SECURI TI ES AND EXCHANGE COMM SSI ON PAKI STAN
(Enforcenment & Monitoring Wng)
State Life Building, 7- Blue Area

* % %

No. 265/ 257/ 1 SS/ CL/ 98- | sl amabad, 10'" August, 1999

ORDER UNDER SECTI ON 265 OF THE COMPANI ES ORDI NANCE,
1984 I N CASE OF M' S ADOS PAKI STAN LI M TED.

Ms Ados Pakistan Limted was incorporated as a
private |inmted company on 5'" March, 1986 and was converted
into a public limted company on 4'" April, 1989. The
conpany floated its public issue on 28" June, 1994 which
was heavily subscribed. The conpany which was listed in
1994 never paid any return to its shareholders and its
accumul ated losses up to 30-6-1998 stood at Rs. 10.146
mllion against its paid up capital of Rs. 43.884 mllion.
Accordingly a show cause notice under section 265 of the
Conpani es Ordi nance, 1984 was served upon the conpany in
Decenber, 1998. The conpany replied in detail through its
| etter dated January 12, 1999, to this show cause notice
whi ch was consi dered and a hearing was held on 10-02-1999
in which M. Zia Akbar Ansari, Chief Executive of the
conpany and M. Shabber H. Naqgvi , Fi nanci al
Control |l er/ Conpany Secretary appeared. They repeated the
sane argunents for bad performance of the conpany til
June, 1998 as had al ready been expl ai ned through conpany’s
| etter dated January 12, 1999 in the foll ow ng manner: -

(1) Year endi ng June 30, 1994.




(ii)

(iii)

ADCS was set up to repair, refurbish and manufacture
speci alized equi pnent used by oil & gas sector.
Bankers Equity Limted, the main financier of the
project forced ADOS to declare its comercia
Production w.e.f. January 01, 1994 whereas in fact
it started its actual Production in July, 1994 when
OGDC pl aced the first order. By declaring January
01, 1994 as comencenent date for Comerci al
Production, the conpany had to declare a | oss of Rs.
6.258 mllion conprising of adm n, financial and

depreci ation charges with no sal es.

Year endi ng June 30, 1995

Being the actual first year of commrer ci al
operations, a profit of Rs. 1.654 mllion was earned
during the financial year 1994-95 against a tota

turnover of Rs. 18.246 million while contracts worth

over Rs. 110 mlIlion were in hand.

Year ending June 30, 1996

Conmpany earned a profit of Rs. 3.121 mllion as
against a forecasted profit of Rs. 12 mlIlion. The
drop in expected profits was due to uncertain
econom ¢ conditions prevailing in the country and
massi ve deval uation of Pak. Rupee which adversely
affected the profitability of the conpany. Clainms to
the tune Rs. 15 mllion approximately resulting from
imposition of regulatory duty and evaluation are

still pending with the custoners.



(iv)

(v)

Year endi ng June 30, 1997

In the nonth of Novenber, 1996 on a conplaint of a
foreign conpetitive agent, a reference was brought
agai nst the conpany under Ehtesab ordi nance, 1996
for obtaining an unreasonabl e advantage on award of
contract. Chief Executive of the conpany renmained
behind bars for a period of six nonths and was only
rel eased after recording of evidence in the
Honor abl e Lahore Court providing that as the ADOS
was i ndeed the | owest bidder and no wong as | ost
was caused by the Honorable Suprenme Court with the
observation that nothing had been proved agai nst he
accused. However, due to this nost unfortunate
event, the conpany and the sponsors suffered a
t renendous financi al and per sonnel | oss
respectively. As a result of this unfortunate event
during the year. the conpany could not maintain its
positive trend and sustai ned massive | oss of Rs. 10.
464 mllion of no fault on the part of the

Managenent .

Year ending June 30, 1998

In spite of the unfortunate event which happened
during the preceding year and prevailing economc
condi tions, the managenent of the conpany tried its
best to revive the conmpany which resulted in
reducing the net loss for the year to Rs. 3.631
mllion as conpared to Rs. 10.752 mllion sustained

during imediate preceding year. As a result of



prior year and unusual itens the accunul ated | oss
was reduced by Rs. 4.901 mllion.

2. At the time of hearing on 10'" February, 1999, the
Chi ef Executive of the conpany pleaded that the conpany is
recovering from losses and in support of this claim he
subm tted un-audited half yearly accounts for the half year
ended 31-12-1998, which had shown profit of Rs. 1.949
mllion against Jloss of Rs. 6.702 mllion in the
corresponding six nonths period. He assure that the
operational results for the next six nonths ended on 30"
June, 1999 would be still better and managenent reasonably
beli eves that on the basis of the full year’s operation the
conpany will be able to make sonme pay-out/return to the

share-hol ders of the conmpany this year

3. Al t hough the circunstances of the case as discussed in
the following, justified that an investigation be carried
out into the affairs of the conpany in which investnent of
Rs. 20 mlIlion by the poor public has sunk and there was no
return of even a penny to sharehol der and shares of which
are being quoted at stock exchange at a price of Rs. 1.00
per share only, yet the Securities and Exchange Commi ssi on
of Paki stan decided to give an opportunity to the conpany
to inprove its affairs, as assured at the time of hearing
on 10 Feb, 1999. Accordingly hearing was adjourned to 20t
July, 1999. The managenent of the conpany was asked to
appear on this date with un-audited accounts for the full
year for a final order by the Comm ssion. The hearing has
been held on 4'" August, 1999 in which M. Zia Akbar Ansari,
Chi ef Executive of the conpany and M. Shabber H. Naqvi,
Fi nanci al Controller/ Conpany Secretary again appeared and



filed wun-audited accounts for the full year which
surprisingly show worst operational results contrary to the
assurance given at the tine of previous hearing. These
accounts show a loss of Rs. 2.472 mllion for full year
whi ch means that profit of Rs. 1.949 mllion earned during
the first half of the year has also been eaten up, the

sales during the first half of the year were Rs. 16.392

mllion, whereas sales for full year have been shown at Rs.
21.240 mllion only, which nmeans that during the second
hal f year, the conpany’s sale were of Rs. 5 mllion only.

The Chief Executive of the conpany has now stated that
there is acute recession in the country and there is no
wor k, hence there is no possibility of the conpany’s early

recovery.

4. The explanations offered by the Chief Executive have
been considered. The conpany in its letter dated January
12, 1999 has explained that it had started its comrerci al
production in July, 1994, when OGDC pl aced the first order
by Bankers Equity Limted had forced the conpany to declare
the date of its comercial production as 1%t January, 1994
and due to this factor, the conpany had to declare a |oss
of Rs. 6.258 mllion conprising of admn, financial and
depreciation charges with no sales for that period. During
the year ended on 30-6-1995, the conpany decl ared sal es of
Rs. 18.246 mllion on which GP of 9.267 was earned which
gives GP rate of 50.78% In the year ended on June 30, 1996
t he conpany declared sale of Rs. 46.931 mllion on which GP
of Rs. 11.687 mllion was earned which gives GP rate of
24.90% In the year ended June 30, 1997 the sales of the
conpany increased to Rs. 87.793 mlIlion on which GP of Rs.
1.164 mllion only was declared which gives G P rate of



2.1%only. In the year 1998 sal es of the conpany dropped to
Rs. 25.028 mllion against which GP of Rs. 4.135 mllion
was decl ared which gives GP rate of 16.52% As such there
are alarmng inconsistencies in the sales and G P rate of
the conpany. The conpany attributes the deteriorated
results for the year 1996 to uncertain econom c conditions
prevailing in the country and massive deval uati on of Pak.
Rupees and the inposition of regulatory duty. Regarding the
year 1997, it has been stated that on a false conplaint, a
reference was brought against the conpany under Ehtesab
Ordi nance and the Chief Executive of the conpany renmained
behind bars. Due to this unfortunate event the conpany
suffered a tremendous loss and it could not maintain its
positive trend. As regards the year 1998, it has been
expl ai ned that unfortunate events during the preceding year
continued affecting the performance of the conpany but the
managenent of the conpany succeeded to avert |osses. The
managenent has also pleaded that the sponsors of the
conpany have injected interest free loans of Rs. 17.366
m | lion which have been utilized to repay interest bearing
| oans of the conpany, which proves that the managenent of
the conmpany is making sincere efforts to over-cone the
crises in which the conpany has fallen due to none of
default of the managenent. It has been pleaded that the
busi ness of the conpany is being run on sound business
principles and practices and pleaded that notice under
section 265 of the Conpanies Ordinance, 1984 to the conpany

deserves to be wi thdrawn.

5. The explanation offered by the Chief Executive of the
conpany have sone nerit but a perusal of the record

i ndicates serious ms |eading statenents in the Prospectus



regardi ng commencenent of commercial production which nake
the integrity of the managenent of the conpany highly
doubtful. The conpany in its letter dated 12.01.1999 has
stated that it started its comercial production in July,
1994 when first order was received from OGDC but para 4.6
of Part- IV of the Prospectus narrates a different

situation. This para is reproduced bel ow -

“ MARKET POTENTI AL”

The project officially went into comercial production
with effect from 1 January, 1994. However, due to
excessive demand it conpleted an order of Rs. 2.621
mllion even in the period of trial run for Gl and
Gas Devel opnment Corporation. At present a work order
of manufacturing and supply of mounted 8 nmen |iving
caravans of the value of Rs. 8.97 mllion has been
recei ved from OGDC; whereas an order for manufacture

and supply of well head Equi pnrent of the val ue of about

Rs. 14.03 mllion is at present under negotiation with
OGDC.
6. Again in para 4.15 of the Prospectus this position was

confirmed in the foll owi ng manner: -

“The project has already comenced comrerci al
production from January 1%, 1994. During the trial run
an order amounting to Rs. 2.621 mllion for
manuf acturing of man-portable seismc drilling rigs
was conpleted for OGDC. OGDC has al so placed an order
of Rs. 8.97 mllion for manufacturing of 8-nmen Living

Caravan which is presently under execution”



7. A reference to the annual accounts for the year ended
on 30'" June, 1994 also indicates that the conpany did not
make any sales during the period from 15t January, 1994 to
30'" June, 1994. Note 20 to the accounts to the year ended
on 30.06. 1994 shows that raw material of Rs. 0.375 mllion
was consunmed during this period. So it is an established
fact (as has al so been confirmed by the conpany vide its
letter dated 12-1-1999) that the conpany had not started
commercial production w. e.f January 1, 1994 but a false
statenment regardi ng commencenent of commrercial production
was made in the Prospectus and also a very exaggerated

st at ement about market potential was made as under: -

“Due to excessive demand it conpleted an order of Rs.

2.621 mllion even in the period of trial run.”

When we refer to the director’s report for this year, we
find that directors attribute bad performance to the

fol |l ow ngs: -

(i) Long lead tinmes required to secure work and devel op
mar ket confi dence; and

(ii1) Shortage of working capital.

8. In the director’s report for the year ended 30.06.
1994, it was further stated that orders exceeding Rs. 60
mllion have been booked over the |ast few nonths but the
audited accounts for the next year ended on June 30, 1995
reveal that total sales during the year were of Rs. 18.246
mllion only. All these false and exaggerated statenents

make the conduct of the nmanagenent highly doubtful.



Furt hernore, when the accounts subnitted by the conpany for
the last five years were anal yzed, these indicate nunber of
i nconsi stencies and raise many questions. It my be seen
from the annexed statenment that in one period the GP rate
is 50% while in other period it is 36.510% and so on. The
managenent has clainmed that it has injected huge funds into
the conpany during the last five years to keep the conpany
a going concern but fact remains that the funds raised
through the public issue were minly utilized for
liquidating director’s loans to the conpany. As nentioned
in the foregoing, the directors attribute the poor
performance to lack of working capital but the audited
accounts for the year 1995, indicates that even the
avail abl e working capital was diverted to the associated
conpani es and note 24 of the notes to accounts for the year
ended 30'" June, 1995, indicates that maxinmum bal ance
recei vabl e from associ at ed undertaki ngs at a nonth end was
Rs. 6.44 mllion which even as per un-audited accounts for
t he year ended 30'" June, 1999 was Rs. 4.367 nillion.

9. The Chief Executive of the conpany, has failed to
convince as to why investigation into affairs of the
conpany in which the poor public has lost alnpst their
entire investnent and whose Prospectus and accounts
contains alarm ng m n-statenents/inconsistencies shoul d not
be carried out. The sponsors of this conpany were / are
already in sanme business from many other platfornms also
i.e. Akbar Associates (Pvt) Ltd, Petrolog (Pvt) Limted,
Air Drilling Services Pakistan (Pvt.) Ltd., and Akbar
Petroleum (Pvt) Limted etc., it appears necessary that
wor ki ngs of this conpany should be got investigated with a

reference to the activities of these associ ated undert aki ng



as the un-expected total collapse of this conpany has
caused a very serious set back to the investnent climte in
the country, shattering the confidence of the public in

corporate set up.

10. Therefore, in view of the deteriorated performance
after public offer and alarmng inconsistencies in
operational results outlined in the foregoing. I, in the

public interest and in exercise of the powers conferred by
section 265 (b) of the Conpanies Ordinance (XLVII of 1984)
here by appoint Ms M Yousuf Adil Saleem & Co., Chartered
Accountants, Islamabad to act as Inspector to investigate
into the affairs of Ms. ADOS Pakistan Limted on a
remuneration of Rs. 75,000/- which shall be paid by the

conmpany.

11. Wthout in any way I|imting to the scope of
i nvestigation, the Inspector shall conduct investigation on
all aspects of the operations of the conpany and shall
after scrutiny of the entire record and books of accounts

furnish reports, inter alia, on the follow ng:-

(i) Reasons and genui neness of the heavy | osses
after public offer. Inspector wll also
report if any wong statenent was nade in
t he prospect us regar di ng conmer ci al
producti on, mar ket potenti al and
profitability of the business of the conpany

to lure to public to nake investnent in the

conmpany.
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(i)

(iii)

(iv)

(v)

(vi)

(vii)

(Viii)

(i x)

VWhet her or not funds raised through public
offer were wutilized in the manner as

undertaken in the Prospectus.

Whet her or not proper record have been kept
by the conpany as required by section-230
and section-234 of the Conpani es Ordi nhance,
1984.

To report about the nature and workings of
associ at ed undert aki ng particul arly
indicating if there is any violation of
Section 203 of the Conpanies Ordinance,
1984.

Whet her or not an adequate system of
internal controls exist so as to prevent
m s-appropriation and m s-application of
conpany’s assets.

Whet her or not internal audit departnment is
functioning properly, is it conpetent enough
and independent to perform its functions
Eval uate internal audit reports and report
t hat how t hese are di sposed of by the Board
i.e. whether or not imediate required
actions are taken.

Conpany if so comment.

Whet her or not expenses have been properly
i ncurred, sanctioned, vouched and all ocated
and these were for exclusive purposes of the
conpany.

Ascertain the frequency of neeting of board

of directors, role of non-executive and

11



executive di rectors, t he over al |
conprehensi on of board of directors, their
experiences to determne their ability to
run this business in which conpany 1is
engaged.

(x) To examne and report the reasons of
i nconsistencies in operating results as

poi nted out in the Annex.

(xi) Conpliance with statutory requirenents in
the operations of the conpany indicating
t hat the business was conducted and
expenditure were incurred in accordance wth

t he objects and for purposes of the conpany.

(xii) To repot in respect of any |apse or other
del i nquency detected during the course of

i nvestigation.

(xiii) Determ ne the trend of the business of the
conpany and discuss the plans of conpany’s
managenent to conme out of the present
crises. For this, the projections and
busi ness plans produced by the managenent
will be evaluated and summarized with an

opi nion by the I nspector.

12. The Inspector shall submt a detailed report along

with supporting docunments/evidence to the Conm ssion (in

quadruplicate) within 60 days fromthe date of this order

(M. Zafar —ul —Haq Hijaz)
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Commissioner (Enforcement)
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