Company Law Division

Objective: Healthy growth of corporate enterprises, protection of investors and creditors, promotion of investment and
development of economy.

4.1  Operational Structure

4.1.1 Structure

The Company Law Division (CLD) is entrusted with a wide array of responsibilities that encompass regulation, monitoring and
enforcement of laws pertinent to the corporate sector. In recent years, it has brought about necessary amendments in existing laws
as well as enacted new laws to cater to the changing business needs and scenario. The CLD also undertakes strict monitoring and
vigilance of the corporate sector with a view to promoting transparency, accountability and good corporate governance practices,
thereby protecting the interests of investors.

The CLD operates with the following Departments.

i Registration Department

The Registration Department is responsible for registration of new companies and ensuring compliance with statutory requirements.
Its operational ambit includes examination of various statutory returns and accounts filed by companies. It also supervises and
coordinates the working of CROs.

The Registration Department consists of the following Wings:[

e Registration and Licensing[l
o0 Investigation and Compliancell
e MIS

ii. Enforcement Department

The Enforcement Department is responsible for monitoring companies listed on stock exchanges, except NBFCs, modarabas and
insurance companies. It examines published accounts of such companies, monitors their compliance with applicable laws, rules and
regulations and prosecutes the companies in default.

The Enforcement Department consists of the following Wings:[l
e Accountsl]

e  Enforcement and Capital Issuesl]
e  Compliance and Prosecution

4.1.2 Management Team

Mr. Abdul Rehman Qureshi, Commissioner heads the CLD. In managing the Registration Department, he is assisted by a Director, a
Registrar of Companies and an Additional Registrar. Three Additional Registrars oversee the CROs at Karachi, Lahore and Islamabad
while the remaining five CROs are supervised either by Joint, Deputy or Assistant Registrars.

In managing the Enforcement Department, Mr. Qureshi is assisted by three Directors and a team of professionals comprising CAs,
cost and management accountants (CMAs), lawyers and business graduates.
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4.1.3 Laws Administered

i. Companies Ordinance, 1984

ii.  Securities and Exchange Commission of Pakistan Act, 1997

ii. Companies (Appointment of Legal Advisers) Act, 1974

iv.  Companies (Appointment of Legal Advisers) Rules, 1975

v.  Companies (General Provisions and Forms) Rules, 1985

vi.  Companies (Invitation and Acceptance of Deposit) Rules, 1987
vil.  Companies (Issue of Capital) Rules, 1996

viii. Companies (Audit of Cost Accounts) Rules, 1998

ix.  Companies (Buy-back of Shares) Rules, 1999

x.  Companies Share Capital (Variation in Rights and Privileges) Rules, 2001
xi.  Companies (Registration Offices) Regulations, 2003

The Registration Department administers the laws pertinent to private companies, unlisted public companies and foreign companies
while the Enforcement Department administers the laws relevant to listed companies.

4.2 Sector Overview

As on 30 June 2004, there were a total of 43,728 companies in the country. Of these, 42,681 companies were limited by shares
including 2,768 public companies, 144 SMCs and 39,769 private companies. During the year, 2,207 new companies were registered,
of which 2,152 companies were limited by shares.

Registration of companies over the period 1999 to 2004 is displayed in Chart 1 while the growth in companies according to their type
is figured in Chart 2.

Chart 1 - Registration of Companies During the FYs 1999 - 2004
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Chart 2 - Growth in Various Types of Companies During the Year
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Geographical spread of registered companies as of the close of the year under review and the preceding year is given below.

Chart 3 - Geographical Spread of Companies
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Sector-wise distribution of companies limited by shares is shown in Table 3.

Table 3 - Sector-wise Distribution of Companies Limited by Shares

Number of
Companies

as at
30 June 2004

1 Commercial Banks 21
2 Investment Banks 79
3 Leasing Companies 41
4 Mutual Funds and Management Companies 13
5 Modaraba Management Companies 40
6 Brokerage Houses 129
7 Investment Advisers 71
8 Insurance 104
9 Textile Spinning 242
10 Textile Weaving 249
11 Textile Composite and Others 2,877
12 Synthetic Rayon 063
13 Woolen 109
14 Jute 18
15 Sugar and Allied 152
16 Tobacco 108
17 Cement 64
18 Fuel and Energy 459
19 Power Generation 214
20 Engineering 1,333
21 Auto and Allied 220
22 Electrical and Electronics 322
23 Transport 483
24 Communication 1,355
25 Chemical and Pharmaceuticals 1,283
20 Paper and Board 311
27 Ghee and Cooking Oil 284
28 Construction 944
29 Housing and Real Estate 292
30 Food and Allied 952
31 Leather and Tanneries 246
32 Glass and Ceramics 347
33 IT 1,124
34 Security Services 353
35 Corporate Agriculture Farming 26
36 Miscellaneous 27,753

Total 42,681
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The pattern of paid-up capital of companies limited by shares is given in the table below.

Table 4 - Pattern of Paid-up Capital of Companies Limited by Shares

. Unlisted ’
Paid-up Capital Llsted' Public Pr1vate:
Companies . Companies
Companies

Below Rs. 0.5 million 3 839 26,849 123
Rs. 0.5 million to Rs. 1 million - 91 3,321 9
Rs. 1 million to Rs. 10 million 47 342 7,535 9
Rs. 10 million to Rs. 100 million 288 645 1915 3
Rs. 100 million to Rs. 500 million 226 164 132
Rs. 500 million to Rs. 1,000 million 34 17 12
Rs. 1,000 million and above 46 26 5

During the year under review, 214 out of 536 listed companies — under the purview of the CLD — paid dividends to their shareholders.
The pattern of dividend payment by listed companies during the last five years is presented as follows.

Chart 4 - Dividend Paying Companies During the FYs 2000 - 2004
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A slight decrease in dividend payment was experienced during the year, which was primarily because some dividend paying companies
were merged while some were de-listed from stock exchanges. Moreover, the financial results of nine companies, which were listed
on stock exchanges during the year, were not due as on 30 June 2004.
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Table 5 - Sector-wise Pattern of Dividend Declared

2002 2003 2004
No. of No. of No. of

No.of  Companies No.of Companies No.of Companies
Companies Declaring Companies Declaring Companies Declaring
Dividend Dividend Dividend

1 Icnggls;r;lneirc}; /%Z;rllggnles/Securltles 40 17 2% 15 2 16
2 Insurance* 39 18 38 15 - -
3 Textile Spinning 133 57 126 45 121 37
4 Textile Weaving 21 6 20 4 20 4
5 Textile Composite 57 23 56 23 55 22
6 Woolen 6 2 6 2 5 2
7 Synthetic 24 10 23 9 22 10
8 | Jute 7 1 7 2 6 2
9 Sugar and Allied 38 13 38 14 38 10
10 Cement 21 5 22 9 21 7
11 Tobacco 6 2 5 2 5 2
12 | Refinery 3 3 4 3 4 3
13 Power Generation and Distribution 14 5 13 6 12 7
14 | Oil and Gas Marketing 6 6 6 5 6 6
15 Oil and Gas Exploration 2 2 2 2 3 2
16 | Engineering 14 4 13 5 14 5
17 Automobile Assembler 13 6 13 7 13 8
18 Automobile Parts and Accessories 12 5 12 6 12 6
19 Cable and Electric Goods 13 4 12 4 10 4
20 | Transport 4 - 4 - 5 1
21 | Technology and Communication 5 4 5 3 3
22 Fertilizer 4 3 4 3 4 3
23 Pharmaceutical 11 9 11 9 11 9
24 Chemical 23 10 23 12 23 11
25 Paper and Board 14 7 13 7 13 7
26 | Vanaspati and Allied 19 - 18 4 18 -
27 Leather and Tanneries 7 6 5 3 5 3
28 Food and Personal Care Products 24 16 22 15 21 15
29 Glass and Ceramics 10 5 10 5 10 4
30 Miscellaneous 27 6 27 5 26 5

Total 617 255 582 245 536 214

*The regulation of insurance companies and investment banks has been taken out from the ambit of the CLD.
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4.3 Performance Review

In order to encourage growth of corporate enterprises and to ensure public facilitation through prompt information dissemination,
the Registration Department took a number of appropriate measures. Notable steps included revision and updating of the Promoters’
Guide for incorporation of a company, reduction in initial incorporation fees and reduction in the rates of late filing fee of documents
by companies. A booklet titled “Directors and Secretaries Guide” was also published to guide and educate the public regarding
corporate laws and their compliance. Efforts were made to further develop the legal framework in order to promote and achieve the
overall objective of effective regulatory compliance by registered entities. The Registration Department also undertook effective
monitoring and enforcement in the case of unauthorized and illegal international brokerage houses, forex companies and multi-level
marketing (MLM) companies/pyramid schemes. Further, the Companies Easy Exit Scheme (CEES) was re-launched during the year
to provide another chance to dormant companies to get their names struck off the register of companies.

Officers of the Registration Department in a meeting

During the year, the Enforcement Department focused its efforts on ensuring transparency in the affairs of companies and, for the
purpose, took a number of actions targeted at discouraging unauthorized and unlawful inter-corporate financing, non-payment of
dividends, irregularities relating to employees’ provident fund accounts, non-compliance with statutory provisions, negligence by
auditors and inadequate or misleading disclosures in accounts. It ordered investigations into the affairs of various listed companies
during the year. Based on the findings in inspectors' reports, appropriate penal actions were initiated against directors of those
companies and their statutory auditors. Compliance with corporate laws and International Accounting Standards (IASs) by listed
companies has notably improved as a result of stringent corporate discipline enforced by the CLD.

4.4  Development of Laws

4.4.1 Amendments in Companies (General Provisions and Forms) Rules, 1985

Appropriate amendments in the Companies (General Provisions and Forms) Rules, 1985 were notified on 7 July 2003. The draft
amendments were finalized last year in consultation with stakeholders. Major amendments related to the following:

i. mode of serving notices and documents;

ii.  reformatting of forms and returns;

iii.  application for alteration in memorandum of association;

iv.  company representatives in proceedings before the Commission; and
v.  authorized signatories on returns submitted to the Commission.
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Consequent upon promulgation of the Companies (Amendment) Ordinance, 2002, further amendments were deemed necessary in
the Companies (General Provisions and Forms) Rules, 1985. Accordingly, the following notable amendments in the Rules were notified
on 29 October 2003 so as to bring their requirements in line with those of the Companies Ordinance as amended:

i particulars to be provided by a subscriber;

ii.  disqualification from appointment as a director;

iii.  approval of capital and other expenditure by directors;
iv.  qualifications of company secretary; and

v.  auditors’ report on consolidated financial statements.

4.4.2 Amendments in Companies (Invitation and Acceptance of Deposit) Rules, 1987

The Commission, on 1 October 2003, amended the Companies (Invitation and Acceptance of Deposit) Rules, 1987 (Deposit Rules)
to bring within their ambit the advance money collected by real estate, automobile or other companies against the promise to supply
a property or commodity at some future date. The amendments were introduced after considering the complaints received against
certain companies engaged in the real estate and automobile businesses, which had launched schemes for inviting and collecting
advance money from the public. These companies had promised to supply properties or commodities at some future date but did
not honor their commitments.

While implementing Deposit Rules, specially on real estate business, it was observed that managements of such businesses started
registeration of cooperative societies for launching different housing schemes in order to avoid application of the said Rules. Furthermore,
registration of new real estate companies was also curtailed, which hampered the Commission’s aim of formalizing the unorganized
business sector through corporatization. This shift in the legal status of real estate business from corporate entities to cooperative
societies - registered by district governments/development authorities - made the implementation of Deposits Rules nearly impracticable
and made this sector more vulnerable to irregularities and financial scams.

In view of these concerns, the Commission has proposed to withdraw amendments made in Deposit Rules that applied to real estate
and automobile companies. It has instead been proposed that companies seeking deposits from the public would be required to
obtain credit rating from registered credit rating companies. This would protect the interests of investors and facilitate them in making
informed investment decisions. The enhancement of penalty in case of non-compliance with the provisions of Deposit Rules was also
proposed. Moreover, the Commission has suggested to the Government that provincial/district governments, development authorities
or another agency may be required to formulate a legislation to safeguard the interests of the general public, particularly in case of
real estate business, where advance money is collected from the public.

4.4.3 Single Member Companies Rules, 2003

Subsequent to inclusion of the concept of SMC in the Companies Ordinance, the Single Member Companies Rules, 2003 were framed
and notified by the Commission to provide impetus to the formation of SMCs. The Rules provide necessary legal framework for such
companies and clarify matters concerning their formation.

The Single Member Companies Rules apply to a company incorporated as a SMC and any private company limited by shares and having
more than one member that becomes a SMC after complying with the requirements of the said Rules. Its notable requirements include
the following.

i Formation of a SMC
A single person may form a SMC and nominate at least two individuals to act as nominee director and alternate nominee director.
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ii. Change in Status of a SMC

A SMC may be converted into a private company upon increase in the number of its members to more than one due to transfer of
shares, further allotment of shares, death of the single member or operation of law. In this regard, the SMC will pass a special resolution
for change of status and alter its articles of association accordingly, transfer the shares and appoint and elect additional directors.

iii. Director’s Meeting

Any provision of the Companies Ordinance, rules made thereunder, or articles of association of the company which requires any action
or decision to be taken by directors or members, or by a resolution of directors or members of a company will be deemed to
be satisfied if taken by the sole director or single member and drawn up in writing and recorded in the minutes book.

iv. Company Secretary
A SMC will appoint a company secretary who will attend general meetings and meetings of directors and record a fair and accurate
summary of the minutes of proceedings of such meetings.

V. Transfer of Management to Nominee Director

The nominee director will manage the affairs of a SMC in case of death of single member till the transfer of shares to his legal heirs.
In case of any impediment, the nominee director is required to report the circumstances to the Registrar and seek necessary directions
within seven days of the death of the single member.

Vi, Contracts with Single Member

Where a SMC enters into a contract with the single member of the company, the SMC must, unless the contract is in writing, ensure
that the terms of the contract are forthwith set out in a written memorandum or recorded in the minutes of the first meeting of the
directors of the company following the making of the contract.

Vii. Company becoming a SMC
A private limited company having two or more members can become a SMC by passing a special resolution for change of its status,
making necessary alteration in its articles of association and on obtaining prior approval of the Commission.

viii. Pattern and Style of the Name of a SMC
The pattern and style of the name of a SMC shall be “XYZ (SMC-Private) Limited”.

4.4.4 Companies (Registration Offices) Regulations, 2003

On 5 September 2003, the Companies (Registration Offices) Regulations, 2003 were issued to replace the Companies (Registration
Offices) Regulations, 1986. The Regulations were formulated with a view to improve document management, boost internal efficiency
and eradicate redundant manual work at CROs, specially with respect to maintenance of various registers. Some of the major reforms
introduced through the new Regulations are as under.

i. Time Period for Examination of Documents, Applications, etc.

In order to facilitate the corporate sector, the Regulations define the maximum possible time period in which documents or applications
filed at CROs would be examined and in case of delay, reasons and circumstances causing the delay would be recorded. Most of the
applications and statutory returns would be disposed, registered or recorded within one day. Certificates of commencement of
business, registration of a foreign company and incorporation of a company would be issued within a period of two and three days,
respectively, while inspection of documents would be carried out within an hour.

ii. Payment of Additional Fee for Late Filing of Documents
In order to encourage compliance with statutory requirements, additional filing fee slabs for companies have been reduced.
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4.5  Regulatory Actions
4.5.1 Mergers and Amalgamations

The Commission ensures that schemes of arrangement proposed by listed companies are not prejudicial to the interests of minority
shareholders. In the event of a scheme of arrangement appearing to be detrimental to the interests of minority shareholders, the
concerned Registrar, under Section 288 of the Companies Ordinance, makes a representation before the court on the basis of comments
of the CLD. During the year under review, the CLD filed oral and written representations in the courts in respect of eleven cases of
mergers regarding listed and unlisted companies. Of these, nine related to schemes of arrangement involving listed companies. The
following schemes were approved by the courts/SBP during the year:

i.  merger of Dilon Limited, Lawrencepur Woolen Mills, Burewala Textile with Dawood Cotton Mills;
ii.  merger of Kohinoor Genertech with Kohinoor Weaving;

iii.  merger of Hattar Fruit Products with Shezan International;

iv.  merger of Ka’as ul Mustafa (Private) Limited with Ghani Glass Limited,;

v.  merger of Crescent Investment Bank Limited with Mashreq Bank Limited,;

vi.  merger of Pak Elektron Limited with PEL Appliances Limited;

vii. merger of Worldcall Phonecards with Worldcall Communications; and

vili. merger of KASB Leasing Limited with KASB Bank Limited.

Only one scheme of arrangement of listed companies was under consideration as of the close of the year.

4.5.2  Re-launching of CEES

During the year under review, the Commission re-launched the CEES, which allows dormant and inactive public unlisted companies,
private companies, associations not-for-profit, companies limited by guarantee and foreign companies to get their names struck off
the register of companies under Section 439 of the Companies Ordinance. The Scheme was re-introduced after considering the
continuous demand and representations received from the corporate entities to provide another chance to these companies to exit
from the corporate sector.

The Scheme remained operative from 1 March 2004 to 30 June 2004. The procedural requirements under the Scheme included:

i. payment of fee for private limited companies, unlisted public companies and companies limited by guarantee;

ii.  aresolution by the Board of directors or of the shareholders of the company;

iii.  aduly verified affidavit from one of the directors, preferably CEO, stating that the company has no assets or liabilities, it is not
carrying on any business or operation and does not owe any amount to any authority; and

iv.  a certificate from the company’s auditor and in case the auditor is not a practicing CA or a CMA, then a certificate from a
practicing CA or a CMA verifying that the company is not doing any business, has no assets or liabilities and does not owe any
amount to any authority.

A total of 1,143 companies applied under the Scheme. As many as 154 applications were accepted by CROs while the remaining 989
cases were under consideration as at the close of the year.

4.5.3 Approvals and Permission
The Companies Ordinance contains a number of provisions in which approval of the Commission or the Registrar is mandated for

effecting the requirements of such provisions. A large number of applications were received during the year and, after due process,
necessary approvals were accorded. Relevant details are given in Table 6.
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Table 6 - Cases Approved under the Companies Ordinance

Secti Nature of Approval/Permission Sought Number of
ection ature o roval/Permission Sou
= . Cases Disposed Off
Section 21 Amendment in memorandum and articles of association 79
Sections 21,131,25 Issue of certified copies of documents 391
, Extension in time period for filing the order confirming alteration
Section 25 . T . 1
in memorandum of association with the Registrar
Section 37 Availability of name 6,781
Section 39 Change of name 168
Section 42 Grant of license to associations 23
Section 44 Conversion of public companies into private companies 8
Section 57 Registration of prospectus 10
Section 90 Issué qf shfires.under the (.Zo.mpanies Share Capital )
(Variation in Rights and Privileges) Rules, 2000
Section 121,129,132 Registration, modification and satisfaction of charge 6,068
Section 131 Condition of delay in submission of particulars of charge 14
Section 146 Commencement of business certificate 38
Section 158, 233 Extens.ion in peri‘od for hqlding of Annl{al General Meetings (AGMs) 112
by unlisted public and private companies
Section 170 Calling of overdue meetings 29
Section 195 Grant of loans to directors of unlisted public companies 2
Miscellaneous 6.8%3
Total 20,559

Moreover, conversion of a private company into SMC under Rule 9 of the Single Member Companies, Rules, 2003 was approved during
the year. In addition, CROs allowed inspection of records in 8,996 cases in terms of Regulation 18 of the Companies (Registration
Offices) Regulations, 2003.
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4.5.4 Attendance of Directors in Board Meetings through Video Conferencing

In recognition of the convenience provided by modern technology and to facilitate compliance with legal requiremnts, the Commission,
vide circular no. 30 of 2003, allowed listed companies to hold meetings of their Boards of directors through videoconferencing. This
decision is expected to facilitate companies whose directors are based abroad, particularly given the requirement to hold Board
meetings at least once in each quarter.

4.5.5 Transmission of Quarterly Accounts by Listed Companies

During the year, listed companies were advised, vide circular no. 13 of 2003, to set up their websites and place their financial information
thereon in order to reap the advantages provided by modern technology. The Commission also received concerns from various listed
companies that circulation of periodic accounts to all shareholders by mail was a costly and cumbersome exercise. In this regard,
suggestions were made to the Commission to allow listed companies to place quarterly accounts on their websites instead of transmitting
the same to shareholders by post. After suitable consideration of this proposal, listed companies were allowed, subject to certain
requirements, vide circular no. 19 of 2004, to place their quarterly accounts on their websites. This would be treated as compliance
with the provisions of Section 245 of the Companies Ordinance and would also ensure timely availability of information to shareholders.

4.5.6  Capital Issues

During the year under review, the CLD received twelve applications from nine companies related to issue of capital by way of right issue
and/or otherwise than right issue. After necessary examination, four companies were allowed to issue preference shares/different class
of shares to existing shareholders by way of right, amounting to Rs. 3,233.65 million while two companies were allowed to issue shares
to foreign investors amounting to Rs. 335 million. Another company was allowed to issue shares at a discount of 20 percent to existing
shareholders. However, one case for issuance of 100 percent right preference shares was rejected due to non-compliance with the requisite
legal formalities. Two cases, where companies intended to issue shares other than by way of right issue, were also rejected, being unjust
and unfavorable to the interests of minority shareholders. As of the close of the year, only two applications were pending on account of
deficiencies to be resolved by the companies concerned.

4.6  Monitoring and Enforcement

4.6.1 Action against Forex Companies/International Brokerage Houses

During the year under review, it was found out that thirty-eight illegal and unauthorized registered forex companies/international
brokerage houses were operating in the country in violation of the provisions of law. Moreover, twenty-two individuals/firms conducting
illegal forex/international brokerage business were identified.

In this regard, the Commission and SBP set up a joint task force to devise a cohesive strategy to deal with errant companies. Petitions
for winding up of fifteen companies were filed with the courts while twenty-two cases were referred to the National Accountability
Bureau (NAB) for action against companies and calling/settlement of claims of investors. Prohibitive notices and directives were
issued to the companies concerned and names of their directors/CEOs were placed on the Exit Control List.

4.6.2  Action against MLM and Pyramid Schemes

The Commission noted that certain companies, firms and individuals were engaged in unauthorized, unlawful and unethical business
practices, deceiving general public by inducing them to earn sky-high returns in a short span of time through schemes that sought
referrals and recruitment of new participants. Although participants at the very first levels may benefit from such a scheme, a vast
majority lose their original investment without generating any profit.
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Companies engaged in this business were identified and necessary action was initiated. Petitions for winding up of two companies
were filed while three cases were referred to NAB for further action.

In addition, 2 media campaign was launched to warn the public against unlawful activities of such companies and to educate them
on MLM concepts and pyramid schemes. Notices were published in the newspapers and warnings were placed on the Commission’s
website to further alert the public against companies involved in such activities.

4.6.3 Investigations into the Affairs of Companies

During the year under review, the CLD ordered investigations into the affairs of two listed companies under Section 265 of the
Companies Ordinance in view of the following concerns:

i.  non-compliance with statutory requirements;

ii.  complaints of shareholders about poor performance and mismanagement;
iii. inconsistencies in operating results;

iv.  considerable deterioration in performance; and

v.  oppression of minority shareholders.

Prosecution was initiated in case of the company whose management did not cooperate with the inspector appointed by the Commission.

In addition, the Commission ordered investigation into the affairs of a private limited company on an application received from its
shareholders. The shareholders had conveyed that the affairs of the company were not being managed in accordance with prudent
commercial practices. The inspector, appointed by the Commission under Section 263 of the Companies Ordinance submitted his
report during the year. Necessary action on the report was in process at the close of the year.

4.6.4 Holding of AGMs

The CLD carries out strict monitoring to ensure that listed companies hold AGMs within the prescribed period of time and in an
orderly manner. Of the 536 listed companies under the purview of the CLD, 472 companies were found to be compliant whereas sixty-
four companies failed to hold their meetings within the specified time period. The position in comparison to previous years is illustrated
in the table below.

Table 7 - Extent of Compliance with the Requirement for Timely Holding of AGM: A Comparison with Last Three Years

No. of No. of Compliant Compliance
Companies Companies
2004 536 472 88.1
2003 582 498 85.0
2002 617 548 88.8
2001 0635 534 84.1
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Chart 5 - Detail of Companies in Default
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Table 8 - Sector-wise Status of Holding of AGM within the Prescribed Time Period

AGMs of Companies with FY End

Total
Sector June September December Others Default

Due Held Due Held Due Held Due Held Due Held

U | Securiies Compantes 7|7 7
2 Commercial Banks - - - - 18 18 - - 18 18
3 | Textile Spinning 1 1 120 112 - - - - 121 113 8
4 Textile Weaving 1 1 19 10 - - - - 20 11 9
5 Textile Composite 13 9 42 39 - - - - 55 48 7
6 Woolen 4 2 1 1 - - 5 3 2
7 Synthetic 21 17 1 1 - - - - 22 18 4
8 | Jute 6 5 - - - - - - 6 5 1
9 Sugar and Allied 1 1 37 35 - - - - 38 36 2
10 | Cement 21 21 - - - - - - 21 21
11 | Tobacco 4 4 - - 1 1 - - 5 5
12 | Refinery 4 4 - - - - - - 4
13 | Power Generation and Distribution 12 11 - - - - - - 12 11 1
14 | Oil and Gas Marketing 6 6 - - - - - - 6 6
15 | Oil and Gas Exploration 3 3 3 3
16 | Engineering 12 10 - - 2 1 - - 14 11 3
17 | Automobile Assembler 8 7 - 4 1 1 13 12 1
18 | Automobile Parts and Accessories 10 9 - 2 2 12 11 1
19 | Cable and Electric Goods 7 4 1 1 2 1 - 10 6 4
20 | Transport 4 2 - 1 1 5 3 2
21 | Technology and Communication 8 8 - - 8 8
22 | Fertilizer - 4 4 - - 4 4
23 | Pharmaceutical 4 4 6 6 1 1 11 11
24 | Chemical 18 17 1 1 4 4 - - 23 22 1
25 | Paper and Board 11 9 1 1 1 1 - 13 11 2
26 | Vanaspati and Allied 14 9 1 - - - 3 2 18 11 7
27 | Leather and Tanneries 3 3 - - 2 2 - - 5 5
28 | Food and Personal Care Products 15 13 1 1 5 5 - - 21 19 2
29 | Glass and Ceramics 10 7 - - - - - - 10 7 3
30 | Miscellaneous 23 20 - - 2 1 1 1 26 22

Total 251 214 225 202 52 49 8 7 536 472 64
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In addition to sixteen show cause notices brought forward from the previous year, the CLD issued twenty show cause notices during
the year under review for defaults in holding of AGMs. As a consequence of these proceedings, penalties amounting to Rs. 1.06 million
were imposed in twenty-seven cases while seven cases were closed due to satisfactory explanations received from companies. As at
the end of the year, only two cases were pending adjudication.

4.6.5 Circulation of Quarterly Accounts

A total of 1,279 quarterly accounts of listed companies were due to be filed during the year. As many as 1,092 accounts were circulated
by listed companies, exhibiting 85.4 percent compliance. The status of compliance for the year under review is tabulated below.

Table 9 - Circulation of Quarterly Accounts

1st Quarter 2nd Quarter 3rd Quarter Total
Accounts Due 537 484 258 1,279
Accounts Submitted 461 410 219 1,092
Compliance (%) 85.8 84.7 84.9 85.4

During the year, sixty-two companies did not submit a total of 187 accounts for various quarters. In view of the failure to comply with
the requirements of the Companies Ordinance, fifty-three show cause notices were issued to forty-two companies while fifty-six show
cause notices were brought forward from the previous year. After completion of due process, penalties amounting to Rs. 1.383 million
were imposed in forty-two cases while fifty-one cases of default were either condoned due to minor defaults and satisfactory explanations
received or winding up proceedings were initiated. There were sixteen cases pending adjudication as of 30 June 2004.

4.6.6 Examination of Annual and Interim Accounts

During the year under review, the Enforcement Department undertook examination of published accounts of listed companies with
the aim to identify deficiencies in disclosures and other irregularities. As a result of strict monitoring, there has been more comprehensive
and transparent presentation of financial statements by listed companies.

i Disclosures in Financial Statements

During the year, 135 listed companies were asked to furnish explanation regarding deficiencies in their financial statements. Upon a
review of explanations submitted to the Commission, proceedings were initiated against eight companies for not presenting true and
fair view in the financial statements and not maintaining proper records. The cases of two companies were closed whereas remaining
cases were at various levels of adjudication as at the end of the year.

ii. Disclosures in Directors' Reports

The CLD observed that disclosures required under Section 236 of the Companies Ordinance were missing from directors’ reports
in certain cases, with the result that shareholders were deprived of meaningful information about the affairs of these companies.
Consequently, clarifications were sought and show cause notices were issued to directors of four companies for grossly inadequate
disclosures in the directors’ reports annexed to the financial statements.

iii. Irregularities in Provident Funds

During the year under review, the CLD initiated actions against directors of companies and trustees of provident fund trusts for
committing irregularities in employees’ provident funds under the Companies Ordinance. In this regard, five show cause notices were
issued and necessary penalties were imposed. Moreover, these companies were asked to repay the contributions and loans due to
the respective funds along with accrued mark-up. In addition, directions under Section 472 of the Companies Ordinance were
issued to two companies to repay the liability due to the provident fund accounts within the stipulated time.
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Besides the above, examination of annual accounts of 511 unlisted companies and associations not-for-profit was carried out by the
Registration Department. Show cause notices and warnings were issued to 309 and 109 companies, respectively, for non-compliance
with the statutory requirements. Explanation from auditors of thirty companies was also sought.

4.6.7  Actions against Auditors

During the year under review, the CLD identified certain cases of negligence of statutory auditors where they had failed to act in
conformity with the statutory requirements. The reports issued by such auditors either failed to bring out material facts about the
affairs of companies or contained untrue statements. As a result, proceedings in the case of one firm of CAs were initiated during
the year. Moreover, penalty was imposed in another case, which was brought forward from the previous year.

4.6.8 Inter-corporate Financing

During the year under review, efforts were made to deter unlawful inter-corporate financing in order to curb the misuse of funds.
Timely intervention by the CLD caused two companies to withdraw the proposed resolutions for making investments, aggregating
Rs. 111.06 million, in their associated companies. Cases were also identified where investments made in associated companies were
either free of return or without approval of shareholders. In this regard, proceedings were initiated against two companies for violation
of mandatory provisions of the Companies Ordinance. A penalty of Rs. 100,000 was imposed in one case besides issuance of directions
to recover the amount from the associated undertaking. As a result of actions taken, it is expected that investment of more than Rs.
97 million would be returned to the concerned company.

4.6.9 Disclosure of Information in Case of Special Business

The CLD continued its efforts to require listed companies to provide material information to shareholders. In this regard, it examined
the statements of material facts pertaining to special businesses to be transacted by ninety-three listed companies. Strict monitoring
by the CLD resulted in enhanced disclosure of information by companies. Where material deficiencies were identified in the notices
of meetings, the CLD took appropriate actions. Accordingly, thirty-four companies were advised to circulate addendums whereas
three companies were stopped from passing resolutions that were considered to be against the interests of shareholders or contrary
to the provisions of the Companies Ordinance.

During the year under review, proceedings under Section 160 of the Companies Ordinance were initiated against five companies for
failure to annex the statement of material facts with the notice of AGM and failure to include special business in the agenda of the
notice. Consequently, penalties were imposed on three companies. Generally, actions were taken in respect of deficiencies in the
following matters:

i.  remuneration of CEO and directors;

ii.  investment in associated companies;

iii.  alteration in memorandum and articles of association;

iv.  increase in authorized share capital;

v.  issuance of bonus shares;

vi. sale or lease of whole undertaking or sizeable part thereof; and

vii.  election of directors/increase or decrease in the number of directors.

4.6.10 Irregularities in Holding Election of Directors

During the year under review, thirty-four companies did not hold elections of their Boards after expiry of the term of office of directors
and also did not report impediments to the Registrar within fifteen days of the date of elections, as required by law. As a consequence
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of violation of Section 177 of the Companies Ordinance, necessary proceedings were initiated and penalties amounting to Rs. 227,000
were imposed on the directors of seven companies. Prosecution proceedings were initiated in rest of the cases except one, which was
pending adjudication at the close of the year.

4.6.11 Delay in Transfer of Shares

In cognizance of complaints received from investors regarding delay in transfer of shares, the CLD issued show cause notice to one
company. Another case, which was pending from previous year, was decided and penalty was imposed on the directors of the company,
including CEO.

During the year under review, the CLD received five appeals under Section 78A of the Companies Ordinance for refusal for registration
of transfer of shares. After providing considerable opportunity to appear in person and to clarify the position, the concerned companies
were directed to transfer shares in the names of the applicants.

4.6.12 Investors' Grievances

The CLD has been active in addressing and resolving complaints received from small shareholders. On the basis of these complaints,
the CLD was able to identify companies’ violations of various provisions of the Companies Ordinance and take timely actions in the
following areas:

i non-receipt of dividend warrants;

ii.  non-encashment of dividend warrants;

iii.  delay/non-transfer of shares and issue of duplicate shares;
iv.  non-receipt of annual and interim accounts;

v.  wrongful deduction of Zakat;

vi.  disputes in shareholdings; and

vii. removal of directors.

During the year under review, the Registration Department received seventy-six complaints from shareholders and the general public.
Of these, seventy complaints were disposed off. A total of 891 applications were received and complainant’s grievances satisfied by
the Enforcement Department during the year as compared to 919 complaints resolved during last year.

4.6.13 Striking off the Names of Defunct Companies

Section 439 of the Companies Ordinance provides that where the Registrar has reasonable cause to believe that a company is not
carrying on business or is not in operation, he may, by following the prescribed procedure, strike off the name of such company.
During the year under review, names of forty-eight companies were struck off the register of companies under Section 439. The CLD
also initiated actions against inactive companies, which had not filed their statutory returns for the last fifteen years. In this regard,
notices were issued to all defaulter companies.

4.6.14 Liquidation of Companies

The Registrar of Companies sought approval of the Commission to present winding up petitions against fifty-three listed companies,
under Section 305 of the Companies Ordinance, that had either failed to hold two consecutive AGMs or suspended their business
for more than a year. The Commission, after giving an opportunity to the companies concerned, accorded its approval for presentation
of winding up petitions against twenty-six listed companies. In case of twelve companies, the courts appointed official liquidators to
initiate formal proceedings.
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4.6.15 Adjudication of Cases under the Companies Ordinance

During the year under review, a total of 6,397 cases were adjudicated by the CROs, Registrar of Companies, Executive Director and
Commissioner (CLD) for violations of various provisions of the Companies Ordinance. Appropriate actions were taken against companies
and their managements where violations were proven.

4.6.16 Developments in the Case of Taj Company Limited

The petition for winding up of Taj Company Limited was filed before the Lahore High Court and was accepted on 18 May 1998. The
Supreme Court suspended the liquidation order but it was vacated on 13 June 2003.

During the year, the Lahore High Court appointed joint official liquidators to proceed with the winding up of Taj Company Limited
by taking over all moveable and immoveable assets of the company including its bank accounts. Of the twelve properties of the
company, four were sold, generating an amount of Rs. 420 million. On 12 March 2004, the Honorable Prime Minister of Pakistan
distributed cheques, amounting to Rs. 224 million, among 8,911 depositors and claimants. Subsequently, the official liquidators of
the company, under direct supervision of the Lahore High Court, reported in May 2004 that funds amounting to Rs. 434 million were
available for disbursement to the depositors. As of 1 April 2004, an amount of Rs. 448.67 million had been distributed among 23,075
people affected by the Taj Company scam.

The official liquidators of the company, with approval of the company judge, have proposed to make 100 percent payment to claimants,
having claims up to Rs. 50,000, whereas the remaining calimants, with claims exceeding Rs. 50,000, would be paid another instalment
of 20 percent thus reaching a payment of 40 percent of their deposited amount. The pace of liquidation process is satisfactory and
as per the order of the Court, it is expected to be completed within the stipulated period.

Officers of the Enforcement Department engaged in a meeting
4.6.17 Cost Audits

Section 258 of the Companies Ordinance empowers the Commission to direct such class of companies as has been required to maintain
cost accounting records under Section 230 (1) (e) of the Companies Ordinance to have the cost accounts audited in accordance with
specified stipulations by an auditor who is a CA or a CMA. In this regard, the Commission framed the Companies (Audit of Cost
Accounts) Rules, 1998 (Cost Audit Rules) that were notified on 25 July 1998. This requirement has been prescribed for vegetable ghee
and cooking oil, cement and sugar industries.

During the year under review, show cause notices were issued to thirteen companies for non-compliance with the Cost Audit Rules.
The violations related mainly to non-appointment of cost auditors within the prescribed period of time. After completing necessary
proceedings, penalties were imposed in four cases.
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4.7  Administrative Appeals

The CLD passed a number of orders regarding appointment of inspectors, imposition of penalties for violations of different provisions
of law and issuance of directions to make good the defaults committed by listed companies. Of twenty-one appeals against the CLD’s
orders, the Appellate Bench upheld twenty orders whereas one was set aside.

4.8  Judicial Cases

During the period under review, prosecution was initiated in seventeen cases while eighteen were pending from the previous year.
Of these, only one case was disposed off whereas thirty-four were pending adjudication by the courts. Moreover, three companies
challenged orders/show cause notices of the CLD in High Courts. These were also pending adjudication as at the close of the year.

4.9  Developmental Activities

4.9.1 Reduction in Incorporation Fee

In order to encourage corporatization and to boost the growth of the corporate sector, the Commission rationalized and reduced
the initial fees to be paid by promoters at the time of incorporation of companies. In this regard, the Sixth Schedule to the Companies
Ordinance was amended, with the approval of the Federal Government, on 9 December 2003. This step would reduce the cost of
forming a company and serve to encourage SMEs to be a part of the corporate arena.

4.9.2  Abolition of Stamp Duty on Memorandum and Articles of Association of Companies

Stamp duty on memorandum and articles of association of new companies has been an impediment to the growth of the corporate
sector, as affixing of adhesive stamps on these documents is a cumbersome process. To encourage corporatization, the Commission
recommended to the provincial governments to abolish stamp duty on these documents. The provinces of Punjab and NWEP accepted
the proposal and abolished the duty through their respective Finance Acts. This is expected to result in increased incorporation of
companies and greater business activities in these two provinces. The Commission would continue to pursue the matter
with the provinces of Sindh and Baluchistan so that stamp duty on memorandum and articles of association is abolished throughout
the country.

4.9.3 Delegation of Powers

With a view to facilitate corporate entities and streamline the functioning of the Registration Department and CROs, the Commission
delegated the powers of the Registrar, conferred by Section 476 of the Companies Ordinance, to the Additional Registrar, CRO Karachi
and the Additional Registrar, CRO Lahore as specified below:

i.  powers to be exercised by Additional Registrar, CRO Karachi in the matters of companies registered with CRO Karachi, CRO
Quetta and CRO Sukkur;

ii.  powers to be exercised by Additional Registrar, CRO Lahore in the matters of companies registered with CRO Lahore, CRO
Faisalabad and CRO Multan; and

iii.  powers of the Additional Registrar, CRO Karachi and the Additional Registrar, CRO Lahore under Section 476 of the Companies
Ordinance, in the matters of companies falling in their jurisdiction, further delegated to the concerned Joint Registrars of the
respective CROs.

Securities and Exchange Commission of Pakistan



4.9.4 ITCN Asia 2003 Exhibition

The Commission participated in the ITCN Asia 2003 Exhibition held in Karachi from 10 to 12 August 2003. During the course of the
Exhibition, incorporation and regulatory functions of the Commission were explained and ‘on-the-spot’ incorporation of companies
was provided. The services of the Commission were highly appreciated by local and foreign delegates attending the Exhibition.

4.9.5 Directors and Secretaries Guide

The Commission, as a part of its endeavors to create public awareness on key legal and regulatory issues and to develop a modern,
efficient and dynamic corporate sector, launched another guidance booklet titled “Directors and Secretaries Guide” during the year.
The guide highlights the responsibilities and duties of directors and secretaries. It is envisioned that such efforts will improve the
functions of both directors and secretaries and also help to strengthen corporate compliance and secretarial practices. The booklet
is also available on the Commission’s website.

4.9.6  Guide on Accounts and Accounting Reference Dates

In order to facilitate the corporate sector and to improve their understanding of various issues relating to preparation and circulation
of accounts, the CLD prepared a comprehensive and detailed guide on accounts and accounting reference dates. The guide provides,
in simple and easy to understand form, an insight into the laws and rules governing public disclosure of accounts. It serves as a
reference handbook for companies and explains the concept of accounting reference dates, requirements regarding filing of annual
and quarterly accounts and their contents.

410 Annual Plan
4.10.1 Work in Progress

i Draft Law to Prohibit Undesirable Business Activities

In order to prohibit illegal and fraudulent business activities and to curb financial crimes in the country, the need was felt to develop
a legislation that would provide the regulatory framework to deal with such matters. For this purpose, the Commission is drafting a
separate law, namely, “Undesirable Companies Bill, 2004”. The law is being drafted with a view to safeguard the interests of the public
and to provide enabling power to the Commission to proceed against companies involved in unscrupulous business activities.

ii. Proposal to Amend the First Schedule to the Companies Ordinance

The First Schedule to the Companies Ordinance contains sets of memorandum and articles of association for different kinds of
companies. The amendments made in the Companies Ordinance regarding various issues, over a period of time, made it necessary
to review the aforesaid Schedule. During the year under review, certain amendments were proposed, which were considered imperative
for bringing the First Schedule in conformity with the relevant provisions of the Companies Ordinance as well as for incorporating
other suitable provisions. The amendments were at draft stage as of 30 June 2004.

iii. Company Charges and Mortgage Guide

Companies sometimes create a mortgage or charge on their assets that must be registered under the Companies Ordinance. The
particulars of mortgage or charge, together with any instruments creating or giving evidence of it, are to be filed with the Registrar.
In this regard, the CLD is in the process of finalizing a guideance booklet, titled “Company Charges and Mortage Guide” to help
companies or interested parties file the particulars of mortgage or charge properly and in time.
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4.10.2 Futue Plans

The CLD plans to undertake the following activities during the coming year:

ii.
iii.

iv.

Vi.

Vii.

viii.

in collaboration with CBR, the corporate tax policy would be rationalized,;

to facilitate the corporate sector, on-line filing of statutory returns and documents would be introduced;

the provincial governments of Sindh and Baluchistan would be pursued to abolish stamp duty on memorandum and articles
of association;

research studies on the financial and business fundamentals of key sectors within the corporate sector would be undertaken
to introduce sector-specific reform strategies;

the feasibility and road map for the establishment of a Company Law Tribunal in Pakistan would be determined;

in order to streamline and expedite the process for liquidation of companies, a review of insolvency laws would be undertaken
to identify powers that can conveniently be transferred from the High Courts to the Commission and an education and awareness
campaign would be launched for developing a wider understanding of voluntary corporate winding up and restructuring under
the prevalent laws;

membership of the Asia Pacific Corporate Registers Forum would be acquired to gauge international developments in corporate
registration;

necessary guidelines and criteria would be developed for grant of exemptions; and

guidelines and booklets would be prepared in areas pertaining to liquidation and dissolution, conversion of status of a company,
investigations, mergers and amalgamations, preparation of quarterly accounts, capital issues and reconstruction of distressed
companies.

Securities and Exchange Commission of Pakistan



