Corporate Supervision Department
Company Law Division

Before Abid Hussain — Executive Director

In the natter of

Nazir Cotton Mills Limited

Number and date of Notice: CSD/ARN/151/2015-489 dated September 7, 2017

Date of hearing: November 30 2017 & February 22, 2018

Present: Mr. Muhammad Hayat Jasra. FCMA
Mr, Maqbool Hussain Bhutta, Director, Nazir Cotton M1115 o
Limited BRI

{Authorized Representatives)

ORDER

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

This Order shall dispose of the proceedings initiated against the Directors of Na.z'ir;C(')-t'tpr};. BT
Mills Limited (the “Company”) for default made under the provisions of Section 492 redd with -
Section 476 of the Companies Ordinance, 1984 (“the Ordinance”) initiated vide Show Cause Notice’ '

dated September 7, 2017 (the “SCN™).

2, Brief facts leading to this case are that review of the annual audited accounts for the year
ended June 30, 2015 of the Company (the “Accounis”) revealed that Company classified its. plant
and machinery, Jand and building as ‘Assets Held for Sale’ and measured these -atr'Io‘.we_r. Sf_ ‘
carrying amount and fair value less cost to sell. Note 6,1 to the Accounts revealed that moveable
and immovable properties were ordered by the Honorable Lahore High Court (the “Court”) to be
auctioned and the Court auctioneers were appointed in March 2009. However, Company started
classifying its assets as held for sale from the year ended June 30, 2012, Furthermore, it was

.- observed that in terms of the requirements of International Financial Reporting ‘StandafdQS;::';N(_jni: "
current Assets Held for Sale and Discontinued Operations’ (“IFRS-5"), assets held for sale are to be
carried at lower of carrying amount and fair value less cost to sell. However, contrary to the |
requirements of [FRS-5, the Company during the year 2015 recorded a surplus of Rs.165.32 million

on assets held for sale as glven below:
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(Rs. in million)

‘Description: | Revalued Amount: |- Carrying Amount | Revaluation Surplus'| = =~
Land 51.92 7.34 74.58

Building 70.22 317 67.05

Plant & machinery 60.00 36.31 23.69

Total 212,14 46.82 165.32

3. It was observed that the Company did not classify the subject assets as held for sale as

required in IFRS 5 in the accounts for the year ended June 30, 2009, June 30, 2010 and June 30, 2011
and depreciation was charged on the fixed assets, which resulted in material miéstéxtemeﬂ_ti ir;.'théﬁn B
above referred accounts of the Company. The detail is as under: o .

(Rupees in million)

Particulars 7 2009 2010 2011
a) Fixed Assets Classified as held for sale No No No
b) Amount of depreciation charged on 2.9 5.6 " 54
building and Plant & Machinery :
¢} Total assets 123 118 111"
Materiality ( Percentage - b/c) 2.4% 4.7% 4.9%
4. In view of above, it appeared that the annual accounts of the Company for the year ended

 June 30, 2009, June 30, 2010 and June 30, 2011 were misstated on the accounts that the Cofi}pany'f SRR

had not recorded the movable and immovable assets as per the requirement of IFRS 5.

5. Moreover, Annual audited accounts for the year ended June 30, 2015 and June 30, 2016
were misstated on the account that the Company recorded the Non-current assets held for sale at
revalued amount and recorded the surplus of Rs 165.32 million. The above said non-compl‘iahcg{s‘ g
made the directors of the Company prima facie liable to the penalty as stated under Se'ct'ionr'4-92 Vq_f_:.'
the Ordinance. Therefore, SCN dated September 07, 2017 was issued to the Respondent to show
cause in writing within fourteen days from the date of this notice as to why penalty may not be

imposed on you for contravening the afore-referred provisions of the Ordinance.

6. Subsequent to the issuance of SCN, hearing in the matter was fixed on November 30,2017 e ; o
Mr, Magbool Hussain Bhutta, CFO and director of the Company attended the said hearmg '
During the hearing proceeding, Authorized Representative was advised to submit the written

reply to the SCN, which he agreed to. Thereafter, Mr. Muhammad Hayat Jasra from M/s Abdul
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Rehman Qureshi & Associates subimitted the reply to the SCN, vide letter No. NCML/01/11 dated

January 26, 2018, It was submitted that:

]

7th Floor, NIC Building, 63-Jinnah Avenue
Islamabad, Pakistan

The Company did not adopt the method to classify its assets on net realizable value

instead of carrying value due to Show Cause Notice of SECP. dated May 21 2012 e

under Section 265 of the Ordinance. In the said SCN, it was objected that the-i '

accounts for the year ended June 30, 2007 to June 30, 2011 was prepared on Going

Concern basis despite the significant doubt on the Company’s ability to continue as

going concern. After consulling the Auditors, the Company decided to prepare its

financial statements on realizable value method.

The management never surrendered to their cause that the Company shall__ remam
alive and the same business of textile or some other viable business w1th the
permission of competent authority shall be started.

The Company wanted to take the financial benefit through revaluation of its land,

building and plant & machinery. Thus, the company created a Revaluation Surplus

quite genuinely. Every listed company has the right to revalue its assets,

During the period 2009 to 2011, sponsor directors were trying not to cl'(_)fsé-'fﬁ{aj -

operation of the mill. It was the view that TFRS 5 was applicable to those cbrﬁpanies’ R

whose business was closed and their ultimate fate is to wind up. In our case, it was
determined not to go to winding up.
The decision to prepare the accounts independent of JFRS 5 was based on the

deliberation of auditors.

In wake of settlement with the banks, the pressure on the company because of T

court order for auction of its properties was released. The company ‘was now
relaxed to proceed in accordance with its mission to keep it alive by creating fund
through sale of surplus assets, Hence, it prepare its accounts in accordance with

IFRS 5 from 2012 onward.

In view of submission, there is no misstatement in accounts for the year '2009," 2010,_ -

2011, 2015 and 2016.

In case there is an error in accounting principles, the company be advised to rectify
the error. We believe that Section 492 is not relevant to the case to this company.
Any error in the accounts of the company, which is not operational, may have no

impact on the interest of any party.
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7. Considering the written submission with respect to the SCN, the Company was prm:ridre'c_i‘
a hearing opportunity on February 22, 2018. Mr. Muhammad Hayat Jasra FCMA, and M.
Maqgbool Hussain Bhutta appeared as the authorized representatives on behalf of the
Respondents. During the hearing proceeding, they reiterated their viewpoint as submitted in

written reply to the SCN.

8. I have gone through the fact of the case, arguments put forward during the hearing .

proceedings and written submission made in reply to the SCN. At the outset, I would like to
mention here that the statutory financial statements for companies are required to be prepared in
accordance of approved accounting standards comprising IFRS, as applicable in Pakistan, in

addition to the requirements of the Ordinance. There is no general dispensation from- the’

measurement, recognition and disclosure requirements of IFRS if the entity is not expéc‘tédf_'tb k‘_'ﬂ_"-;" S

continue as a going concern, Provisions of IFRS 5 are very clear and explicit in this fégarz.'d‘. .
Therefore it was mandatory for the Company to classify its plant and machinery, land and
building as ‘Assets Held for Sale’ and measure these at lower of carrying amount and fair value
less cost to sell, in terms of the requirements of IFRS-5. Relevant provisions of IFRS 5 in this regard

are reproduced below:

Para 6 provides that: ,
“An entity shall classify a non-current asset (or disposal group) as held for sale if its carr ying
amount will be recovered principally through a sale transaction rather than through continiing
use”

Para 15 provides that: _
“An entity shall measure a non-current assek (or disposal group) classified as held for sale at fhe__'
lower of ils carrying amount and fair value less costs to sell”

Para 25 provides that:

“An entity shall not depreciate (or amortize) a non-current asset while it is classified as Ield for
sale or while it is part of a disposal group classified as held for sale. Interest and other expenses
attributable lo the liabilities of a disposal group classified as held for sale shall continue to be
recognized"”

9, In the instant matter, Note 6.1 to the Accounts shows that the Honourable Lahofé ngh
Court Lahore ordered to auction the moveable and immovable properties of the Compaﬁy. In this.
regard, the Honourable Court also appointed the auctioneers in March 2009. This Order implies
that the said assets were to be classified under TFRS 5, as criteria specified in the said standard was
7th Floor, NIC Building, 63-Jinnah Avenue
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being satisfied. In this regard, it is observed that the Company did not classify these assets under
IFRS 5 during the year ended June 30, 2009, June 30, 2010 and June 30, 2011, The Company la_tgr-_
on, in its accounts for the period ended June 30, 2012 adopted the IERS 5, as stated in Note 6.2 fo-
the Accounts for the period ended June 30, 2012, o

10, With regard to revaluation carried out on assets held for sale categorized under IFRS 5, the
provisions of Para 15 of IFRS 5 are unambiguous which requires that an 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. Therefore, the revaluation carried out by the Coin'p';ény; and

recorded in its annual audited accounts for the year ended June 30, 2015 and June 30, 2016 are in -

contravention with the provision of IFRS 5.

11, Furthermore, the argument put forth that the Company wanted to take the financial
benefit through revaluation of its land, building and plant & machinery, is not ténable. It is .
mandatory for the Company to prepare the financial statements in accordance with IFRS,as i
envisaged in the Ordinance, Therefore, revaluation carried out by the Company and fecéfd_ing- S

surplus is contradictory with the requirement of IFRS 5.

12. In view of above, I am of the opinion that that the Company has failed to comply with the

requivements of TFRS-5 by not classifying the respective assets as 'held for sale in the financial -

statements of the Company for the period ended June 30, 2009, June 30, 2010 and June 30, 3011 -

Furthermore, the Company misstated in its annual audited accounts for the year ended

June 30, 2015 and June 30, 2016 by stating its noncurrent assets held for sale under IFRS 5 at

revalued amount. The non-compliance of IFRS 5 resulted in misstatement and rendered the

accounts misleading,

13, Iwould like to advert here the provisions of Section 492 of the Ordinance provides that© -
Whoever in any return, report, certificnte, balance sheet, profit and lpss account, income and
expenditure account, prospectus, offer of shares, books of accounts, application, information or
explanation vequired by or for the purposes of any of the provisions of this Ordinance or pursunnt to

an order or direction given under this Ordinance makes a statenent which is false or incorrect in any
material particular, or ontits any meterial fact knowing it to be material, shall be punishable wzth fine
7th Floor, NIC Building, 63-Jinnah Avenue
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14, In terms of the Commission’s notification SRC 751 (1)/2017 dated August 2, 2017, the

powers to adjudicate cases under Section 492 of the Ordinance have been delegated to Executive

Director (Corporate Supervision Department).

15. In view of above, I am of the considered view that the Respondents are liable for the- . :
penalties as provided under the provisions of Section 492 of the Ordinance. I hereby) im}‘)ds-é: a -
penalty of Rs.50,000 (Rupees fifty Thousand only) on each of the Respondents and warn thefn.'to'r
ensure strict compliance of the law and all the applicable standards in the future. The detail of

penalties imposed is as under:

S. | Names of Directors Penalty ‘i'ﬁiposed (Rs)

1 | Mian Shahzad Aslam ' 50000 -

S N B Naseom ,,,‘ o e T

'3 | Mian Aamir Naseem | | 50,000

4| Mr.Magbool Hussain Bhutta 50,000

= e Nodbaad Asghal B 50000

6 Mr Muhammad Abbas f . 50,000

7 | Mr. Sibgat Ullah T 50,000 i
ol © T as0000

16. The aforesaid fine must be deposited in the designated bank account maintained with

MCB Bank Limited in the name of the “Securities and Exchange Commission of Pakistan” within
thirty days from the receipt of this Order and furnish receipted bank vouchers to the Commission.
In case of non-deposit of fine, proceedings for recovery of the fines as arrears of land revenue will
be initiated. It may also be noted that the said fines are imposed on the Respondent. Vi‘r}rth‘ei;_‘

personal capacity; therefore, they are required to pay the said amount from personal resources.” . -

Executive Directa
* Corporate Supervision Department

Announced:
May 25, 2018
Islamabad
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