el

v

. hereby pubhshed for general mformatlon -

T i e T

M - 302
REGISTERED N
L7646 .

EXTRAORDINARY
P_UBLISH»EDA‘BY AUTHORITY

ISLAMABAD, THURSDAY FEBRUARY 2,2023

PART I

Acts, Ordmances, Pres1dent’s Orders and Regulatlons

NATIONAL ASSEMZBLY SECRETARIAT

Islamabad, the 31st January, 2023

- No. F. 22(21)/2021-Legis.—The following Act of Mq;lzs—e—Shoora :
(Parhament) received the assent ‘of the President on the 30th January, 2023 is -

ACT NO. VII OF 2023
[AS PASSED BY THE MAJLIS E-SHOORA (PARLIAMENT)]
AN
ACT :

t0 pravzde Jor governance and operatton of the management and ﬁnanczal
ejj“ ciency of state-owned enterprises owned and controlled by the
‘ Federal Government '

WHEREAS the Federal Government owns and controls a number of state-

' owned enterprises estabhshed under the varlous laws of Paklstan

AND WHEREAS, the govemance and operation of these enterprises if not
made effectively or appropriately affects the quality of serv1ce delivery by the
State ds well as the fiscal dlsmphne of the State i

. (81
) Price: Rs. 40.00
[173 (2023)/Ex. Gaz.] .
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AND WHEREAS, it is expedient to specify principles governing the
operation of state-owned enterprises to authorise the formation of state owned-
enterprises for carrying on certain Federal Government activities and to control
the ownership thereof and to establish requirements about the governance and
© accountability of state-owned ente:pnses and for matters connected therewith
- and ancialiry thereto; .

Ltis hereby enacted as follows:
CHAPTER-1.
GENERAL

1. Short title and commencement.—(1) This Act shall be called the
© State-Owned Enterprises (Governance and Operations) Act, 2023-

'(2) It shall come into force at once.

2. Definitions.—In this Act, unless there is anything repugnant in the
subject or context,— -

(a) “articles” means the a.rﬁcles of association of a cbmf)any;
() ‘“board” means-

(i) in the case of a company, the board of duectors of the
company; and

(ii) in the case of a stétutory state-owned cnterpri_sé, the governing
body empowered to oversee or manage the affairs of such
statutory body or enterpnse

(c) “chief executive officer” means-

() in the case of a company, the chief executive officer of the
‘company, by whatever name called; and

(if) in the case of a statutory state-owned enterprise, the person
- empowered to undertake the functions of the chief executive
officer, by whatever name called under the relevant law.

(d) “controlled by the Government” means-

() in the case of a.company, if the Federal Government directly
or indirectly has the right to appoint a majority of directors or
control over management or policy decisions, exercisable by a
person individually or through any person acting in concert,



PARTI] THE GAZETTE OF PAKISTAN, EXTRA., FEB. 2, 2023 83
directly or indirectly, whether 'ey virtue of Federal
Government shareholding, management right, shareholders
agreement, voting agreement or otherwise;

{(ii) in the case of an-entity created by-an Act of the Majlis-e-
Shoora, if the Federal Government has the power to appoint a
majority of the persons who are directors of that entity or
otherwise has the power to determine the outcome of
decisions about the entity’s management or financial and
operatmg policies.

(e) “commercial state-owned enterprise” means-

D a state—owned enterprise established under the Companies
Act, 2017 (XIX of 2017) other than companies licensed under
section 42 thereof; or

(i) a state-owned enterprise that generates the majority of its
revenue from the sale of goods or services or a combination of
goods and services on a commercizal basis.

() . “company” means a company mcorporated under the Companies

Act, 2017 (XlX 0f 2017) which is a state-owned enterprise;

(g) “director” means—
(i) in the case of a company, a duector appointed under the
Compames Act, 2017 (XIX of 2017); and
. (ii) in the case of a statutory state-owned enterpnse a member of "
the governing body designated under the applicable law.
(h) “pominee dire,cfor” means—

(@) a director who represents the Federal or Provincial
Government; and

@) a director who representats another sﬁtebwned enterprise.

(1) “independent director” means a director who is not an ex-officio

director and is not disqualified under section 11;

(§) “owned by the Federal Government” means—

@) in the case of a company, an entity in which the Federal
Government directly or indirectly holds fifty percent or more
shareholdmg, and
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(i) in the case of a statutory state owned enterprise, an entity
which has been establlshed through an Act of the Majlis-e-

Shoora
(k) “prescribed” means prescribed by rules made under this Act;
(1) *“public service obligation” means the specified service or activity

()

(n)
©)

(p) ’ [

3.

referred to in a public service obligation agreement; -

“public service obligation agreement” means an agreement referred
to in Schedule-Il between the Federal Government and a
commercial state-owned enterprise for the undertaking of a public
service obligation by the commercial state-owned enterprise;

“Schedule” means Schedule made under this Act;

“state-owned enterprise” means a corporate body falling within the
scope of section 2; and o

statutory state-owried .ent.erprise” means 2 state-owned enterprise
established under an’ Act of Parliament.

Scope and application.—(1) Notwithstanding anything contained

in. any other law for the time being in force, this Act shall have application to all
public sector companies as defined in sub-section (54) of section 2 of the
Companies Act, 2017 (XIX of 2017) and other corporate bodies which are owned
and controlled by the Federal Government including those estabhshed under
special enactments buf shall not apply to—

@

regulatory bodies which are empowered to issue licences, grant
tariffs or undertake investigations and inquiries with regard to non-
compliance of their statutory functions and powers; - -

(b) subject to sub-section (2), entcrpnses prov1dmg health and

©

educational services and faCﬂlthS and

subject to the cntena lald down in the state-owned enterprise
ownership -and management policy, any state-owned enterprise
specifically excluded from the complete or partial application of
this Act by the Federal Government for reasons to be recorded and
by notification in the official Gazette, provided that such exclusion .
does not undermine the objectwes and prmclples of th15 Act.

(2) The apphcahon of this Act may bc extended by the Federal
Government either completely or partly to any entity specified in Schedule-I,
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including w1thout limitation to entities which the Federal Government does not
have ownership in but exercises control thereon:

Provided that the Federal Government shall have the power to amend
Schedule-I;

CHAPTER-2

STATE-OWNED ENTERPRISE MANAGEMENT POLICY
- AND PRINCIPLES

4. State-owned enterprise ownershlp and management policy.—
(1) The Federal Government shall, at least once in every five years, prepare and
prescribe a state-owned enterprise ownership and management policy for giving
effect to the objectlves of this Act, npamely:— . .

(a) that the shareholding responsxblhnes of the Federal Government
with respect to its state owned enterpnses are clarified;

®) fhat the Federal Govemment acts as an mformed and active
shareholder; and .

(c) that ﬁscal risks associated with state owned enterpnses are
effectwely managed

Provided that the first policy to be developed under this Act
shall be notified no later than one year from the coming into effect
of this Act:

Provided further that in the development of policies under this
section, the Federal Government may seek input and assistance
from the relevant stakeholders, including any regulatory body, as
may be required. .

2) Thé policy referred to n sub section (1) shall provide for,
inter-alia—

(a) the criteria and rationale for ownership, retention and establishment
of a state-owned enterprise by the Federal Government;

{(b) 'the role of the Federal Govemment in the governance of state-
* Owned enterprises; -

(c) the manner and procedure for exercising the rights of the Federal
Government as sharcholder in-state-owned enterprises, including,
without limitation, matters enumerated in sub-section 2 of section
29, subject to the principles laid down in this Act;
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(d) clarification of the respective. roles and responsibilities of any
Division of the Federal Government, under the Rules of Business,
1973, Boards -and other stakeholders involved in the
implementation of the Ownership Policy;

(e) therole of and manner of operation of the central monitoring unit;

(f) the form and procedure for management and use of the electronic
- state-owned enterprise database, mcludmg right of access by the
pubhc, :

(g) =2 framework for ensuring compcntwe neutrality of the State w:th
respect to state owned enterprises;

(h) apublic sector obligation management framework;

() process of monitoring and managing contingent liabilities of state-
owned enterprises;

_)) guidelincs for board nominations committee while exercising its
functions under section 10, including with respect to diversity and
ad‘equacy of board composition;

(k) the process for evaluating the performancc of ex-oﬁ‘z‘czo and
independent directors; :

(1) the cooling off period for the appointment of independent directors; -

(m) the manner of regulation of conflict of interest of directors,
including procedures for identification and reporting of direct and
‘indirect interests of directors and resolvmg any conflict of interest
thereon;

(n) the criteria for excluding a state owned enterprise from thc amb1t of
clause {c) of sub-section (1) of section 3; and

(o) any other matter required to g1ve effect to the provisions and
objectives of this Act.

(3) The policy prescribed under this-section shall clarify the manner of
giving effect to the institutional arrangements whereby roles and responsibilities
have been assigned under this Act, in particular and without limitation—

(2) the manuer in which the Board shall undertake its responsibilities
with regard to—
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(®)

©

(M

development of a business plan and statement of corporate
intent under section 8, including without Iimitation the
development of performance indicators and specific targets and

. the disclosure of public service obligations and target areas;

(ii) appointment of chief executive officer under section 18;

(iiD) eneuring the development of internal systems of control under
section 20;

(iv) establishment of an audit committee under section 21;

(v) timely preparation- and pubﬁcaﬁon of the financial statement,
annual report and half—yearly report under sections 24 to 28;

i) '. timely submission of mformatxon to the central momtonng

- . unitunder section 32; and .
: (vii)' ensuring the integrity of the infoamation submitted to the
" cenfral monitoring unit

the manner in which the central .monitoring 1init shall undertake its -

functions with regard to— - -

(i) maintaining an electronic database under section 31;

(ii) provi&ing analysis under’ sub-section (2) of section 31 to the
Federal Government or its standmg comnuttee as the case
may be;

(iif) = issuing periodic repc'yrtsA to the Federal Government or its

. standing committee as the case may be, and making such
_ reports public under sub-section (3) of seetion 31.

the -manner in which the Federal Government shall undertake its

functions with regard to—

(i). _prescription of the state-owned enterprise ownership and

management policy under this section as well as othef rules fo

~ be prescribed under section 34;

(if)

(iii)

roles and procedure of “the standing committee to be
established under sub-section (1) of section 33;

the role of the Division to which the business of a state-owned
entetprise has been allocated under the Rules of Business,
1973 with respect to—
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5.

(e)

®

()

. owned enterprise must identify its business goals;

(c}

" management of a state-owned enterprise must be competent; honest

@

(A) co-ordinating compliance with this Act by the Boérd;

(B) providing sectoral policy support and guidance to the state-
owned enterprise to enable it to comply with its objectives
under section 7; and -

(C) providingAsectoral poﬁcy support to the Federal Cabinet or its

standing committee as the case may be with respect to the
objectives of this Act..

(iv) the role of the Federal Government or its standing committee
"as the case may be, regarding the exercise of shareholding
rights, vse of analysis and reports submitted by the centval
monitoring unit and the general oversight of the Boards under
this Act.

‘General principles.—The provisions of this Act, the state-owned
enterprise management policy, and any rules made hereunder shall aim to further
the following general principles, namely::

(&

- the prmc1p1e of prudent and efficient management accordmg to

which—

(i) a commercial state-owned- enterprise must operate on a

commercial basis that is efficient and proﬁtable' and

L) a state—owned enterprlse must operate efficiently and

effectively.

the principle of measurable performance according to wﬁich a state-

the principle of Iesponmble management according to wlnch the

and accountable;

the principle of transparent performance according to which a staté—
owned enterprise muist report its performance fully, transparently

and timeously;

the principle of monitored performance according to which a state-
owned enterprise must be subject to rigorous monitoring and

" review;

the priﬁciple of competitive neutrality; and
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- {g) the pnnc1ple of protection of minority shareholders according to
‘which the government and the state-owned enterprise must
recognise the rights of all shareholders and ensure all shareholders
are treated equitably and have equal access to corporate information
and the ability to nominate directors in a manner commensurate

. with thelr shareholding ; mterest

~ CHAPTER-3
PRIjDENT AND -EFFICIENT MANAGEMENT

6. Sound and prudent management.—(l) Every state-owned
enterprise shall undertake its operations in accordance with the criteria for sound
and prudent management, namely:—— :

~{a) the business of the’ state-owned enterpnse is -carned on with
integrity, objectivity, due care and the professional skills
appropriate to the nature and scals of its acuvrtles -

(b) each independent director and chief executive officer, by whatever
name called, of the- state-owned enterpnse comphes with the
prescribed fit and proper criteria; - : :

(c) the state-owned enterpnse is directed and marlaged by a sufficient
number of persons who are fit and proper persons to hold the
positions which they hold and : :

- (@) the state-owned enterprise maintains adequate accounting and other
records of its business.

_ (2) Accountmg and other records shall not be. regarded as adequate for
 the purposes of this provision unless they—

(a) enable the business of the. state-owued enterprrse to be prudently
managed;

(b) enable the state-owned enterprise to comply wrth the obligations
imposed by this Act; and ,

(c) comply with all professmnal standards and pronouncements of
" relevant professmnal bodies as applicable in Paklsta.n

7. Objectives of state«owned enterpnses —(1) The primary
objective of a state-owned enterprise shall be to operate in an efficient manner,
achieving the objectives contained in, and acting in accordance with their
respective Acts or arficles and mémorandum of association, as the case may be.
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) State-owned Enterprises, in undertaking their pnmaxy Ob_]eCthGS
shall have regard, amongst other matters, to:—

i

(a) the economic consequences of any decision in the long term; .

(b) the need to foster the state-owned enterprise’s business
relationships with suppliers, customers and other stakeholders;

(c) the impact of the state-owned enterprise’s operations on the
community and the environment;

(d the importance of the state-owned -enterprise inaintaining )
reputation for high standards of business conduict; and

(e) the need to act fairly as between members of the state-owred
enterprise.

3) NotWLthstandmg anytbmg contained in any ot.hcr law for the time
being in force, the primary objective of a commercial state-owned enterprise
shall be to be generate sufficient revenues to cover their costs and be financially
sustainable .

(4) The Federal Government shall not reqmre a commercial state-
owned enterprise to undertake a public service obligation which deviates from
the primary objective except as specified in Schedule-II of this Act;

(5) Nothing in this section shall affect the validity or enforceability of -
any- coniract or other transaction entered into by a commermal state-owned
enterpnse o

CHAPTERA4
MEASURABLE PERFORMANCE

8. Business plan —~{1) The Board of every state~owned enterprise
shall, prior to the commencement of each financial year, adopt a business plan in
respect of the following three financial years which shall contain information
about the operations, strategic direction, and financial and non-financial
performance measures of the state-owned enterprise and demonstrates how the
state-owned enterprise shall achieve its primary objective: -

Provided that the busmess plan must be effective on the first day of the
first financial year to which it applies.

(2) If a state-owned enterprise has one or more subsidiaries, the
business plan must, for each subsidiary and for the group as 2 whole, include
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information about the operations, strategic direction and financial projections of
- the state-owned enterprise, ' :

(3) The business plan of a state owned enterprise shall be prepared in
consultation with the Division to” which the business of the state-owned
enterprise has been allocated under the Rules of Business, 1973 and the draft
. under consultation shall be simultaneously submitted to the Central Monitoring
Unit and the adopted business plan shall be submitted to the Federal Government
for information..

(4) The board of every state-owned enterprise shall at the start of each
financial year, adopt and cause to have published a statement of corporate intent
for the state-owned enterprise or the group comprising the state-owned enterprise

~and its subsidiaries (if any), in respect of that year and the following two - .

financial years in the manner and form set out in Schedule-II1.
CHAPTER-S
RESPON SIBLE.MAI.\IAGEMENT

. 9. Application of this Chapter.—This chapter shall apply to all
boards of state-owned enterprises, notwithstanding anything contained in any
other law for the time being in force. . :

10. Board Ndminaﬁons Committee.———,(l): There shall be a Board -
- Nominations Committee comprising- . o

* (a) the Minister in Charge to which the business of the state-owned
enterprise has been allocated under the Rules of Business, 1973,
* who shall also be the Chair of the Committee:

Provided that where the Minister in Charge is the Prime Minister, |
he may nominate another member of the Federal Government to be
Chair of the Committee; :

) the Sécretary of the Division to which the business of the state- -
owned enterprise has been allocated under the Rules of Business,
1973; and ’

(c) the Secretary of the Finance Division or his nominee of at least
BPS 21.

(2) The Board Nominations Committee shall be responsible for—
(@) identifying and recommending candidates to the Federal

Government for appointment as independent directors which the
Federal Government is empowered to appoint to Boards; and
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(b) recommending ex-officio positions to be held by the relevant
Division or public sector organization of the Federal Government,
or where necessary, a Provincial Government.

(3) The procedure adopted by the Board Nominations Committee for
performing its functions shall be notified and shall comply with the principles of
merit, confidentiality, transparency, diversity and faimess, including, but not
limited to— ’ -

(a) advertisement in a newspape(s) of wide circulation;

(b) requesting applications by invitation;

(¢) appointing a head-hunting agency; or .

(&) identifying candidates from the databank of independent directors

notified by the Securities and Exchange Commission of Pakistan
under section 166 of the Companies Act, 2017 (XIX of 2017).

(4) The Board Nominations Committee shall apply the prescribed fit
and proper criteria while making nominations of persons for appointment as
directors, ' : . :

11. Disquél_iﬁcation of independent difectors.-—The following persons
shall not be ‘appointed or continue to hold office as an independent director,
namely: L

(@ a perébn Wwho is under eighteen years of age;

B a person who is not 4 natural person; L

(c) aperson whois an undischarged bankrupt in any Jjurisdiction;

(d) aperson who has been convicted of an offence in any jurisdiction;

(&) aperson who is prohibited under a statute or by order of courf.ﬁ'om
being a director or promoter of, or being concerned or taking part in

the management of a corporation;

(f) a person who is declared mentally unfit by a medical board
constituted for this purpose;

(&) aperson who is in the service of Pakistan;

(h) amember of the Majlis-e-Shoora or a Provincial Assembly;
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" (i) aholder ofa political office whether or not in a legislative role; or
() an employee of a state-owned enterprise.

12. Composition of the Board of a company.—{1) A Board of a
company shall consist of independent directors, ex-officio directors and the chief
executive officer of the company, with the requisite skills, competence,
knowledge, experience and approach so that the Board as a group includes core
competencies and diversity required to assist the company achieve its primary
objective.

(2) The majority of the board shall consist of independent directors.

(3) No person shall be appointed or nominated as a dirsctor of more
than five state-owned enterprises simultaneously, including their subsidiaries.

(4) An independent member shall not serve for more than nine:years on
a Board, and shall not be appointed to the same Board after two consecutive
terms unless a period of three years has lapsed.

13. Term of office of directors.—(1) A director, once appointed shall
hold office for the period specified under the applicable law, unless he resigns in
writing or is removed earlier in accordance with the provisions of this Act.

(2) An independent director once appointed by the Federal Government

shall not be removed unless it is established through an inquiry conducted in the
prescribed manner that— C

{a) the director is found to be in non-compliance with the provisions of -
this Act, or the Companies Act 2017, (XIX of 2017), or any other
applicable law; - :

(b) - the director fzils to fulfil his ,dﬁties and responsibilities under this
Act; . :

(c) the director is found to act in a manner detrimental to the successful
' management and operation. of the state-owned enterprise; or

(d) the director is found gﬁilw of misconduct.
Explanation—TFor the purpose of this clause, misconduct includes—

() indulging in a competing professional or personal conflict of .
interests’ situation;
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(i)

(iii)

(iv)
W)
W)

(i)

14.

using the funds, assets and resources of the state-owned enterprise
without due diligence and care;

failing to treat the colleagues and the staff of the state-owned
enterprise with respect, or using harassment in any form of physical
or verbal abuse; '

making public statements relating to the business of the state-
owned enterprise without authorization by the Board; .

failing to comply with the state-owned enterprise’s code of conduct

.or conflict of interest requirements;

receiving gifts or other benefits from any sources external to the
state-owned enterprise offered to him in connection with his duties
on the Board; or -

abusing or misusing his official position to gain undue advantage or
assuming financial or other obligations in private institutions or for
persons which may cause embarrassment in the performance of

official duties or functions.

Defect or irregularity in appointment—No act, proceeding or

decision of the board shall be invalid by reason only of the existence of a
vacancy in, or defect or irregularity in the constitution of the board. -

15.

Chairman of the board and the chief executive officer.—(1) No

person can hold office as chairman and chief executive of a state-owned
enterprise simultaneously, and the office of the chairman shall be separate and
his responsibilities distinct, from those of the chief executive officer. -

(2) The chairman of the board shall be appointed by the Federal
Government and shall be responsible for leading the board and ensuring its
effective functioning and continuous development and shall not be involved in
day to day operations of the state-owned enterprise.

€y
(2)

®

The chief executive officer shall—

be responsible for the management of the state-owned enterprise
and for its procedures in financial and other matters under
delegation” from the board and subject to the oversight and
directions of the Board;

ensure the proper implementation of strategies and policies
approved by the Board; and
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(¢} putting in place appropriate arrangements to ensure that funds and
resources are properly safeguarded and are used economically,
efficiently and effectively and in accordance with the state-owned
enterprise business plan, the primary ob_]ectlve and all statutory
obligations.

16. RFit and proper criteria~—(1) The fit and proper criteria shall be
prescnbed in Schedule-IV and shall apply to independent directors, the chief
executive officer, the company secretary and all other senior ma.uagement
ofﬁcers by whatever name called, of a state-owned enterprise.

()] The requirement to comply with the fit and proper criteria under
this Act shall be without prejudice to compliance with any other requirement for
the fitness and propriety of directors or senior management officers issued under -
any special law, rules or regulations by a sector regulator or authorlty governing
a specified sector,

CHAPTER-6
RESPONSIBILITIES, POWERS AND FUNCTIONS OF THE BOARD

17. Independence of the Board —(1) The Board shall be given
autonomy and independénce in the discharge of its functions under this Act or
any other applicable law in accordance with the adopted business plant and no
administrative or standing instructions by any Division of the Federal
Govemnment shall be applicable ‘to any state-owned enterprises unless prior
- approval of the Federal Government has been obtained and any such instructions
already in field at the time of coming into-effect of this Act shall require Federal
Government ratification within a penod of six months, fallmg which they shall
be deemed to be rescinded. .

(2) State-owned enterprises shail maintain independent procurement
policies with the approval of the Federal Government, which comply with the
Chartered Institute of Procurement and Supply’s Global Standards of
Procurement and Supply and shall only be responsible for compliance of the
provisions of the Public Procurement Regulatory Authority Ordinance, 2002
(XX of 2002) to such extent as may be directed by the Federal Government:

Provided that untill the procurement pohcy of statcfo'wned enterprise is
prepared and approved by the Federal Government, the Public Procurement .
Regulatory Authority Ordinance 2002, (XXII of 2002) apply mutatis mutandis to it.

18. Appointment of the chief executive officer.—(1) The Board, in
the case of a company, or the concerned authority in the case of a statutory state-
owned enterprise shall appoint a chief executive officer to the state-owned
enterprise under a performance based contract for a specified period, unless such
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pericd is already specified in the enactment goveming a statutory state-owned
enterprise:

Provided that the Board or the concerned authority shall bring .their
existing arrangements with the the appointment of chief executive officers in line
with this provision within one year of coming into effect of this law.

(2) TheBoard or the governing body in the case of statutory state-owned

- enterprises, by whatever name called, shall be respensible for ensuring the

performance of the chief "executive ‘is monitored -regularly ‘against agreed
performance measures and for the chief executive’s development and succession
planning, »

19. Responsibility to the shareholders and the state-owned

- enterprise.—(1) The Board shall ensure its obligations to shareholders of the
 state-owned enterprise are fulfilled and they are duly informed in a timely
mauner of all material” events through shareholder meetings and other
communications as necessary. ‘

(2) The Board shall develop and implement' a code of conduct for the

'membe_rs of the Board, as well as the employees of the state-owned enterprise for |
* the. matters set out in Schedule-V of this Act, with a view to ensure the highest -

* professional standards and corporate values are in place;

Provided that the éode of conduct developed ﬁhder this sub-section shall.

_ _' be effectively communicated within the state-owned enterprise together with

supporting policies and procedures, including adequate systems and controls for -

the identification and redressal of grievances arising from unéthical practices.

20. Enforcement of systems of internal control.—The Board shall

* ensure the integrity of the systems of internal control and any person who is -
* found liable for a deviation or violation from the company’s code of conduct or -

. -other systems of internal control shall be subject to disciplinary proceedings in
- accordance with the state-owned enterprise’s internal policies.

21. Audit Commiﬁee.—(l) The Board.of a state-owned enterprise shall

.establish an audit committee, whose members shall be financially literate and

majority of them, including its chairman, shall be independent directors:

: Provided that the Chairman 6f the Board and the Chief Executive Officer
of the state-owned enterprise shall not be members of the audit committes.

(2) The audit committee s-hall be responsible for—

(2) recommending to the Board the appointdjent of external auditors by

the state-owned enterprise and shall consider any questions of .
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®)

©
(d)

()

®

22.

@
(®)

@)

resignation or removal of external auditors, audit fees and provision
by external auditors of any service to the state-owned enterprise -in
addition to audit of its financial statements; -

determination of appropriate measures to safeguard the state owned
enterprise’s assets;

all reports and communications with external auditors;

review of half-yearly and annual financial statcinents of the state
owned enterprise, prior totheir approval by the Board;

ensunng coordination between the internal and external auditors of
the state owned enterpnse and

investigating, where. necessary on a confidential basis, any
deviation from or violation of the company’s code of conduct or
other systems of internal control.

Board meetmgs —(I)The Boa.rd of a company shall meet—

at least once in every two months; and

at other times that the board considers necessary for the efficient
management of the business a:nd affalrs of the state-owned

. enterprise.

Notwithstanding -anything contained in any other law for the time

being in force, decisions of the Board shall be taken by majority, however the
following decisions shall requzre a decision by three-fourth majority, which shall
include the vote of the nominee director rcpresenung the Federal or Provincial
Government, namely—

@

(®)
©
(@
(@
€)

appointment and removal of chief executive officer of the state- -
owned enterprise; :

approval of the statement of corporate intent and business plan;

7 propdsals_for sale of sizeable assets;-

annual budget statement approval; and
sale of assets of the company.

The Chau’man of the Board shall in case of equal number of votes,

havc a casting vote,
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23. Tundemnity—No suit, prosecution or other legal proceedings shall
lie against the directors, chief executive officer, or other employee of a state-
owned enterprise if the liability arose out of an act or omission of the director,
chief executive or employee and the act or omission was done in good faith and
with due care.

CHAPTER-7
TRANSPARENT -PERFORMANCE

24. Financial transparency~—(1) The Board shall ensure that the
state-owned enterprise along with its subsidiaries, must keep written financial
records that- -

(a) correctly record and explam its transactions and ﬁnanma] position
and performance;

(b) enable financial statements to be prepared and audited in
accordance with this Act '

(c) clearly identify any transactions undertaken by the state-owned
enterprise with any director or his close relatives, either directly or
indirectly and comprising.a pecuniary or non-pecuniary benefit
through a company or other business established by such director;

‘ and

(d) enable other reports requ1red by this Act to be prepared
(2) The records required by sub-section 1)— -

(a) shall be kept for at least ten years after the dates of the
- transactions to which, they relate;

(b) must be kept at the principal place of Bhsiness or the
' registered office address of the state-owned enterprise; and

(¢} shall also be kept in electronic form if they are readily
retrievable and convertible into hard copy form.

25, Financial statements—(1) The board of a state-owned enterprise.
must ensure there is prepared, for each financial year, audited financial statements for
the state-owned enterprise as well as consolidated financial statements for the group
consisting of the state-owned enterprise and its subsidiaries:

Provided that for the purposcs of this section, a subsidiary shall not
include a joint venture.
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(2) The financial statements must be prepared in accordance with
International Financial Reporting Standards and the financial statements together
with the notes to them must include all information that is necessary to ensure
that the financial statements give a true and fair view of the financial position of
the state-owned enterprise and the group consisting of the state-owned enterprise.
and its subsidiaries: :

Provided that where a state-owned. enterprise is mot following the
International Financial Reporting Standards at the time of coming into effect of
this Act, the Board shall ensure compliance with this provision within a period of
three years from coming into effect of this Act.

(3) The financial statements must be accompanied by a-declaration of
the Board whether, in their opinion— -

(é.) there are reasonable gfounds for believing that.the state-owned
enterprise and its subsidiaries shall be able to pay their debts as they
become due and payable; and : ‘

(b) the financial statements and the notes to them comply with the
requirements of this Act and international accounting standards.

26. Annual report.—{1) A state-owned enterprise must submit to the
Federal Government a report on its operations and its subsidiaries for the
financial year to which it relates, nof later than four months after the end of that
financial year in the form prescribed in Schedule-VI. ‘

(2) The annual report may omit information that the board of the state-
owned enterprise reasonably considers is likely to materially prejudice the
commercial interests of the state-owned enterprise or a subsidiary if disclosed.

(3) The Board shall submit a report to the Federal Governmment on the
information omitted from the annual report under sub-section (2) and the reasons
for such omission and such report shall be confidential. -

27.. Publication of summary of annual report—(1) A state-owned
enterprise must arrange for publication of a summary of the annual report on an
internet site maintained by the state-owned enterprise or, where the state-owned
enterprise does not have a website, on the website of the Division to which the
business of the state-owned enterprise is allocated under the Rules of Business,
1973, or in one or more newspapers generally circulating in Pakistar.

(2) The summary of the annual report must be puinshed under sub-
section (1) within one month after the report is submitted to the Federal
Government and -should compare the actual performance of the state-owned
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enterprise during the financial year to which the report relates with the targets or
benchmarks set in its statement of corporate intent for that financial year,

28. Half-yearly report.—(1) A state-owned enterprise must submit to
the Federal Government a half-yearly report of the operations of the state-owned
enterprise for the first half of the financial year to which it relates not later than
two months after the end of the first half of that financial year.

(2) The half-yearly report must contain:
(a) the half yearly financial reports of the state-owned enterprise;

(b) a statement on the extent the state-owned enterprise and its
subsidiaries have achieved the business goals specified in its
statement of corporate intent for the financial year; and

(c) include any other matter that the Federal Government may direct
the state-owned enterprise to include.

CHAPTER-8
SHAREHOLDING RIGHTS OF THE FEDERAL GOVERNMENT

29. Role of Federal Govermment.—(1) Subject to this Act, the Federal
Government shall exercise all the powers and rights that shareholders have in
relation to the state-owned enterprise under the law or the constitution of the
state-owned enterprise.

(2) The manner of exercise of sharcholders rights with respect to the
state-owned enterprise shall be prescribed in the state-owned enterprise
ownership and management policy and shall include, without limitation-

(a) the designation of the officers authorized to act as shareholder on
behalf of the Federal Government at statutory meetings; and

®) any other matter- necessary for the efficient exercise of shareholder
rights by the Federal Government.

(3) The provxsnons of this section shall have overriding effect over any
procedure to the contrary in any other applicable law.

30. Disclosure by state-owned enterprise.—(l) The directors and
senior management officers of a state-owned enterprise shall annually submit
their assets and beneficially held investments and properties to the Board, and
any changes thereon shall be reported to the Board within two weeks of such-
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change, subject to such reasonable restrictions on making this information public
as may be imposed by the Board in its conflict management policy.

(2) The Federal Government may direct a state-owned enterprise to
disclose specified information or documents relating to the affairs of the state-

' owned enterprise or ifs subsidiary.

(€))] The Federal Government must not direct the disclosure of
information relating to an individual if the individual is identifiable from the
information.

(4) Subject to the terms of a direction under this section, a state-owned

enterprise may propose reasonable conditions to the Federal Government on -

. making the information public disclosed under this section, including restrictions
of its further disclosure.

- CHAPTER-9

MONITORING PERFORMANCE

31. - Central monitoring . unit.—(l) The. Federal Government shall

establish a central monitoring unit in the Finance Division which shall also

- maintain an electronic database of the financial and operational performance of
state-owned enterprises and the following information in relation to state-owned .

* enterprises, namely.—
(a) statements of cbrporate intent;
(b) business plans;

(c) half-yearly and anmual reports; and » : -

(d) any other information prescnbed in thc state-owned enterpnse '

management policy.

(2) The central momtormg unit shall undertake analysis on the.
financial, commercial and operational performance of state-owned enterprises,

and on the basis of such analysis, submit recommendations to the Fedetal
* Government on matters related to the pcrformance and govemance of state- -

owned enterprises, including-

(a) the overall.performance of state-owned enterprises;

(b) performance of state-owned- enterprises against their primary

objectives, business goals, and performance targets and
benchmarks; ' - :
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(c) investment in, loans to, and guarantees of state-owned enterprises;

(d) the risks associated with the state-owned enterprise sector that
could affect the State’s investment in state-owned enterprises;

(e) proposals relating to major transactions by state-owred enterprises
as and when required by the Federal Government;

(f) best practice by state-owned enterprises for encouragmg and
enhancing efficiencies and service delivery, and for improving
performance; —

(8) agreements for public service obligations as and when required by
the Federal Government;

(h) compliance under section 32 by state-owned enterprises;

(i) state-owned enterprise reform options as and when required by the
Federal Government;

() analysis of the content of the statements of corporate intent,
business plans, annual reports and semi-annual reports; and

(k) any other matter which the Federal Government may require. -

(3) The central monitoring unit shall issue periodic reports on the
performance of the state-owned enterprises and matters listed in sub-section (2),
which shall not be less than once every half year, in such form and manner as
may be prescribed, and such reports shall be submitted to the Federal
Government.

(4) The cenf:al monitoring unit shall pubhsh a consolidated report on
the performance of state-owned enterprises annually, with the approval of the
Federal Government,

32. Disclosures te the central monitoring unit.—(1) Every -state-
owned enterprise shall be required to submit information to the central
monitoring unit as required under this Act: -

Provided that if there is any change or error in the particulars already
submitted to the state-owned enterprise monitoring unit, it shall be updated or
corrected as the case may be, within fifteen days of such change or knowledge of
error,

(2) The central monitering unit ~may, by notice in writing to a -state-
owned enterprise, require a disclosure by the state-owned enterprise to enable the
central monitoring unit to discharge its functions under this Act.
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(3) A state-owned enterprise must comply with a notice under sub-
section (2) within ten working days after receiving if.

CHAPTER-10
ENFORCEMENT
33.. Enforcement of this Act—1) The Federal Government shall
establish a committee of the Federal Cabinet to monitor the 1mp1ernentat10n of

this Act.

@) The Division to which the business of a state-owned enterprise has
been allocated under the Rules of Business, 1973 shall co-ordinate with the

- Board of such state-owned enterprise to monitor compliance with the provisions

of this Act, including, without limitation, with respect to the development of the
business plan, statements of corporate intent, the annual reports, timely
establishment of systems of internal controls of the state-owned enterprise,
appointment of the Chief Executive Officer, and reporting to the central
monitoring unit. .

(3) The Federal Government: may carry out its functions and powers
under this Act, except the power to make rules or to appoint independent
directors, either directly through or by delegation to one or more of its Divisions
or a body corporate which may be established by the Federal Government for this .
purpose by notification in the official gazette '

-Provided that in case the Federal Government establishes a body
corporate then the functions of the’ cenb:al monitoring unit shall also be
undertaken by such body.

34, Power to make rules—1) The Federal Government may, by
notification in the official Gazette make rules to carry out the purposes under this
Act. .

(2) Without prejudice to the generahty of the foregomg powers such
rules may provide for—

(8) procedure for submission of various reports to the Federal
Government and the manner of preparation of such reports;

() legal validity, form, procedure and security of the electronic
database maintained by the central monitoring unit; and

{¢) any other matter incidental or consequential.
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(3) The power to make rules under this Act shall be subject to the
condition of prior publication in a manner appropriate for inviting representations
thereon by the public, and the Federal Government shall cause a report {o be
published on its website, setting out in general terms-

(a) the representations made on the draft rules;

(b) the response of the Federal Government to the representations; and

(c) where the rulés are made with modifications which in the opinion
of the Federal Government result in the rules or regulations being

significantly different from the draft, publish, in such manner as it
considers appropriate, details of the difference.

35. Power to issue directives, circulars, guidelines, etc.—The Federal _

Government shall have the power to issue such directives, codes, guidelines,
circulars or notifications as are necessary to carry out the purposes under this Act
and the rules made hereunder.

CHAPTER-11
MISCELLANEOUS

36. Miscellaneous.—(1) Notwithstanding anything contained in any
law for the time being in force, nothing in this Act, shall affect or be deemed to
affect anything done or any action taken, or purported to have been taken by a
state-owned enterprise, including under any rule, regulation, notification, order or
notice made or issued, any approval, appointment or declaration made, any
operation undertaken or direction given before the commencement of this Act.

(2) Subject to sub-section (1), any order, rule, notification, regulation,
appointment, conveyance, deed, document or direction made, proceedings taken,
instrument executed or issued or thing done by or in relation to a state-owned
entity shall, if in force before the commencement of this Act, continue to be in
force and shall have effect as if made, directed, passed, given, taken, executed,
issued or done under or in pursuance of this Act, unless otherwise specifically
withdrawn by an order of the concerned authority.

(3) Any person appointed to any office prior to the coming into force of

this Act shall be deemed to have been appointed to that office under and by

virtue of this Act and any condition or term of service or employment meodified
through this Act shall not have retrospective application or effect.

(4) Within one year of the coming into effect of this Act, the Federal
Government shall, in the case of any 1ncons1stency, initiate legislation to bring

the laws of statutory state-owned enterprises in conformity with the provisions of
this Act.

"
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37. Removal of difficulty.—If any difficulty arises in giving effect to
the provisions of this Act, Federal Govermment may make such order, not
inconsistent with the provisions of this Act, as it may consider necessary for

" removal of such d1fﬁc111ty

Schedule-I
Entities to Whom this Law is Extended
[see Section 3(2)] '

Entity 7 Applicable Provisions

Pakistan Railways
Pakistan Post Office

. | Companies established under section 42 of the
. . | Companies Act, 2017 -

Pakistan Agricultural Storage and- Services
Corporation

Pakistan State Oil

Schedule-IT
Framework for Enforcing Public Service Obligations
[see Section 7(4)] '

1. ' The Federal Govemment may in wntmg require a commercial
state-owned enterprise to: '

(a) providea speclﬁed service or perform spéciﬁed activities; or
(b) cease providing a specified service or performing specified activities.
. 2. Within one month of receiving the written proposal from the
Federal Government, the State-owned enterprise must respond to the notice in’

writing, stating, with reasons, Whether the State-owned enterpnse :

(a) agreesto g1ve effect to the proposal; or _'

(b) finds the request to be inconsistent with the primary objective of the
Sta’ce-owned'enterpﬁse

3. If the commercial state-owned enterprise gives a notice under‘
clause (2)(b), the Federal Government and the commercial state-owned enterprise
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must enter into good faith negotiations with a view to agreeing arrangements
under which the commercial state-owned enterprise can give effect to the Federal
Govemnment proposal without acting inconsistently with its primary objective.

4. If an agreement is reached undér clause (3), the arrangements for
giving effect to Federal Government proposal shall be incorporated in a Public
Service Obligation Agreement which:

(a) mustbe in writing;

(b)- must be approved by the Federal Government and the Board of the
commercial state-owned enterprise;

(¢) may include provision for funding or other resources to the
comunercial state-owned enterprise;

(d) ifit provides for the commercial state-owned enterprise to provide
goods or services, must-

@ 'speCIfy the goods or semces including any particular
- quantities;

(i) - specify an estimate of the annual total cost to the commercial
state-owned enterprise for providing the goods or service, and
an estimate of the annual total revenue to be received by the
commercial state-owned enterprise for doing so; and

(iiY) specify how the performance of the commercial state-owned
“enterprise in providing the goods or services w111 be
monitored and assessed.

{¢) may include any other matter, not inconsistent with this Act, that is
agreed between the Minister if Charge and the commcrclal state-
owned enterprise.

5. For the avoidance of doubt, if the Federal Govemment directs a
commercial state-owned enterprise to provide specified services or perform
specified activities through cross-subsidizing the cost between different groups of
users and the revenue collected by the commercial state-owned: enterprise from
the cross-subsidization does not cover the costs, the Federal Government and
commercial statc-owned enterprise will agree the short-fall to be funded by the
Federal Government and enter into a public service obligation agreement as
provided in clause (4). However, a cross subsidy between different groups of
users which is in accordance with a tariff determined by a regulator or the
commercial state-owned enterprise’s own pricing mechanism, is not a public

k]
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service obligations and will not require a public service obligation agreernent as
provided in clause (4).

6. The obligations under a public service obligation agreement shall
be binding. '

Schedule-TIX
Statement of Corporate Intent
(see Section 8(4))

1. | Name. of State-Owned Enterprise: [full name as per certificate of

incorporation or relevant statute]

2. Incorporated/established on: [date _‘of incoggoration/establishmenﬂ

3. Subsidiaries included in this .statement of corporafe intent:

4.  Description of the main business of the state-owned enterprise: [as per the
constitutive documents/relevant statute]

5. Summary of the business goals of the state-owned enterpnse [as per the
approved business - plan]

6. Summary of the performance measures and benchmarks against the state-

owned enterprises business goals and its primary objective:. ltargets of the
state-owned enterprise] -

7.  Summary of the strategies of the state-owned enterprise for achieving its
business goals and primary objective: [commercially sensitive strategies are
not required to be included here, summary of key risks identified in the |
achievernent of the business goals to also be included here]

8, The current or anticipated bbrrowing of the state-owned enterprise,

including borrowing by a subsidiary: [current borrowing has to be specific-
anticipated borrowing to be included on the basis of projected revenue

requirements of the state-owned entemnse and will not be bmdmg on the
state- owned enterprise] .

9. The accounting policies that the state-owned enterprise will apply for
financial records and reporting:

10. Summary indicative balance sheet and profit and loss statement for the
state-owned enterprise:
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Consolidated summary indicative balance sheet and profit and loss
statement for the state-owned enterprise and its subsidiaries as a group:

[need not be filled if the state-owned entegpnse does not have any
subsidiary]

The proposed dividend declaration and dlsinbutlon policy of the state-

Description of any public service obligations and their impact on the
forecasted financial outcomes of the state-owned enterprise: [as agreed with

. the Federal Government]

14.

- Any other matter directed to be included in this statement by the Federal
Government: .

- Schedule-IV
Fit and Proper Criteria
(see Section 16)

For the purpose of deterrmmng as to whether a person proposed to be

appointed as director is a ‘fit and proper person’, the appointing authorities shall
take into account any consideration as it deems fit, including but not limited to
the following criteria, namely that the candidate for appointment:-

(a) has the skills, lmowledge and experience to assist the state-owned
enterprise acheieve its primary and other objectives;

(b) has atleasta graduate degree

{c) 1is a businessman  of repute or a recogmsed professmnal with
relevant sectoral experience;

(d) is financially literate;
(¢) hasmno convictioﬁs or civil liabilities;

(f) has good reputation and character and exhibits high' ethical
standards; :

(g) is not disqualified to act as a director stipulated in this Act or any
other law applicable to the functioning of a state—owned enterprise;

(i) has not been subject to an adverse order passed by the Securities”
and Exchange Commission of Pakistan or any other sector
regulator;
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() . has not been subject to an order passed by the Securities and

Exchange Commission of Pakistan or any other regulatory
authority, withdrawing or refusing to grant any license or approval
to him which has a bearing on the capital market; and

(k) does not suffer from a conflict of interest; this includes political

office holders whether or not in a legislative role. -

Schedule—V )
Matters to be Covered under the Code of Conduct
[see Section 19(2)]

1.  The standards of cdnduct for directors and employees, whereby:

®

(i)

(ii)

)

comphance with the fundamental prmclples of probity and propriety; '
objectivity, integrity and honesty are ensured; )

the directors and executives uphold the reputation of the state owned
enterprise by treating the general public, institutional investors and
other stakeholders with courtesy, integrity and efficiency, and
ensuring service guality;

the state owned enterprise’s ‘assets and resources are applied for the
benefit of the state-owned enterpnse in a manner which ensures
efﬁc1ency and transparency; and

quality standards are followed with dlie diligence and that suppliers
comply with the standards specified and are pald for supplies or
services W1th1n the time agreed.

2.  An effective “anﬁ-corruptio strategy to xﬁinitmze actual or perceived
corruption in the state owned enterprise, including without limitation, with
respect to: . .

@
(i)
(iif)

()

the active promotion of ethical behaviour and facilitating reporting of
unlawful or unethical behaviour; °

the circumstances in which directors and employees may accept gifts
and other benefits, including. reportmg -and recording those gifts and
benefits;

the use by directors aud employees of the resources of the state-owned
enterprise, including phones, vehicles, and other property;

regulation of business travel, including its cross-over with personal
travel; -
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’

(v) reducing or eliminating improper influence on directors and
employees in their position as a director or employee of the state-
owned enterprise;

(vi) equality of opportunity is ensured by establishing open and fair
procedures for makmg appointments and for determmmg terms and
conditions of service.

(vii) compliance with the law and the state-owned enterprise’s internal
rules and procedures relating to public procurement, tender
regulations, purchasing and technical standards, when dealing with
suppliers of goods and services; and

(viii) trading in and holding shares, securities, or other financial instruments
by directors and employees '

Regulation of conflicts of mterest, including procedures for 1dent1ﬁcahon,
reporting, and resolving a conflict of interest;

Explanation—For the purposes of thlS clause a person shall be deemed to
have an interest in a matter if he has any stake, pecuniary or otherwise, in

such matter which could reasonably be regarded as giving rise to a conflict ]

between his duty to objectively perform his functions and his ability to
consider and decide any matter impartially or to give any advice without
bias, may reasonably be regarded as impaired; :

The use and disclosure of information by directors and employees;

Managing breaches of the code, mcludmg monitoring comphance and
reporting breaches; and

Any other matter relevant to ensurmg a high standard of govemance within
the state-owned enterprise. :

 Schedule-VI
- Details to be Submitted in the Annual Report
(see Section 25)

Name of State-Owned Enterprise: [full name as per certificate of

incorporation or relevant statute]

Incorporated/established on: [date of incorporation/establishment]

Subsidiaries included in this statement of corporate intent:

P
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4.  The audited financial statements required by this Act for the financial year
to which it relates:

5. The report of the auditor for those financial - statements, including
compliance with this Act:

6. A review of operations during the financial year of the state-owned
enterprise and its subsidiaries and the result of those operations:

7. A report of the extent to which the state-owned enterprise and is
subsidiaties have achieved the outcomes specified in the statement of
corporate intent for the financial year:

8 8. A statement of the dividend or distribution paid or to be paid by the state- 7
owned enterprise to the Stafe for the financial year: '

¢ 9., Details of any public service obligation agreement apphcable durmg the
' ﬁnancml year, including:

i. the cost of the public service or services performed under the
agreement; and

id the revenue received by or payable to the state-owned enterprise under
- the agreement. .

10. Details of any significant éhanges in the affairs of the- state-owned
_enterprise during the financial year; ‘

11. Details of any matter or circumstance arising since the end of the financial
year that has significantly affected, or may significantly affect, the
’ operations of the state-owned enterprise in firture ﬁnancial years:

12. Details of any breach of the code of conduct of the state-owned enterprise
‘during the financial year: .

13. Details of any information Whlch is omitted from the ammal 1eport along
mth reasons for such omission.

14. Any other matter that the Federal Government duects the state-owned
enterprise to include in the report.

TAHIR. HUSSAIN,
Secretary.
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