make his repor

in accordance with the requircimens of law,

| do nol concur with the Auditor's statement that the default was not willful. In this
connection, | find it quite relevant to refer to the arder of the Appellate Bench of the
Commission in the case of Shaikh Jalaluddin. FCA vs. Commissioner (Lnforeement).
which was upheld by the Honoable Sindh High Court in an appeal [iled By 1he avditor
in that case, In the said order the auditor who was penalized argued that his default was
not willful although ke had falled 1o comply with the provisions of the law and
applicable auditing standards, The Appellate Bench while holding thal [nis default wis
indeed willful observed that “In the case of City Lguitable Fire lnsurance Co. Lid- Re.
1925 Ch 407, it was held that a default. in case of breach of duty, will be considered
“willful® even if it arises out of being recklessly careless, even though there may not be
knowledze or intent, Simply put. it the Appetant admits 1o koow the auditing slandards
and claims to have followed them when in reality: as proven above he has not. then
keeping in view his status as a professional and his duty as a fiduciary he should be held
to be willfully in default,” In the instant case the Audior admits w be acquainted with
the 1SAs and in his report he ¢laims o have ollowed them, However, while making

report on the Accounts of the Company he has not followed the 15As. Thus the Auditer

3

is held to be willfully in default.

T e ' i ]
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i), Commission is & regulatory authority and accounts wwd other documents are [iled with
Commissien for monitering and record purpoeses. and by filing the accounts and

documents with Commission it does nat mean that they cannot be challenged.

. | have carefully examined the arguments offered by auditorfauthorized: representative and have
also studied the record placed before me in detail. | have also referred o the relevant provisions of the
Ordinance and applicable IASs & ISAs. | am not convinced with the arguments presented by the
autharized representative and am of the view that the qualifications were so material and pervasive that
Auditor should have given an adverse opinion as elaborated in para 14 and para 15 of the [8A 701
{(Muodifications 10 Independent Auditors Repaort), The aforesaid contravention indicates thal Auditor has
not discharge its duties of making a truthful report to the members of the Company and has been grossly
negligent in conducting its professional duties. The auditor has thus contrivened Section 255(4) which
attracts the penal provisions of Section 260(1) of the Ordinance. The facts of the case warrant no
sympathy for the Auditor and require a stern action against the Auditor, [, therefore, impose a line of Rs.
100,000/ (Rupees Cne Hundred Thousand Cualvy an Mr. Aldul [Hameed Khan, Chartered Aceountant [or

contravening the provisions of section 260( 1) of the Ordinance,

9, The Auditor is hereby directed to deposit the aforesaid Tine of Rs. 1000004 {Rupees One
Hundred Thousand Qnly) in the designated bank account maintained in the name ol Sceurities and
Exchange Commission of Pakistan with MCH Bank Limited or pay through a demand draft in the name
of Securities. and Exchange Commission of Pakistan within thirty (30) days from the receipt o 1his Order
and furnish receipted vouchers 1o this Commission failing which proceedings for recovery of the fine

under the Land Revenue Act, 1967 would be initiated.

Al Areem [kram
Director {Enforeement)
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