Corporate Supervision Department
Company Law Division

Before Abid Hussain — Executive Director

In the matter of

Mr. Mubasher Mehmood - Riaz Ahmed & Co. Chartered Accountants
Auditor of Crescent Jute Products Limited

" ORDER
Number and date of notice: CSD/ARN/282/2016-2034 dated December 28, 2016
Date of hearing: - February 2, 2017
Present: 1.  Mr. Mubasher Mehmood

2. Syed Mustafa Ali

UNDER SECTION 260(1) READ WITH SECTION 255 & 476 OF THE COMPANIES
ORDINANCE, 1984

This order shall dispose of the proceeding initiated against Mr, Mubasher Mehmood of
Riaz Ahmed Co. Chartered Accountants(“respondent”), auciitor of Crescent Jute Products Limited
{the “Company”) through show cause notice (the “SCN”) dated December 28, 2016 under the
provisions of Section 260(1) read with Section 255 & 476 of the Companies Ordinance 1984 (the

“Ordinance™).

2. The facts leading to this case, briefly stated, are that, review of annual audited financial
statements (“Accounts”) of the Company including auditors report thereon reveals that the
Company has obtained approval from shareholder to dispose of its assets including land, building

and plant & machinery in its annual general meeting held on October 31, 2011.

3. Contrary to the requirements of International Financial Reporting Standard (the “IFRS") 5,
Non-current Assets Held for Sale and Discontinued Operations’ (IERS 5), following contravention
has been observed in company’s subsequent accounts including annual accounts for the years

ended Jun 30, 2012 through to June 30, 2016:

a) assets have not been classified as held for sale;

b) the Company has not ceased charging depreciation on such assets;

¢) the Company has not recognized such assets at lower of carrying amount
and fair value less costs to sell; and

d) amounts of incremental depreciation have been transferred from surplusr '

account to retained earnings,

4, Relevant paras of IFRS 5 provides that:
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i) Para 6

An_entity shall classify a non-current asset (or disposal group) as held for sale if its

carrying amount will be recovered principally through a sale transaction rather than

through continuing use.

ii) Para 15

Amn entity shall measure a non-current asset (or disposal group) classified as held for sale

at the lower of its carrying amount and fair value less costs to sell

i)  Para2s

An entity shall not depreciate {or amortise) a non-current asset while it is classified as held

for sale or while it is part of a disposal group classified as held for sale. Interest and other
expenses attributable to the linbilities of a disposal group classified as held for sale shall

conkinue to be recognised.

5. Contravention with the above mentioned requirements of IFRS 5 has resulted in

following misstatements in the Accounts 2012 through to Accounts 2016;

Rsin 000
 Paticulars | Ref. | 2012 2013 | 2014 | 2015 | 2016 |
. Contravention of IFRS-5; ; 7 “
»Classified as held for sale [Para -6] A No | Ne No | No = No

»Depreciation charged on building . B 16155 | 9,800 5,152 - -
and P&M [Para-25] |
>Subsequent swrplus should mot| C | - 7T 26,130
| have been recorded [Para 15] |
~>Amount transferred from surplus D 9702 5737 3,087
‘ to retained earnings [Para 15] : é
| B=B+C+D | 25857 15537 | 8,239 26,130

6, Section 3(d) and 4 of Section 255 of the Ordinance provides that:

“(d)  whether or not in their opinion and to the best of their information and according to the
explanations given to them, the said accounts give the information required by this Ordinance in
the manner so required and give a true and fair view —

041,
7th Floor, NIC Building, 63-Jinnah Avenue {

Islamabad, Pakistan :
PABX: + 92-51-9207091-4, Fax: +92-51-9100454, 9100471, Email: webmaster@secp.gov.pk, Website: www.secp.qov.pk




SECURITIES & EXCHANGE COMMISSION OF PAKISTAN

Corporate Supervision Department
Company Law Division

Conthmation Sheet - 2 -

(i) in the case of the balance-sheet, of the state of the company’s affairs as at the end of its
[financial year;

(ii) in the case of the profit and loss account or the income and expenditure account, of the
profit or loss or surplus or deficit, as the case may be, for its financial year; and

(iii) in the case of the statement of changes in financial position or sources and application
of funds of a listed company, of the changes in the financial position or the sources
and application of funds for its financial year;

{(4) Wihere any of the matters referred to in sub-section (3) is answered in the negative or with
a qualification, the report shall state the reason for such answer along with the factual position to

the best of the auditor’s information.”

7, Para 11 of International Standards on Auditing (the “ISA”} 200 provide that in
conducting the audit of financial statements, the overall objectives of the auditor are:
a) To obtain reasonable assurance about whether the financial statements as a whole are free
from material misstatement, whether due to fraud or error, thereby enabling the auditor to
express an opinion on whether the financial statements are prepared, in all material

aspects, in accordance with an applicable financial reporting framework; and

b) To report on the financial statements, and communicate as required by the ISAs, in

accordance with the auditor’s findings.

8, Para 15 of ISA 200 provides that the auditor shall plan and perform an audit with
professional skepticism recognizing that circumstances may exist that cause the financial

statements to be materially misstated.

9. Para 7(a) of ISA 705 requires that an auditor shall express a qualified opinien when
the auditor, having obtained sufficient appropriate evidence, concludes that misstatements,

individually or in the aggregate are material, but not pervasive, to the financial statements.

10. The Audit Report (the “Report”) to the members of the Company for the years ended
June 30, 2012, June 30, 2013, June 30, 2014, June 30, 2015 and June 30, 2016 does not include any

qualification based on the above observation.
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11. Statutory auditor of the Company for the years ended June 30, 2012, June 30, 2013,
June 30, 2014, June 30, 2015 and June 30, 2016 have prima facie, failed to bring out material facts
about the its affairs and have not reported in conformity with Section 255 read with Section 260 of

the Ordinance, therefore, SCN dated December 28, 2016 issued to the respondent.

12. In response to the SCN, the respondent submitted reply dated January 2, 2017, A brief
of the reply relevant to the contents of the SCN is given below:

» The Company have rightly prepared financial statements on non-going concern basis after
approval of shareholders regarding disposal of property, plant and equipment in their
meeting held on October 31, 2011 in accordance with the requirement of IFRS and the
Ordinance, hence the question of applicability of IFRS 5 — Non Current Assets held for

Sale and Discontinued Operations does not arise.

e The management of the Company has prepared these financial statements on the basis of
estimated realizable/settlement values of the assets and liabilities respectively in addition
to historic cost convention, All assets and liabilities in these financial statements have been
prepared in order of liquidity (Refer para 4.55 (c) of the Conceptual Framework for

Financial Reporting).

¢ Keeping in view the resolution of the shareholders of the Company in their meeting held
on 31 October 2011, the Company changed its accounting policy, which is stated in 2,1(b)

basis of preparation not a going concern.

» Para 4.55(C.) of the Conceptual Framework for Financial Reporting is reproduce below:
Realizable (settlement) value. Assets are carried at the amount of cash or cash equivalents that
could currently be obtained by selling the asset in an orderly disposal. Liabilities are carried at their
settlement values; that is, the undiscounted amounts of cash or cash equivalents expected fo be paid
to satisfy the linbilities in the normal course of business.

(Please note that the standard setter have not referred to IFRS 5 where financial

statements are not prepared on going concern basis.)

e From the bare reading of the balance sheets of the Company for all accounting periods
under reference it will be evident that there are no non-current assets or liabilities as the

company is not a going concern.

YRR
7th Floor, NIC Building, 63-Jinnah Avenue S E‘»;j‘”
Islamabad, Pakistan T
PABX: + 92-51-9207091-4, Fax; +92-51-9100454, 9100471, Email: webmaster@secp.gov.pk, Website: www.secp.qov.pk




13.

SECURITIES & EXCHANGE COMMISSION OF PAKISTAN

Corporate Supervision Department
Company Law Division

Continuation Shect - 4 -

We draw your attention towards following definitions given in IFRS 5 that clearly
indicates that IFRS 5 applies to a non-current assets or a group of assets and does not
apply in the case where whole of the Company assets are for sale/being disposed of. The
classification and presentation requirements of IFRS 5 apply to all recognized non-current

assets as stated in paragraph 2 of IFRS 5.

IERS 5 is not applicable in case of companies that are not a going concern as in case of such
companies whole of the company; s assets are carried at amount of cash and cash
equivalent that could currently be obtained by selling the assets in an orderly disposal.
Had the standard setter desired to apply IFRS 5 in case of companies that are not going
concern, the standard setter would have expressly included the case of such companies in
the scope of IFRS 5, The reason IFRS 5 was issued is to separately classify and present a
non-current asset {or disposal group) out of the whole assets/operations for users of the
financial statements and not meant to apply in cases where whole of the company is not a

going concern.

Hearing in the matter was held on February 2, 2017 and the respondent appeared along

with Syed Mustafa Ali and reiterated the earlier submissions made in the written reply.

14.

Opinion of the Institute of Chartered Accountants of Pakistan (“ICAP”) was sought

regarding extent of applicability of IFRS 5 on companies that are not considered going concern.

The ICAP provided opinion vide letter dated May 5, 2017 which is reproduce below:

The Accounting Standards Board (the Board) understands that the statutory financial statements of all
companies, including the companies that are not considered as a going concern, are prepared in
accordance with the approved accounting standards as applicable in Pakistan. Accordingly, there
is no general dispensation for the measurement, recognition and disclosure requirements of
the approved accounting standards ns applicable in Pakistan, for a company which is not a
going concern.

The Board would like to refer to paragraph 2.2 of the "Guideline on the Basis of Preparation of
Financial Statements for Companies that are not Considered Going Concern” (the Accounting
Guideline) which states that the:

"The mensurement of assets and liabilities may be affected by changes in judgements that can

arise when the going concern assumption ceases to be valid. .......cooovovveivvvvnnnn.

Further, the criteria of classification of assets and liabilities between current and non-current, as
contained in the paragraphs 2.8 and 2.9 of the Accounting Guideline are bgsed on the
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requirements of approved accounting standards as applicable in Pakistan.

In the enquired scenario, IFRS 5 Non-current Assets Held for Sale and Discontinued Operations
requires a non-current asset to be classified as held for sale if its carrying amount will be recovered
principally through a sale transaction rather than through continuing use. Further, determination
of whether an asset stops being recovered principally through use and becomes recoverable
through sale is the critical distinction, and following criteria must be met:

@) It must be available for immediate sale in its present condition, subject only to terms that
terms that are usual and customary for sales of such assets:

b) Its sale must be highly probable: and

c) It must genuinely be sold, not abandoned.
If the above conditions are met then IFRS 5 shall be applicable to a company that is not a going
concern, whether disposing of group of non-current assets or whole of the company’s non-
current assets.
In relation to the presentation of financial statements on the liquidity basis, the Board would like
to refer to paragraph 60 of IAS 1, Presentation of Financial Statements, which allows the presentation
of items of statement of financial position on the liguidity basis, provided this basis presents
information that is relinble and more relevant,

Based ou the above discussion, the Board is of the view that:

a) the disposal of a group of non-current assets or all the non-current assets by a company that is
not a going concern would require classification, measurement and presentation in accordance
with IFRS 5, subject to fulfillment of the criteria and requirements outlined in IFRS 5.

b) the assets and linbilities can be presented on the liguidity basis by a company that is not a going
concern, if it provides information that is reliable and more relevant.

15. The provisions of Sub-section (1) of Section 260 of the Ordinance provides that if any
auditor’s report is made, or any document of the company is signed or authenticated otherwise
than in conformity with the requirements of Section 157, Section 255 or Section 257 or is otherwise
untrue or fails to bring out material facts about the affairs of the company or matters to which it
purports to relate, the auditor concerned and the person, if any, other than the auditor who signs
the report or signs or authenticates the document, and in case of a firm all partners of the firm,
shall, if the default is willful, be punishable with fine, which may extend to one hundred thousand

rupees.

16. In terms of the Commission’s notification SRO 1003 (I)/2015 dated October 15, 2015, the
powers to adjudicate cases under section 260 of the Ordinance have been delegated to the

Executive Director (Corporate Supervision Department).
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17. I have analyzed the facts of the case, opinion of the ICAP, relevant provisions of the
Ordinance, arguments put forth by the respondent in writing and during the hearing and
observed the following:
¢ As per opinion of ICAP the statutory financial statements of all companies, including the
companies that are not considered as a going concern, are prepared in accordance with the
approved accounting standards as applicable in Pakistan. Accordingly, there is no general
dispensation for the measurement, recognition and disclosure requirements of the
approved accounting standards as applicable in Pakistan, for a company which is not a
going concern. The disposal of a group of non-current assets or all the non-current assets
by a company that is not a going concern would require classification, measurement and
presentation in accordance with IFRS 5, subject to fulfillment of the criteria and

requirements outlined in IFRS 5,

¢ The Company has obtained approval from shareholder to dispose of its assets including
land, building and plant & machinery in its annual general meeting held on October 31,
2011 and selling its assets, therefore, the Company fulfill the criteria and requirements

outlined in IFRS 5.

» The Company has prepared accounts confrary to the requirements of IFRS 5 which
resulted in following misstatements in the Accounts 2012 through to Accounts 2016.
i, assets have not been classified as held for sale,
ii.  the Company has not ceased charging depreciation on such assets,
iii.  the Company has not recognized such assets at lower of carrying amount and fair
value less costs to sell, and
iv.  amounts of incremental depreciation have been transferred from surplus account

to retained earnings,

¢ The auditor’s Report to the members does not include any qualification based on the

above observations.

18. 1am cognizant of the fact that guidance is scarcely available to the company with regards
to drawing up of accounts on non-going concern basis both locally and internationally. Instances
of divergent opinion regarding the aforesaid have also been noticed, However, as has been

opined by ICAP too I am convinced that drawing up of accounts on net realizable value neither
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prohibits nor contradicts application of the IFRS 5. The respondent should have ensured that the
Accounts for the years ended June 30, 2012, June 30, 2013, June 30, 2014, June 30, 2015 and June
30, 2016 should have made in accordance with IFRS. Being the auditor of the Company the
respondents was required to qualify his audit report regarding non-compliance of IERS 5.
Keeping in view, the ambiguity prevailing with respect to the applicability of IFRS on non-going
concern Accounts, I hereby conclude the case with advice to the respondent to ensure future

compliance of applicable legal provisions.

Abid Hussairﬁ
Executive Director

Announced;
May 24, 2017
Islamabad
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