NO. 19(622)/CF/ 1SS/ 91
SECURI TI ES AND EXCHANGE COWM SSI ON OF PAKI STAN
(Monitoring & Enforcenent Division)
State Life Building, 7-Blue Area,
| sl amabad

Subj ect: ORDER TO | SSUE NOTI CE UNDER SECTI ON 472 READ W TH
SECTI ON 208 OF THE COMPANI ES ORDI NANCE, 1984.

The examnation of the published financial
accounts of the conpany for the year ended 30-06-1999,
reveal ed that Ms. Dewan Sal man Fi bres Limted had nade an
advance of Rs.50 mllion in the year 1996 to Dewan Faroo0q
Petrochem cals Ltd., as associated public (unlisted)
conpany against future issue of share capital. The said
advance was made on the basis of the special resolution
passed in the annual general neeting of the conpany held on
31.01.1996. The statenent under Section 160(1)(b) of the
Conmpani es Ordi nance, 1984 as published in the annual
accounts ending on 30.06.1995 stated that the conpany wll
make an initial investnment of Rs.50 mllion in Dewan Farooq
Petrochemi cals Limted and that the board of directors of
t he conpany feel that the investnent in the DFPL wll be
safe, secure, profitable, prestigious and beneficial to the

conpany.

2. The statenent under Section 160(1)(b) of the Odinance
as published was arbiguous as it did not indicate even
whet her the proposed investnent was in equity or a loan
whereas Section 160(1)(b)requires that in case of speci al
busi ness material facts concerning such business wll be
di scl osed for information of shareholders. This intention

of | aw was subsequently el aborated through SRO Notification



634(1)98- dated 30.07.1996 explaining that in case of
equity investnment, nanme of investee conpany, nature and
extent of investnent, price at which shares wll be
purchase, period for which investnent will be made, the
purpose and the benefits likely to accrue to etc., are
required to be disclosed. In case of
loans it was explained through said SRO that rate of
interest to be charged, period of |oan, terns of repaynent
and benefits likely to accrue to the investing conpany and
the sharehol ders are required to be disclosed.

3. Since the statenment made under Section 160(1)(b)was
not in full conpliance to law and even shares were not
i ssued against this amunt advanced during the last 4
years, a notice under Section 160(1)(b)read with section
208 ibid. was issued to the Chief Executive of the conpany
requiring himto explain that why penalty as provi ded under
sub-section 8(a) of section 160 and Section 208(5) of the
Conpani es Ordi nance, 1984 may not be inposed on each of the
directors responsible for the default and further as to why
t hey should not be held jointly and severely responsible
and may be asked to reinburse to the conpany the |oss
sustained by it on this transaction. It my be nentioned
here that provision (b) to Section 208(1l) categorically
states that the return on investnent in the form of |oan

shall not be | ess than the borrowi ng cost of the conpany.

4. The conpany vide its letter dated January 31, 2000
explained that as it was a major producer of Polyester
Staple Fibre (PSF) in Pakistan it planed to enter
production of PTA to nmeets its own and other polyester

manuf acturer’s requi renents, hence it made an investnent of



Rs. 50 mlIlion in Dewan Farooq Petrochemicals Limted for
future issue of equity for which an 1./C for US$ 300
mllion was al so established on January 30, 1999. However

due to down turn in PTA business, the conpany decided to
delay the said project. It was further stated that a
“special resolution” in this regard was passed under
Section 208 of the Conpanies Ordinance, 1984 which in their
opi ni on properly disclosed the material facts concerning to
the said special business. It was further contended that
SRO Notification No. 634(1)/96- explaining the disclosure
requirements was dated 30'" July, 1996 whereas the conpany
had passed the said resolution on 30'™ June, 1996. The
representative of the conmpany, M. Farrukh S. Ansari, Chief
Fi nancial Oficer also appeared before nme on 29.02. 2000 and
repeated the same argunents. He could not satisfy me as to
why the anount advanced to the associated conpany should
not be treated as | oan as shares were not issued against
the investment in last 4 years and why the return on the
i nvest mnent not be recovered from the investee conpany in

ternms of provision (b) of Section 208(1) ibid.

5. In view of the position stated above a notice may be
i medi ately issued to the conpany under Section 472 of the
Conpani es Ordinance, 1984 wth the direction to the
managenent of Dewan Sal man Fibres Limted to recover return
fromthe investee conpany i.e. Dewan Sal man Petrochem cal s
Ltd., at a rate which should not be less than its own
borrowi ng cost, from the date when the advance was made
till such tinme, the investee conpany issues shares to Dewan
Sal man Fibres Limted or return this advance. The conpany
may be further directed to make conpliance to notice within

a period of 30 days of the notice. In case conpany pronptly



conplies the directions, it my be understood that the
violation of the proviso (b) to Section 208(1) was not
intentional on the part of Chief Executive/directors and

proceedi ng under Section 208 under notice dated January 17,
2000 may be dropped.

(M. Zafar —ul —Haq Hijazi)
Commissioner (Enfor cement)

Place: |damabad
Dated: 03-03-2000



