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DEAR SHAREHOLDERS

The Board of Directors of Lakson Tobacco
Company Limited takes pleasure in presenting
the Annual Report and the Audited Financial
Statements of the Company together with
Auditors’ Report  for the year ended June 30,
2005.

PROFITABILITY PERFORMANCE

The analysis of key operating results for the
current year and comparison with  the results
of the previous year are given below:

Financial Indicators 2005 2004
(Rupees in million)

Turnover 20,585 17,308
Gross Profit 4,080 3,149
Operating Profit 2,581 1,948
Profit before Tax 2,572 1,929
Profit after Tax 1,685 1,277

Operating Profit, at Rs. 2,581 million, is a 32%
increase over last year. Substantial improvements
were achieved in Profit Before Taxation and
Profit After Taxation over last year.

The Company has been able to achieve growth
in all areas. The improved performance is
attributed to higher sales volume, better brand
mix, improved margins and control over costs
and overheads through various initiatives.

EARNINGS PER SHARE

Earnings per share (EPS) improved from
Rs.  24.90  to Rs.  32.84   -  32%  higher than
the previous year.

SALES PERFORMANCE

The Company achieved a significant growth in
sales  which is 19% higher than the same period
last year. This sales growth was achieved across
all brands.

In order to forestall speculative purchases by
the market before the announcement of the
Federal Budget, certain extra supplies were
made to the trade.  These volumes and their
respective excise duty and sales tax payments
appearing in the month of June 05 were adjusted
through reduced supplies made in July and the
1st half of August 05.

We appreciate the support provided by the
Government to the organised sector of the
industry.

COST OF SALES

The Company embarked upon various initiatives
during the year to improve efficiency in all areas
of the business, resulting in considerable
reductions in costs.  The overall  cost of goods
sold decreased by 1.6% over the last year.

OPERATING AND OTHER COST

The ratio of  distribution and marketing expenses
to sales is the same as that of last year, despite
a  19% increase in the total sales.

The Company places a high value in having
achieved systems and processes to ensure quality
and flexibility that meets with the upcoming
challenges. The Company implemented the
renowned business solution – SAP this year.
The increase in administrative expenses is
attributed to SAP implementation.

The improvement in profitability had a
consequential positive impact on internal cash
generation from operations which was  sufficient
to meet the short-term working capital
requirements without the need for  funding from
external sources.

Efficient working capital management helped
the Company to reduce the financial charges in
2005, however the continuation of this situation
in 2005-06 will depend on several factors.

DIRECTORS’ REPORT
For the year ended June 30, 2005

EXPORTS

The Company has made continuous effort to
increase the export volume of Cigarettes and
Tobacco and has earned valuable foreign
exchange amounting to Rs. 367 million, an
increase of  38% over last year.

SAP IMPLEMENTATION

The Company undertook a mammoth task in
2005 to replace the existing Enterprise Resource
Planning  system with  the world renowned
business solution - SAP ( System, Application
& Products in Data Processing) which is the
world’s leading system. SAP went live in the
first week of April  2005. A smooth
implementation across the organization - in a
short period of 8 months - was possible through
an excellent cross-functional effort by our Project
team. SAP will greatly facilitate the achievement
of further efficiencies in all key business
processes.

COMMUNITY INVOLVEMENT

The Company’s commitment to community
welfare continues in the form of contributions
to various sectors, like health , environment,
education and social work etc.

HUMAN RESOURCES

Management and employee relations continued
to remain cordial.  Programs were developed to
improve employee professional skills and
knowledge which continued during the year for
all levels of management.

The Company has taken  steps to develop and
enhance its Human Resources which continue
to be a  focal point of  management’s attention
as the Company strives to enhance organizational
capabilities to take up greater business challenges.
The areas of recruitment, selection, training and
Performance Management  have been further
improved to achieve higher employee motivation
and morale, while also increasing employee
productivity.

SAFETY, HEALTH CARE AND
ENVIRONMENT

Your Company is committed to sustainable
development through a harmonious integration
of economic and  social  considerations. The
Company has been conducting its operations to
ensure the safety and health of all its employees.
Your Company also demonstrates its responsibility
towards the community especially in the areas
of  health care and national calamities. The
Company continues to organize free eye camps
at various locations in the country and contributes
for operations of two eye hospitals, one in Swabi
(NWFP) and the  other at Qadirabad (Punjab).

In line with our commitment to the safety of
employees, protective  equipment is  made
available at all Company facilities as well as
various training and awareness programs on
such safety equipment are conducted
continuously to  maintain high safety standards.
Your Company has been awarded the ISO 9001
certification for its   Leaf Division and for its
Central Analytical Services Laboratory.
Furthermore, your Company has also been
certified with  ISO 14001  for its Green Leaf
Threshing plant.

CORPORATE GOVERNANCE

The Directors are pleased to state that all the
necessary steps have been taken to comply with
the requirements of the Code of Corporate
Governance as required by Securities &
Exchange Commission of Pakistan (SECP).

Following are the Statements on Corporate and
Financial Reporting Frame Work:

• The financial statements, prepared by the
management of the Company, presents fairly its
state of affairs, the result of its operations, cash
flows and changes in equity.

• Proper books of accounts of the Company
have been maintained.

• Appropriate accounting policies have been
applied consistently in preparation of financial
statements and accounting estimates are based
on reasonable and prudent judgment.

• International Accounting Standards, as
applicable in Pakistan, are followed in preparation
of all financial statements.

• The Company’s system of internal controls
is sound in design and has been effectively
implemented and  continuously reviewed.

• There are no doubts upon the Company’s
ability to continue as a going concern.

• There has been no material departure from
the best practices of corporate governance, as
detailed in the listing regulations.

• The summary Key operating and financial
data of last six years is annexed to these financial
statements.

• Information about taxes and levies is given
in the notes to the accounts.

• The values of investments of staff retirement
benefits (i.e. the Provident Fund and the Gratuity
Fund) according to their respective audited
accounts are as follows:

(Rupees in Million)
Provident Fund 254.57
Gratuity Fund                250.56

BOARD OF DIRECTORS

I would like to place on record my appreciation
and gratitude to the Board of Directors for
guidance and support to the management. There
has been no change in the constitution of the
Board of Directors since the annual report of
2004.

During the year, the Board of Directors held four
meetings to cover its complete cycle of activities.

The attendance record of Directors is as follows:

Name of Directors No. of meetings
attended

Mr. Iqbal Ali Lakhani 3
Mr. Zulfiqar Ali Lakhani 1
Mr. Amin Mohammed Lakhani 1
Mr. E. A. Nomani 4
Mr. M. J. Jaffer 4
Mr. Tasleemuddin Ahmed Batlay 3
Mr. Nazir Hussain -
Mr. Aziz Ebrahim 4
Mr. Shahid Ahmed Khan 3
Mr. Ramzan Ali Halani 4

Leave of absence was granted to Directors who
could not attend some of the Board meetings.

AUDIT COMMITTEE

The Audit Committee operates according to the
Terms of Reference agreed by the Board of
Directors of the Company. The Terms of
Reference clearly  set out the  role and
responsibilities in accordance with the
requirements of the Code of Corporate
Governance issued by the Securities and
Exchange Commiss ion of  Pakis tan .

The Terms of Reference also provide guidelines
for establishing, maintaining and reviewing
internal controls in the Company. The Committee
periodically reviews the financials of the
Company and their compliance with the statutory
and regulatory requirements. The Committee
also  reviews  related public announcements
before being approved by the Board. The Audit
Committee is also responsible for  selecting and
recommending  external auditors to the Board
and reviews  procedures for ensuring that the
selected auditors are independent with regard to
the services performed by them.

The Audit Committee is comprised of   four
members,  of which three are non-executive
directors including the Chairman of the

The statement is being presented to comply
with the Code of Corporate Governance
contained in the listing regulations of Karachi
and Lahore Stock Exchanges for the purpose
of establishing a framework of good
governance, whereby a listed company is
managed in compliance with the best
practices of corporate governance.

The Company has applied the principles
contained in the Code in the following
manner:

1. The Board comprises 10 Directors
including CEO.  The Company encourages
representation of independent non-executive
directors and directors representing minority
interests on its Board of Directors.  At present
the Board includes 7 non-executive directors.

2. The directors have confirmed that
none of them is serving as a director in more
than ten listed companies, including this
Company.

3. All the resident directors of the
Company are registered as taxpayers and
none of them has defaulted in payment of
any loan to a banking company, a DFI or an
NBFI or, being a member of a stock
exchange, has been declared as a defaulter
by that stock exchange.

4. No casual vacancy occurred in the
Board during the current year.

5. The Company has prepared a
‘Statement of Ethics and Business Practices’,
which has been signed by all the directors
and employees of the Company.

6. The Board has developed a vision
statement, overall corporate strategy and
significant policies of the Company.  A
complete record of particulars of significant
policies alongwith the dates on which they
were approved or amended has been
maintained.

7. All the powers of the Board have
been duly exercised and decisions on material
transactions, including appointment and
determination of remuneration and terms
and conditions of employment of the CEO
and other executive directors, have been
taken by the Board.

8. The meeting of the Board were
presided over by the Chairman.  The Board
met at least once in every quarter.  Written
notices of the Board meetings, along with
agenda and working papers, were circulated
at least seven days before the meetings.  The
minutes of the meetings were appropriately
recorded and circulated.

9. The Board arranged one orientation
course for its directors during the year to
apprise them of  their duties and
responsibilities.

10. The Chief Financial Officer and the
Company Secretary were appointed prior to
the implementation of the Code of Corporate
Governance.  Remuneration, terms and
conditions in case of future appointments
on these positions will be approved by the
Board.  However, the appointment of head
of internal audit and terms and conditions
of his employment have been approved by
the Board.

Statement of Compliance with the
Code of Corporate Governance
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11. The directors’ report has been
prepared in compliance with the requirements
of the Code and fully describes the salient
matters required to  be disclosed.

12. The financial statements of the
Company were duly endorsed by CEO and
CFO before approval of the Board.

13. The directors, CEO and executives
do not hold any interest in the shares of the
Company other than that disclosed in the
pattern of shareholding.

14. The Company has complied with all
the corporate and financial reporting
requirements of the Code.

15. The Board has formed an audit
committee.  It comprises 4 members, of
whom 3 are non-executive directors
including the Chairman of the committee.

16. The meetings of the audit committee
were held at least once every quarter prior
to approval of interim and final results of
the Company and as required by the Code.
 The terms of reference of the committee
have been formed and advised to the
committee for compliance

17. The Board has set-up an effective
internal audit function and personnel
involved are considered suitably qualified
and experienced for the purpose and are
conversant with the policies and procedures
of the Company and they are involved in the
internal audit function on a full time basis.

18. The statutory auditors of the
Company have confirmed that they have
been given a satisfactory rating under the
quality control review programme of the
Institute of Chartered Accountants of
Pakistan, that they or any of the partners of
the firm, their spouses and minor children
do not hold shares of the Company and that
the firm and all its partners are in compliance
with International Federation of Accountants
(IFAC) guidelines on code of ethics as
adopted by Institute of Chartered Accountants
of Pakistan.

19. The statutory auditors or the persons
associated with them have not been appointed
to provide other services except in
accordance with the listing regulations and
the auditors have confirmed that they have
observed IFAC guidelines in this regard.

20. We confirm that all other material
principles contained in the Code have been
complied with.

IQBAL ALI LAKHANI
Chairman & Chief Executive

Karachi: August 15, 2005
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The analysis of key operating results for the
current year and comparison with  the results
of the previous year are given below:

Financial Indicators 2005 2004
(Rupees in million)

Turnover 20,585 17,308
Gross Profit 4,080 3,149
Operating Profit 2,581 1,948
Profit before Tax 2,572 1,929
Profit after Tax 1,685 1,277

Operating Profit, at Rs. 2,581 million, is a 32%
increase over last year. Substantial improvements
were achieved in Profit B efore Taxation and
Profit After Taxation over last year.

The Company has been able to achieve growth
in all areas. The improved performance is
attributed to higher sales volume, better brand
mix, improved margins and control over costs
and overheads through various init iat ives.

EARNINGS PER SHARE

Earnings per share (EPS) improved from
Rs.  24.90  to Rs.  32.84   -  32%  higher than
the previous year.

SALES PERFORMANCE

The Company achieved a significant growth in
sales  which is 19% higher than the same period
last year. This sales growth was achieved across
all brands.

In order to forestall speculative purchases by
the market before the announce ment of the
Federal Budget, certain extra supplies were
made to the trade.  These volumes and their
respective excise duty and sales tax payments
appearing in the month of June 05 were adjusted
through reduced supplies made in July and the
1st half of August 05.

We appreciate the support provided by the
Government to the organised sector of the
industry.

COST OF SALES

The Company embarked upon various initiatives
during the year to improve efficiency in all areas
of the business, resulting in considerable
reductions in costs.  The overall  cost of goods
sold decreased by 1.6% over the last year.

OPERATING AND OTHER COST

The ratio of  distribution and marketing expenses
to sales is the same as that of last year, despite
a  19% increase in the total sales.

The Company places a high value in having
achieved systems and processes to ensure quality
and flexibility that meets with the upcoming
challenges.  The Company implemented the
renowned business solution – SAP this year.
The increase in adminis trative expenses is
attributed to SAP implementation.

The improvement in profitability had a
consequential positive impact on internal cash
generation from operations which was  sufficient
to meet the short-term working capital
requirements without the need for  funding from
external sources.

Efficient working capital management helped
the Company to reduce the financial charges in
2005, however the continuation of this situation
in 2005- 06 will depend on several factors.
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EXPORTS

The Company has made continuous effort to
increase the export volume of Cigarettes and
Tobacco and has earned valuable foreign
exchange amounting to Rs. 367 million, an
increase of  38% over last year.

SAP IMPLEMENTATION

The Company undertook a mammoth task in
2005 to replace the existing Enterprise Resource
Planning  system with  the world renowned
business solution - SAP ( System, Application
& Products in Data Processing) which is the
world’s leading system. SAP went live in the
first week of April  2005. A smooth
implementation across the organization - in a
short period of 8 months - was possible through
an excellent cross-functional effort by our Project
team. SAP will greatly facilitate the achievement
of further efficiencies in all key business
processes.

COMMUNITY INVOLVEMENT

The Company’s commitment to community
welfare continues in the form of contributions
to various sectors, like health , environment,
education and social work etc.

HUMAN RESOURCES

Management and employee relations continued
to remain cordial.  Programs were developed to
improve employee professional skills and
knowledge which continued during the year for
all levels of management.

The Company has taken  steps to develop and
enhance its Human Resources which continue
to be a  focal point of  management’s attention
as the Company strives to enhance organizational
capabilities to take up greater business challenges.
The areas of recruitment, selection, training and
Performance Management  have been further
improved to achieve higher employee motivation
and morale, while also increasing employee
productivity.
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ENVIRONMENT

Your Company is committed to sustainable
development through a harmonious integration
of economic and  social  considerations. The
Company has been conducting its operations to
ensure the safety and health of all its employees.
Your Company also demonstrates its responsibility
towards the community especially in the areas
of  health care and national calamities. The
Company continues to organize free eye camps
at various locations in the country and contributes
for operations of two eye hospitals, one in Swabi
(NWFP) and the  other at Qadirabad (Punjab).

In line with our commitment to the safety of
employees, protective  equipment is  made
available at all Company facilities as well as
various training and awareness programs on
such safety equipment are conducted
continuously to  maintain high safety standards.
Your Company has been awarded the ISO 9001
certification for its   Leaf Division and for its
Central Analytical Services Laboratory.
Furthermore, your Company has also been
certified with  ISO 14001  for its Green Leaf
Threshing plant.

CORPORATE GOVERNANCE

The Directors are pleased to state that all the
necessary steps have been taken to comply with
the requirements of the Code of Corporate
Governance as required by Securities &
Exchange Commission of Pakistan (SECP).

Following are the Statements on Corporate and
Financial Reporting Frame Work:

• The financial statements, prepared by the
management of the Company, presents fairly its
state of affairs, the result of its operations, cash
flows and changes in equity.

• Proper books of accounts of the Company
have been maintained.

• Appropriate accounting policies have been
applied consistently in preparation of financial
statements and accounting estimates are based
on reasonable and prudent judgment.

• International Accounting Standards, as
applicable in Pakistan, are followed in preparation
of all financial statements.

• The Company’s system of internal controls
is sound in design and has been effectively
implemented and  continuously reviewed.

• There are no doubts upon the Company’s
ability to continue as a going concern.

• There has been no material departure from
the best practices of corporate governance, as
detailed in the listing regulations.

• The summary Key operating and financial
data of last six years is annexed to these financial
statements.

• Information about taxes and levies is given
in the notes to the accounts.

• The values of investments of staff retirement
benefits (i.e. the Provident Fund and the Gratuity
Fund) according to their respective audited
accounts are as follows:

(Rupees in Million)
Provident Fund 254.57
Gratuity Fund                250.56

BOARD OF DIRECTORS

I would like to place on record my appreciation
and gratitude to the Board of Directors for
guidance and support to the management. There
has been no change in the constitution of the
Board of Directors since the annual report of
2004.

During the year, the Board of Directors held four
meetings to cover its complete cycle of activities.

The attendance record of Directors is as follows:

Name of Directors No. of meetings
attended

Mr. Iqbal Ali Lakhani 3
Mr. Zulfiqar Ali Lakhani 1
Mr. Amin Mohammed Lakhani 1
Mr. E. A. Nomani 4
Mr. M. J. Jaffer 4
Mr. Tasleemuddin Ahmed Batlay 3
Mr. Nazir Hussain -
Mr. Aziz Ebrahim 4
Mr. Shahid Ahmed Khan 3
Mr. Ramzan Ali Halani 4

Leave of absence was granted to Directors who
could not attend some of the Board meetings.

AUDIT COMMITTEE

The Audit Committee operates according to the
Terms of Reference agreed by the Board of
Directors of the Company. The Terms of
Reference clearly  set out the  role and
responsibilities in accordance with the
requirements of the Code of Corporate
Governance issued by the Securities and
Exchange Commiss ion of  Pakis tan .

The Terms of Reference also provide guidelines
for establishing, maintaining and reviewing
internal controls in the Company. The Committee
periodically reviews the financials of the
Company and their compliance with the statutory
and regulatory requirements. The Committee
also  reviews  related public announcements
before being approved by the Board. The Audit
Committee is also responsible for  selecting and
recommending  external auditors to the Board
and reviews  procedures for ensuring that the
selected auditors are independent with regard to
the services performed by them.

The Audit Committee is comprised of   four
members,  of which three are non-executive
directors including the Chairman of the

The statement is being presented to comply
with the Code of Corporate Governance
contained in the listing regulations of Karachi
and Lahore Stock Exchanges for the purpose
of establishing a framework of good
governance, whereby a listed company is
managed in compliance with the best
practices of corporate governance.

The Company has applied the principles
contained in the Code in the following
manner:

1. The Board comprises 10 Directors
including CEO.  The Company encourages
representation of independent non-executive
directors and directors representing minority
interests on its Board of Directors.  At present
the Board includes 7 non-executive directors.

2. The directors have confirmed that
none of them is serving as a director in more
than ten listed companies, including this
Company.

3. All the resident directors of the
Company are registered as taxpayers and
none of them has defaulted in payment of
any loan to a banking company, a DFI or an
NBFI or, being a member of a stock
exchange, has been declared as a defaulter
by that stock exchange.

4. No casual vacancy occurred in the
Board during the current year.

5. The Company has prepared a
‘Statement of Ethics and Business Practices’,
which has been signed by all the directors
and employees of the Company.

6. The Board has developed a vision
statement, overall corporate strategy and
significant policies of the Company.  A
complete record of particulars of significant
policies alongwith the dates on which they
were approved or amended has been
maintained.

7. All the powers of the Board have
been duly exercised and decisions on material
transactions, including appointment and
determination of remuneration and terms
and conditions of employment of the CEO
and other executive directors, have been
taken by the Board.

8. The meeting of the Board were
presided over by the Chairman.  The Board
met at least once in every quarter.  Written
notices of the Board meetings, along with
agenda and working papers, were circulated
at least seven days before the meetings.  The
minutes of the meetings were appropriately
recorded and circulated.

9. The Board arranged one orientation
course for its directors during the year to
apprise them of  their duties and
responsibilities.

10. The Chief Financial Officer and the
Company Secretary were appointed prior to
the implementation of the Code of Corporate
Governance.  Remuneration, terms and
conditions in case of future appointments
on these positions will be approved by the
Board.  However, the appointment of head
of internal audit and terms and conditions
of his employment have been approved by
the Board.

Statement of Compliance with the
Code of Corporate Governance

11. The directors’ report has been
prepared in compliance with the requirements
of the Code and fully describes the salient
matters required to  be disclosed.

12. The financial statements of the
Company were duly endorsed by CEO and
CFO before approval of the Board.

13. The directors, CEO and executives
do not hold any interest in the shares of the
Company other than that disclosed in the
pattern of shareholding.

14. The Company has complied with all
the corporate and financial reporting
requirements of the Code.

15. The Board has formed an audit
committee.  It comprises 4 members, of
whom 3 are non-executive directors
including the Chairman of the committee.

16. The meetings of the audit committee
were held at least once every quarter prior
to approval of interim and final results of
the Company and as required by the Code.
 The terms of reference of the committee
have been formed and advised to the
committee for compliance

17. The Board has set-up an effective
internal audit function and personnel
involved are considered suitably qualified
and experienced for the purpose and are
conversant with the policies and procedures
of the Company and they are involved in the
internal audit function on a full time basis.

18. The statutory auditors of the
Company have confirmed that they have
been given a satisfactory rating under the
quality control review programme of the
Institute of Chartered Accountants of
Pakistan, that they or any of the partners of
the firm, their spouses and minor children
do not hold shares of the Company and that
the firm and all its partners are in compliance
with International Federation of Accountants
(IFAC) guidelines on code of ethics as
adopted by Institute of Chartered Accountants
of Pakistan.

19. The statutory auditors or the persons
associated with them have not been appointed
to provide other services except in
accordance with the listing regulations and
the auditors have confirmed that they have
observed IFAC guidelines in this regard.

20. We confirm that all other material
principles contained in the Code have been
complied with.

IQBAL ALI LAKHANI
Chairman & Chief Executive

Karachi: August 15, 2005

INVESTMENTS

Your Company has been investing on a
continuous basis and during the year under
review capital expenditure stood at Rs 1.129
billion. These investments have enabled your
Company to grow in size and become ready to
face the challenges of the future and also utilize
 opportunities.

The Company’s commitment to deliver quality
products that meet diverse consumer preferences
was a result of continued spend on Balancing,
Modernizing and Automating  of i ts
manufacturing facilities including – Rs. 742
million spent on plant and machinery out of  the
total capital expenditure.

These investments are in line with the Company’s
policy to maintain the status of a key player in
the tobacco industry.

DIVIDEND

In view of the improved performance of the
Company this year, the Board is pleased to
recommend a final dividend @ 145% over and
above the interim dividend declaration of   20%
 in December 2004, subject to the approval of
shareholders in the Annual General Meeting.
The dividend distribution for the year at 165%
amounts to Rs. 846.730 million and represents
a payout of  50.25 % of the net profit after tax
for the year.

Dividends are now required to be recognized as
a liability at the time  of their declaration rather
than at the balance sheet date. Therefore, the
appropriation for the final dividend for the year
2005 will be reflected in the financial statements
for the year 2006. However, this accounting
treatment change will not affect the final dividend
payment and it will be paid in time subject to
approval of shareholders.

APPROPRIATION OF PROFIT

Profit for the year has been appropriated as
follows:

2005 2004
(Rupees 000’s)

Profit before taxation 2,571,950 1,929,107

Taxation 886,913 651,363

Profit after taxation 1,685,037 1,277,744

Un-appropriated profit
brought forward 637 2,013

Transfer from surplus on
revaluation of fixed assets 8,282 342

Profit available for
appropriation 1,693,956 1,280,099
   
Appropriations:
Interim dividend @
Rs.2.00 (2004: Rs. 2.00)
per Ordinary share of
Rs: 10/- each 102,634 102,634

Proposed cash dividend @
Rs: 14.50 (2004: Rs: 10.50)
per Ordinary share of
Rs: 10/- each 744,096 538,828

846,730 641,462
Transfer to
general reserve 839,000 638,000

1,685,730 1,279,462

Un-appropriated profit
carried forward 8,226 637

CONTRIBUTION TO NATIONAL
EXCHEQUER

Your Company contributes substantially to the
national economy in terms of taxes and duties
and the contribution is increasing as the Company
grows. This year the Company contributed Rs.
12 billion to  the national exchequer in the form
of Central Excise Duty, Sales Tax, Custom
Duties, Income Tax etc. (exclusive of taxes paid
by the employees).
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DEAR SHAREHOLDERS

The Board of Directors of Lakson Tobacco
Company Limited takes pleasure in presenting
the Annual Report and the Audited Financial
Statements  of the Comp any together with
Auditors’ Report  for the year ended June 30,
2005.

PROFITABILITY PERFORMANCE

The analysis of key operating results for the
current year and comparison with  the results
of the previous year are given below:

Financial Indicators 2005 2004
(Rupees in million)

Turnover 20,585 17,308
Gross Profit 4,080 3,149
Operating Profit 2,581 1,948
Profit before Tax 2,572 1,929
Profit after Tax 1,685 1,277

Operating Profit, at Rs. 2,581 million, is a 32%
increase over last year. Substantial improvements
were achieved in Profit B efore Taxation and
Profit After Taxation over last year.

The Company has been able to achieve growth
in all areas. The improved performance is
attributed to higher sales volume, better brand
mix, improved margins and control over costs
and overheads through various init iat ives.

EARNINGS PER SHARE

Earnings per share (EPS) improved from
Rs.  24.90  to Rs.  32.84   -  32%  higher than
the previous year.

SALES PERFORMANCE

The Company achieved a significant growth in
sales  which is 19% higher than the same period
last year. This sales growth was achieved across
all brands.

In order to forestall speculative purchases by
the market before the announce ment of the
Federal Budget, certain extra supplies were
made to the trade.  These volumes and their
respective excise duty and sales tax payments
appearing in the month of June 05 were adjusted
through reduced supplies made in July and the
1st half of August 05.

We appreciate the support provided by the
Government to the organised sector of the
industry.

COST OF SALES

The Company embarked upon various initiatives
during the year to improve efficiency in all areas
of the business, resulting in considerable
reductions in costs.  The overall  cost of goods
sold decreased by 1.6% over the last year.

OPERATING AND OTHER COST

The ratio of  distribution and marketing expenses
to sales is the same as that of last year, despite
a  19% increase in the total sales.

The Company places a high value in having
achieved systems and processes to ensure quality
and flexibility that meets with the upcoming
challenges.  The Company implemented the
renowned business solution – SAP this year.
The increase in adminis trative expenses is
attributed to SAP implementation.

The improvement in profitability had a
consequential positive impact on internal cash
generation from operations which was  sufficient
to meet the short-term working capital
requirements without the need for  funding from
external sources.

Efficient working capital management helped
the Company to reduce the financial charges in
2005, however the continuation of this situation
in 2005- 06 will depend on several factors.

DIRECTORS’ REPORT
For the year ended June 30, 2005

EXPORTS

The Company has made continuous effort to
increase the export volume of Cigarettes and
Tobacco and has earned valuable foreign
exchange amounting to Rs. 367 million, an
increase of  38% over last year.

SAP IMPLEMENTATION

The Company undertook a mammoth task in
2005 to replace the existing Enterprise Resource
Planning  system with  the world renowned
business solution - SAP ( System, Application
& Products in Data Processing) which is the
world’s leading system. SAP went live in the
first week of April  2005. A smooth
implementation across the organization - in a
short period of 8 months - was possible through
an excellent cross-functional effort by our Project
team. SAP will greatly facilitate the achievement
of further efficiencies in all key business
processes.

COMMUNITY INVOLVEMENT

The Company’s commitment to community
welfare continues in the form of contributions
to various sectors, like health , environment,
education and social work etc.

HUMAN RESOURCES

Management and employee relations continued
to remain cordial.  Programs were developed to
improve employee professional skills and
knowledge which continued during the year for
all levels of management.

The Company has taken  steps to develop and
enhance its Human Resources which continue
to be a  focal point of  management’s attention
as the Company strives to enhance organizational
capabilities to take up greater business challenges.
The areas of recruitment, selection, training and
Performance Management  have been further
improved to achieve higher employee motivation
and morale, while also increasing employee
productivity.

SAFETY, HEALTH CARE AND
ENVIRONMENT

Your Company is committed to sustainable
development through a harmonious integration
of economic and  social  considerations. The
Company has been conducting its operations to
ensure the safety and health of all its employees.
Your Company also demonstrates its responsibility
towards the community especially in the areas
of  health care and national calamities. The
Company continues to organize free eye camps
at various locations in the country and contributes
for operations of two eye hospitals, one in Swabi
(NWFP) and the  other at Qadirabad (Punjab).

In line with our commitment to the safety of
employees, protective  equipment is  made
available at all Company facilities as well as
various training and awareness programs on
such safety equipment are conducted
continuously to  maintain high safety standards.
Your Company has been awarded the ISO 9001
certification for its   Leaf Division and for its
Central Analytical Services Laboratory.
Furthermore, your Company has also been
certified with  ISO 14001  for its Green Leaf
Threshing plant.

CORPORATE GOVERNANCE

The Directors are pleased to state that all the
necessary steps have been taken to comply with
the requirements of the Code of Corporate
Governance as required by Securities &
Exchange Commission of Pakistan (SECP).

Following are the Statements on Corporate and
Financial Reporting Frame Work:

• The financial statements, prepared by the
management of the Company, presents fairly its
state of affairs, the result of its operations, cash
flows and changes in equity.

• Proper books of accounts of the Company
have been maintained.

• Appropriate accounting policies have been
applied consistently in preparation of financial
statements and accounting estimates are based
on reasonable and prudent judgment.

• International Accounting Standards, as
applicable in Pakistan, are followed in preparation
of all financial statements.

• The Company’s system of internal controls
is sound in design and has been effectively
implemented and  continuously reviewed.

• There are no doubts upon the Company’s
ability to continue as a going concern.

• There has been no material departure from
the best practices of corporate governance, as
detailed in the listing regulations.

• The summary Key operating and financial
data of last six years is annexed to these financial
statements.

• Information about taxes and levies is given
in the notes to the accounts.

• The values of investments of staff retirement
benefits (i.e. the Provident Fund and the Gratuity
Fund) according to their respective audited
accounts are as follows:

(Rupees in Million)
Provident Fund 254.57
Gratuity Fund                250.56

BOARD OF DIRECTORS

I would like to place on record my appreciation
and gratitude to the Board of Directors for
guidance and support to the management. There
has been no change in the constitution of the
Board of Directors since the annual report of
2004.

During the year, the Board of Directors held four
meetings to cover its complete cycle of activities.

The attendance record of Directors is as follows:

Name of Directors No. of meetings
attended

Mr. Iqbal Ali Lakhani 3
Mr. Zulfiqar Ali Lakhani 1
Mr. Amin Mohammed Lakhani 1
Mr. E. A. Nomani 4
Mr. M. J. Jaffer 4
Mr. Tasleemuddin Ahmed Batlay 3
Mr. Nazir Hussain -
Mr. Aziz Ebrahim 4
Mr. Shahid Ahmed Khan 3
Mr. Ramzan Ali Halani 4

Leave of absence was granted to Directors who
could not attend some of the Board meetings.

AUDIT COMMITTEE

The Audit Committee operates according to the
Terms of Reference agreed by the Board of
Directors of the Company. The Terms of
Reference clearly  set out the  role and
responsibilities in accordance with the
requirements of the Code of Corporate
Governance issued by the Securities and
Exchange Commiss ion of  Pakis tan .

The Terms of Reference also provide guidelines
for establishing, maintaining and reviewing
internal controls in the Company. The Committee
periodically reviews the financials of the
Company and their compliance with the statutory
and regulatory requirements. The Committee
also  reviews  related public announcements
before being approved by the Board. The Audit
Committee is also responsible for  selecting and
recommending  external auditors to the Board
and reviews  procedures for ensuring that the
selected auditors are independent with regard to
the services performed by them.

The Audit Committee is comprised of   four
members,  of which three are non-executive
directors including the Chairman of the

The statement is being presented to comply
with the Code of Corporate Governance
contained in the listing regulations of Karachi
and Lahore Stock Exchanges for the purpose
of establishing a framework of good
governance, whereby a listed company is
managed in compliance with the best
practices of corporate governance.

The Company has applied the principles
contained in the Code in the following
manner:

1. The Board comprises 10 Directors
including CEO.  The Company encourages
representation of independent non-executive
directors and directors representing minority
interests on its Board of Directors.  At present
the Board includes 7 non-executive directors.

2. The directors have confirmed that
none of them is serving as a director in more
than ten listed companies, including this
Company.

3. All the resident directors of the
Company are registered as taxpayers and
none of them has defaulted in payment of
any loan to a banking company, a DFI or an
NBFI or, being a member of a stock
exchange, has been declared as a defaulter
by that stock exchange.

4. No casual vacancy occurred in the
Board during the current year.

5. The Company has prepared a
‘Statement of Ethics and Business Practices’,
which has been signed by all the directors
and employees of the Company.

6. The Board has developed a vision
statement, overall corporate strategy and
significant policies of the Company.  A
complete record of particulars of significant
policies alongwith the dates on which they
were approved or amended has been
maintained.

7. All the powers of the Board have
been duly exercised and decisions on material
transactions, including appointment and
determination of remuneration and terms
and conditions of employment of the CEO
and other executive directors, have been
taken by the Board.

8. The meeting of the Board were
presided over by the Chairman.  The Board
met at least once in every quarter.  Written
notices of the Board meetings, along with
agenda and working papers, were circulated
at least seven days before the meetings.  The
minutes of the meetings were appropriately
recorded and circulated.

9. The Board arranged one orientation
course for its directors during the year to
apprise them of  their duties and
responsibilities.

10. The Chief Financial Officer and the
Company Secretary were appointed prior to
the implementation of the Code of Corporate
Governance.  Remuneration, terms and
conditions in case of future appointments
on these positions will be approved by the
Board.  However, the appointment of head
of internal audit and terms and conditions
of his employment have been approved by
the Board.

Statement of Compliance with the
Code of Corporate Governance

32

11. The directors’ report has been
prepared in compliance with the requirements
of the Code and fully describes the salient
matters required to  be disclosed.

12. The financial statements of the
Company were duly endorsed by CEO and
CFO before approval of the Board.

13. The directors, CEO and executives
do not hold any interest in the shares of the
Company other than that disclosed in the
pattern of shareholding.

14. The Company has complied with all
the corporate and financial reporting
requirements of the Code.

15. The Board has formed an audit
committee.  It comprises 4 members, of
whom 3 are non-executive directors
including the Chairman of the committee.

16. The meetings of the audit committee
were held at least once every quarter prior
to approval of interim and final results of
the Company and as required by the Code.
 The terms of reference of the committee
have been formed and advised to the
committee for compliance

17. The Board has set-up an effective
internal audit function and personnel
involved are considered suitably qualified
and experienced for the purpose and are
conversant with the policies and procedures
of the Company and they are involved in the
internal audit function on a full time basis.

18. The statutory auditors of the
Company have confirmed that they have
been given a satisfactory rating under the
quality control review programme of the
Institute of Chartered Accountants of
Pakistan, that they or any of the partners of
the firm, their spouses and minor children
do not hold shares of the Company and that
the firm and all its partners are in compliance
with International Federation of Accountants
(IFAC) guidelines on code of ethics as
adopted by Institute of Chartered Accountants
of Pakistan.

19. The statutory auditors or the persons
associated with them have not been appointed
to provide other services except in
accordance with the listing regulations and
the auditors have confirmed that they have
observed IFAC guidelines in this regard.

20. We confirm that all other material
principles contained in the Code have been
complied with.

IQBAL ALI LAKHANI
Chairman & Chief Executive

Karachi: August 15, 2005



DEAR SHAREHOLDERS

The Board of Directors of Lakson Tobacco
Company Limited takes pleasure in presenting
the Annual Report and the Audited Financial
Statements  of the Comp any together with
Auditors’ Report  for the year ended June 30,
2005.

PROFITABILITY PERFORMANCE

The analysis of key operating results for the
current year and comparison with  the results
of the previous year are given below:

Financial Indicators 2005 2004
(Rupees in million)

Turnover 20,585 17,308
Gross Profit 4,080 3,149
Operating Profit 2,581 1,948
Profit before Tax 2,572 1,929
Profit after Tax 1,685 1,277

Operating Profit, at Rs. 2,581 million, is a 32%
increase over last year. Substantial improvements
were achieved in Profit B efore Taxation and
Profit After Taxation over last year.

The Company has been able to achieve growth
in all areas. The improved performance is
attributed to higher sales volume, better brand
mix, improved margins and control over costs
and overheads through various init iat ives.

EARNINGS PER SHARE

Earnings per share (EPS) improved from
Rs.  24.90  to Rs.  32.84   -  32%  higher than
the previous year.

SALES PERFORMANCE

The Company achieved a significant growth in
sales  which is 19% higher than the same period
last year. This sales growth was achieved across
all brands.

In order to forestall speculative purchases by
the market before the announce ment of the
Federal Budget, certain extra supplies were
made to the trade.  These volumes and their
respective excise duty and sales tax payments
appearing in the month of June 05 were adjusted
through reduced supplies made in July and the
1st half of August 05.

We appreciate the support provided by the
Government to the organised sector of the
industry.

COST OF SALES

The Company embarked upon various initiatives
during the year to improve efficiency in all areas
of the business, resulting in considerable
reductions in costs.  The overall  cost of goods
sold decreased by 1.6% over the last year.

OPERATING AND OTHER COST

The ratio of  distribution and marketing expenses
to sales is the same as that of last year, despite
a  19% increase in the total sales.

The Company places a high value in having
achieved systems and processes to ensure quality
and flexibility that meets with the upcoming
challenges.  The Company implemented the
renowned business solution – SAP this year.
The increase in adminis trative expenses is
attributed to SAP implementation.

The improvement in profitability had a
consequential positive impact on internal cash
generation from operations which was  sufficient
to meet the short-term working capital
requirements without the need for  funding from
external sources.

Efficient working capital management helped
the Company to reduce the financial charges in
2005, however the continuation of this situation
in 2005- 06 will depend on several factors.

DIRECTORS’ REPORT
For the year ended June 30, 2005

EXPORTS

The Company has made continuous effort to
increase the export volume of Cigarettes and
Tobacco and has earned valuable foreign
exchange  amount ing to Rs. 367 mill ion,  an
increase of  38% over last year.

SAP IMPLEMENTATION

The Company undertook a mammoth task in
2005 to replace the existing Enterprise Resource
Plannin g  system with  the world renowned
business solution - SAP ( System, Application
& Products in Data Processing) which is the
world’s leading system. SAP went live in the
first week of April  2005. A smooth
implementation across the organization - in a
short period of 8 months - was possible through
an excellent cross-functional effort by our Project
team. SAP will greatly facilitate the achievement
of further efficiencies in all key business
processes.

COMMUNITY INVOLVEMENT

The Company’ s commitment to community
welfare continues in the form of contributions
to various sectors, like health , environment,
education and social work etc.

HUMAN RESOURCES

Management and employee relations continued
to remain cordial.  Programs were developed to
improve employee professional skills and
knowledge which continued during the year for
all levels of management.

The Company has taken  steps to develop and
enhance its Human Resources which continue
to be a  focal point of  management’s attention
as the Company strives to enhance organizational
capabilities to take up greater business challenges.
The areas of recruitment, selection, training and
Performance Management  have been further
improved to achieve higher employee motivation
and morale, while also increasing employee
productivity.

SAFETY, HEALTH CARE AND
ENVIRONMENT

Your Company is committed to susta inable
development through a harmonious integration
of economic and  social  considerations. The
Company has been conducting its operations to
ensure the safety and health of all its employees.
Your Company also demonstrates its responsibility
towards the community especially in the areas
of  health care and national calamities. The
Company continues to organize free eye camps
at various locations in the country and contributes
for operations of two eye hospitals, one in Swabi
(NWFP) and the  other at Qadirabad (Punjab).

In line with our commitment to the safety of
employees, prote ctive  equipment is  made
available at all Company facilities as well as
various training and awareness programs on
such safety equipment are conducted
continuously to  maintain high safety standards.
Your Company has been awarded the ISO 9001
certification for its   Leaf Division and for its
Central Analytical Services Laboratory.
Furthermore, your Compa ny has also been
certified with  ISO 14001  for its Green Leaf
Threshing plant.

CORPORATE GOVERNANCE

The Directors are pleased to state that all the
necessary steps have been taken to comply with
the requirements of the Code  of Corporate
Governance as required by Securities &
Exchange Commission of Pakistan (SECP).

Following are the Statements on Corporate and
Financial Reporting Frame Work:

• The financial statements, prepared  by the
management of the Company, presents fairly its
state of affairs, the result of its operations, cash
flows and changes in equity.

• Proper books of accounts of the Company
have been maintained.

• Appropriate accounting policies have been
applied consistently in preparation of financial
statements and accounting estimates are based
on reasonable and prudent judgment.

• International Accounting Standards, as
applicable in Pakistan, are followed in preparation
of all financial statements.

• The Company’s system of internal controls
is sound in design and has been effectively
implemented and  continuously reviewed.

• There are no doubts upon the Company’s
ability to continue as a going concern.

• There has been no material departure from
the best practices of corporate governance, as
detailed in the listing regulations.

• The summary Key operating and financial
data of last six years is annexed to these financial
statements.

• Information about taxes and levies is given
in the notes to the accounts.

• The values of investments of staff retirement
benefits (i.e. the Provident Fund and the Gratuity
Fund) according to their respective audited
accounts are as follows:

(Rupees in Million)
Provident Fund 254.57
Gratuity Fund                250.56

BOARD OF DIRECTORS

I would like to place on record my appreciation
and gratitude to the Board of Directors for
guidance and support to the management. There
has been no change in the constitution of the
Board of Directors since the annual report of
2004.

During the year, the Board of Directors held four
meetings to cover its complete cycle of activities.

The attendance record of Directors is as follows:

Name of Directors No. of meetings
attended

Mr. Iqbal Ali Lakhani 3
Mr. Zulfiqar Ali Lakhani 1
Mr. Amin Mohammed Lakhani 1
Mr. E. A. Nomani 4
Mr. M. J. Jaffer 4
Mr. Tasleemuddin Ahmed Batlay 3
Mr. Nazir Hussain -
Mr. Aziz Ebrahim 4
Mr. Shahid Ahmed Khan 3
Mr. Ramzan Ali Halani 4

Leave of absence was granted to Directors who
could not attend some of the Board meetings.

AUDIT COMMITTEE

The Audit Committee operates according to the
Terms of Reference agreed by the Board of
Directors of the Company. The Terms of
Reference clearly  set out the  role and
responsibilities in accordance with the
requirements of the Code of Corporate
Governance issued by the Securities and
Exchange Commiss ion of  Pakis tan .

The Terms of Reference also provide guidelines
for establishing, maintaining and reviewing
internal controls in the Company. The Committee
periodically reviews the financials of the
Company and their compliance with the statutory
and regulatory requirements. The Committee
also  reviews  related public announcements
before being approved by the Board. The Audit
Committee is also responsible for  selecting and
recommending  external auditors to the Board
and reviews  procedures for ensuring that the
selected auditors are independent with regard to
the services performed by them.

The Audit Committee is comprised of   four
members,  of which three are non-executive
directors including the Chairman of the

The statement is being presented to comply
with the Code of Corporate Governance
contained in the listing regulations of Karachi
and Lahore Stock Exchanges for the purpose
of establishing a framework of good
governance, whereby a listed company is
managed in compliance with the best
practices of corporate governance.

The Company has applied the principles
contained in the Code in the following
manner:

1. The Board comprises 10 Directors
including CEO.  The Company encourages
representation of independent non-executive
directors and directors representing minority
interests on its Board of Directors.  At present
the Board includes 7 non-executive directors.

2. The directors have confirmed that
none of them is serving as a director in more
than ten listed companies, including this
Company.

3. All the resident directors of the
Company are registered as taxpayers and
none of them has defaulted in payment of
any loan to a banking company, a DFI or an
NBFI or, being a member of a stock
exchange, has been declared as a defaulter
by that stock exchange.

4. No casual vacancy occurred in the
Board during the current year.

5. The Company has prepared a
‘Statement of Ethics and Business Practices’,
which has been signed by all the directors
and employees of the Company.

6. The Board has developed a vision
statement, overall corporate strategy and
significant policies of the Company.  A
complete record of particulars of significant
policies alongwith the dates on which they
were approved or amended has been
maintained.

7. All the powers of the Board have
been duly exercised and decisions on material
transactions, including appointment and
determination of remuneration and terms
and conditions of employment of the CEO
and other executive directors, have been
taken by the Board.

8. The meeting of the Board were
presided over by the Chairman.  The Board
met at least once in every quarter.  Written
notices of the Board meetings, along with
agenda and working papers, were circulated
at least seven days before the meetings.  The
minutes of the meetings were appropriately
recorded and circulated.

9. The Board arranged one orientation
course for its directors during the year to
apprise them of  their duties and
responsibilities.

10. The Chief Financial Officer and the
Company Secretary were appointed prior to
the implementation of the Code of Corporate
Governance.  Remuneration, terms and
conditions in case of future appointments
on these positions will be approved by the
Board.  However, the appointment of head
of internal audit and terms and conditions
of his employment have been approved by
the Board.

Statement of Compliance with the
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11. The directors’ report has been
prepared in compliance with the requirements
of the Code and fully describes the salient
matters required to  be disclosed.

12. The financial statements of the
Company were duly endorsed by CEO and
CFO before approval of the Board.

13. The directors, CEO and executives
do not hold any interest in the shares of the
Company other than that disclosed in the
pattern of shareholding.

14. The Company has complied with all
the corporate and financial reporting
requirements of the Code.

15. The Board has formed an audit
committee.  It comprises 4 members, of
whom 3 are non-executive directors
including the Chairman of the committee.

16. The meetings of the audit committee
were held at least once every quarter prior
to approval of interim and final results of
the Company and as required by the Code.
 The terms of reference of the committee
have been formed and advised to the
committee for compliance

17. The Board has set-up an effective
internal audit function and personnel
involved are considered suitably qualified
and experienced for the purpose and are
conversant with the policies and procedures
of the Company and they are involved in the
internal audit function on a full time basis.

18. The statutory auditors of the
Company have confirmed that they have
been given a satisfactory rating under the
quality control review programme of the
Institute of Chartered Accountants of
Pakistan, that they or any of the partners of
the firm, their spouses and minor children
do not hold shares of the Company and that
the firm and all its partners are in compliance
with International Federation of Accountants
(IFAC) guidelines on code of ethics as
adopted by Institute of Chartered Accountants
of Pakistan.

19. The statutory auditors or the persons
associated with them have not been appointed
to provide other services except in
accordance with the listing regulations and
the auditors have confirmed that they have
observed IFAC guidelines in this regard.

20. We confirm that all other material
principles contained in the Code have been
complied with.

IQBAL ALI LAKHANI
Chairman & Chief Executive

Karachi: August 15, 2005
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DEAR SHAREHOLDERS

The Board of Directors of Lakson Tobacco
Company Limited takes pleasure in presenting
the Annual Report and the Audited Financial
Statements  of the Comp any together with
Auditors’ Report  for the year ended June 30,
2005.

PROFITABILITY PERFORMANCE

The analysis of key operating results for the
current year and comparison with  the results
of the previous year are given below:

Financial Indicators 2005 2004
(Rupees in million)

Turnover 20,585 17,308
Gross Profit 4,080 3,149
Operating Profit 2,581 1,948
Profit before Tax 2,572 1,929
Profit after Tax 1,685 1,277

Operating Profit, at Rs. 2,581 million, is a 32%
increase over last year. Substantial improvements
were achieved in Profit B efore Taxation and
Profit After Taxation over last year.

The Company has been able to achieve growth
in all areas. The improved performance is
attributed to higher sales volume, better brand
mix, improved margins and control over costs
and overheads through various init iat ives.

EARNINGS PER SHARE

Earnings per share (EPS) improved from
Rs.  24.90  to Rs.  32.84   -  32%  higher than
the previous year.

SALES PERFORMANCE

The Company achieved a significant growth in
sales  which is 19% higher than the same period
last year. This sales growth was achieved across
all brands.

In order to forestall speculative purchases by
the market before the announce ment of the
Federal Budget, certain extra supplies were
made to the trade.  These volumes and their
respective excise duty and sales tax payments
appearing in the month of June 05 were adjusted
through reduced supplies made in July and the
1st half of August 05.

We appreciate the support provided by the
Government to the organised sector of the
industry.

COST OF SALES

The Company embarked upon various initiatives
during the year to improve efficiency in all areas
of the business, resulting in considerable
reductions in costs.  The overall  cost of goods
sold decreased by 1.6% over the last year.

OPERATING AND OTHER COST

The ratio of  distribution and marketing expenses
to sales is the same as that of last year, despite
a  19% increase in the total sales.

The Company places a high value in having
achieved systems and processes to ensure quality
and flexibility that meets with the upcoming
challenges.  The Company implemented the
renowned business solution – SAP this year.
The increase in adminis trative expenses is
attributed to SAP implementation.

The improvement in profitability had a
consequential positive impact on internal cash
generation from operations which was  sufficient
to meet the short-term working capital
requirements without the need for  funding from
external sources.

Efficient working capital management helped
the Company to reduce the financial charges in
2005, however the continuation of this situation
in 2005- 06 will depend on several factors.

DIRECTORS’ REPORT
For the year ended June 30, 2005

EXPORTS

The Company has made continuous effort to
increase the export volume of Cigarettes and
Tobacco and has earned valuable foreign
exchange  amount ing to Rs. 367 mill ion,  an
increase of  38% over last year.

SAP IMPLEMENTATION

The Company undertook a mammoth task in
2005 to replace the existing Enterprise Resource
Plannin g  system with  the world renowned
business solution - SAP ( System, Application
& Products in Data Processing) which is the
world’s leading system. SAP went live in the
first week of April  2005. A smooth
implementation across the organization - in a
short period of 8 months - was possible through
an excellent cross-functional effort by our Project
team. SAP will greatly facilitate the achievement
of further efficiencies in all key business
processes.

COMMUNITY INVOLVEMENT

The Company’ s commitment to community
welfare continues in the form of contributions
to various sectors, like health , environment,
education and social work etc.

HUMAN RESOURCES

Management and employee relations continued
to remain cordial.  Programs were developed to
improve employee professional skills and
knowledge which continued during the year for
all levels of management.

The Company has taken  steps to develop and
enhance its Human Resources which continue
to be a  focal point of  management’s attention
as the Company strives to enhance organizational
capabilities to take up greater business challenges.
The areas of recruitment, selection, training and
Performance Management  have been further
improved to achieve higher employee motivation
and morale, while also increasing employee
productivity.

SAFETY, HEALTH CARE AND
ENVIRONMENT

Your Company is committed to susta inable
development through a harmonious integration
of economic and  social  considerations. The
Company has been conducting its operations to
ensure the safety and health of all its employees.
Your Company also demonstrates its responsibility
towards the community especially in the areas
of  health care and national calamities. The
Company continues to organize free eye camps
at various locations in the country and contributes
for operations of two eye hospitals, one in Swabi
(NWFP) and the  other at Qadirabad (Punjab).

In line with our commitment to the safety of
employees, prote ctive  equipment is  made
available at all Company facilities as well as
various training and awareness programs on
such safety equipment are conducted
continuously to  maintain high safety standards.
Your Company has been awarded the ISO 9001
certification for its   Leaf Division and for its
Central Analytical Services Laboratory.
Furthermore, your Compa ny has also been
certified with  ISO 14001  for its Green Leaf
Threshing plant.

CORPORATE GOVERNANCE

The Directors are pleased to state that all the
necessary steps have been taken to comply with
the requirements of the Code  of Corporate
Governance as required by Securities &
Exchange Commission of Pakistan (SECP).

Following are the Statements on Corporate and
Financial Reporting Frame Work:

• The financial statements, prepared  by the
management of the Company, presents fairly its
state of affairs, the result of its operations, cash
flows and changes in equity.

• Proper books of accounts of the Company
have been maintained.

• Appropriate accounting policies have been
applied consistently in preparation of financial
statements and accounting estimates are based
on reasonable and prudent judgment.

• International Accounting Standards, as
applicable in Pakistan, are followed in preparation
of all financial statements.

• The Company’s system of internal controls
is sound in design and has been effectively
implemented and  continuously reviewed.

• There are no doubts upon the Company’s
ability to continue as a going concern.

• There has been no material departure from
the best practices of corporate governance, as
detailed in the listing regulations.

• The summary Key operating and financial
data of last six years is annexed to these financial
statements.

• Information about taxes and levies is given
in the notes to the accounts.

• The values of investments of staff retirement
benefits (i.e. the Provident Fund and the Gratuity
Fund) according to their respective audited
accounts are as follows:

(Rupees in Million)
Provident Fund 254.57
Gratuity Fund                250.56

BOARD OF DIRECTORS

I would like to place on record my appreciation
and gratitude  to the Board of Directors for
guidance and support to the management. There
has been no change in the constitution of the
Board of Directors since the annual report of
2004.

During the year, the Board of Directors held four
meetings to cover its complete cycle of activities.

The attendance record of Directors is as follows:

Name of Directors No. of meetings
attended

Mr. Iqbal Ali Lakhani 3
Mr. Zulfiqar Ali Lakhani 1
Mr. Amin Mohammed Lakhani 1
Mr. E. A. Nomani 4
Mr. M. J. Jaffer 4
Mr. Tasleemuddin Ahmed Batlay 3
Mr. Nazir Hussain -
Mr. Aziz Ebrahim 4
Mr. Shahid Ahmed Khan 3
Mr. Ramzan Ali Halani 4

Leave of absence was granted to Directors who
could not attend some of the Board meetings.

AUDIT COMMITTEE

The Audit Committee operates according to the
Terms of Reference agreed by the Board of
Directors of the Company. The Terms of
Reference clearly  set out the  role and
responsibilities in accordance with the
requirements of the Code of Corporate
Governance issued by the Securities and
Exchange Commiss ion of  Pakis tan .

The Terms of Reference also provide guidelines
for establishing, maintaining and reviewing
internal controls in the Company. The Committee
periodically reviews the financials of the
Company and their compliance with the statutory
and regulatory requirements. The Committee
also  reviews  related public announcement s
before being approved by the Board. The Audit
Committee is also responsible for  selecting and
recommending  external auditors to the Board
and reviews  procedures for ensuring that the
selected auditors are independent with regard to
the services performed by them.

The Audit Committee is comprised of   four
members,  of which three are non-executive
directors including the Chairman of the

The statement is being presented to comply
with the Code of Corporate Governance
contained in the listing regulations of Karachi
and Lahore Stock Exchanges for the purpose
of establishing a framework of good
governance, whereby a listed company is
managed in compliance with the best
practices of corporate governance.

The Company has applied the principles
contained in the Code in the following
manner:

1. The Board comprises 10 Directors
including CEO.  The Company encourages
representation of independent non-executive
directors and directors representing minority
interests on its Board of Directors.  At present
the Board includes 7 non-executive directors.

2. The directors have confirmed that
none of them is serving as a director in more
than ten listed companies, including this
Company.

3. All the resident directors of the
Company are registered as taxpayers and
none of them has defaulted in payment of
any loan to a banking company, a DFI or an
NBFI or, being a member of a stock
exchange, has been declared as a defaulter
by that stock exchange.

4. No casual vacancy occurred in the
Board during the current year.

5. The Company has prepared a
‘Statement of Ethics and Business Practices’,
which has been signed by all the directors
and employees of the Company.

6. The Board has developed a vision
statement, overall corporate strategy and
significant policies of the Company.  A
complete record of particulars of significant
policies alongwith the dates on which they
were approved or amended has been
maintained.

7. All the powers of the Board have
been duly exercised and decisions on material
transactions, including appointment and
determination of remuneration and terms
and conditions of employment of the CEO
and other executive directors, have been
taken by the Board.

8. The meeting of the Board were
presided over by the Chairman.  The Board
met at least once in every quarter.  Written
notices of the Board meetings, along with
agenda and working papers, were circulated
at least seven days before the meetings.  The
minutes of the meetings were appropriately
recorded and circulated.

9. The Board arranged one orientation
course for its directors during the year to
apprise them of  their duties and
responsibilities.

10. The Chief Financial Officer and the
Company Secretary were appointed prior to
the implementation of the Code of Corporate
Governance.  Remuneration, terms and
conditions in case of future appointments
on these positions will be approved by the
Board.  However, the appointment of head
of internal audit and terms and conditions
of his employment have been approved by
the Board.

Statement of Compliance with the
Code of Corporate Governance

11. The directors’ report has been
prepared in compliance with the requirements
of the Code and fully describes the salient
matters required to  be disclosed.

12. The financial statements of the
Company were duly endorsed by CEO and
CFO before approval of the Board.

13. The directors, CEO and executives
do not hold any interest in the shares of the
Company other than that disclosed in the
pattern of shareholding.

14. The Company has complied with all
the corporate and financial reporting
requirements of the Code.

15. The Board has formed an audit
committee.  It comprises 4 members, of
whom 3 are non-executive directors
including the Chairman of the committee.

16. The meetings of the audit committee
were held at least once every quarter prior
to approval of interim and final results of
the Company and as required by the Code.
 The terms of reference of the committee
have been formed and advised to the
committee for compliance

17. The Board has set-up an effective
internal audit function and personnel
involved are considered suitably qualified
and experienced for the purpose and are
conversant with the policies and procedures
of the Company and they are involved in the
internal audit function on a full time basis.

18. The statutory auditors of the
Company have confirmed that they have
been given a satisfactory rating under the
quality control review programme of the
Institute of Chartered Accountants of
Pakistan, that they or any of the partners of
the firm, their spouses and minor children
do not hold shares of the Company and that
the firm and all its partners are in compliance
with International Federation of Accountants
(IFAC) guidelines on code of ethics as
adopted by Institute of Chartered Accountants
of Pakistan.

19. The statutory auditors or the persons
associated with them have not been appointed
to provide other services except in
accordance with the listing regulations and
the auditors have confirmed that they have
observed IFAC guidelines in this regard.

20. We confirm that all other material
principles contained in the Code have been
complied with.

IQBAL ALI LAKHANI
Chairman & Chief Executive

Karachi: August 15, 2005

Committee. The Audit Committee held 4
meetings during the year.  The accounts of the
Company and public announcements relating
to them were reviewed by the Audit Committee
before approval by the Board.

COMPANY’S RECOGNITION

The Directors are pleased to state that  your
Company has been chosen for the sixth time
among the top 25 Companies on the Karachi
Stock Exchange for the financial year 2003.

PATTERN OF SHAREHOLDING

A statement of the pattern of shareholding as
on June 30, 2005 is attached in the prescribed
form as required under Code of Corporate
Governance.

The Directors, Chief Executive Officer, Chief
Financial Officer, Company Secretary, their
spouses and minor children did not carry out
any transaction in the shares of the Company
during the year.

MATERIAL CHANGES

There have been no material changes since June
30, 2005 and the Company has not entered into
any commitment which would affect its financial
position at that date.

AUDITORS

The present Auditors Messers Ford Rhodes Sidat
Hyder & Co, Chartered Accountants, retire at
the conclusion of the meeting. Being eligible,
they have offered themselves for re-appointment.

FUTURE OUTLOOK AND CHALLANGES

Pakistan is poised for a sustained growth in the
future. The fundamentals are bullish with
increased public sector spending, investment in
industry is on the rise and higher credit intakes
are all positive signs of a rising economy. We

believe that consistent application of current
economic policies will lead to a strong economic
growth in the year ahead.

TOBACCO PRICES

For the 2005 Crop, the increase in prices is
expected to range between 15 to 17 percent over
the previous years Crop. This is a significant
escalation and is likely to impact cost of
production considerably.

During the current year, the excise duty structure
of  cigarettes was  changed by the government
in the Federal Budget, consequent to which,
cigarette prices had to be  increased. As a result,
in the ensuing year, a higher amount of
contribution to the government exchequer is
expected. This will  however also  be dependent
on the level of  impact showing up on our  sales
volume which is effected by, among other things,
the  tax evaded, counterfeit, and smuggled
products  in all price categories. In this regard,
the steps taken by the government to curtail
such illegal sectors seem encouraging and we
seek ongoing government support to further
curtail these illicit activities.

Prospects of the Tobacco industry in general
remain dependent on cigarette excise structure
rationalization.  We are confident that in
pursuance of further economic stability, this
important national industry would get an
equitable share in economic prosperity through
regulatory and policy adjustments.

In the future we will continue with our growth
momentum, further improve upon the
Company’s performance and continue to deliver
sustainable volumes and profits.  This will
however be subject to government policies not
being unfavourable to the tobacco industry
environment.
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DEAR SHAREHOLDERS

The Board of Directors of Lakson Tobacco
Company Limited takes pleasure in presenting
the Annual Report and the Audited Financial
Statements  of the Comp any together with
Auditors’ Report  for the year ended June 30,
2005.

PROFITABILITY PERFORMANCE

The analysis of key operating results for the
current year and comparison with  the results
of the previous year are given below:

Financial Indicators 2005 2004
(Rupees in million)

Turnover 20,585 17,308
Gross Profit 4,080 3,149
Operating Profit 2,581 1,948
Profit before Tax 2,572 1,929
Profit after Tax 1,685 1,277

Operating Profit, at Rs. 2,581 million, is a 32%
increase over last year. Substantial improvements
were achieved in Profit B efore Taxation and
Profit After Taxation over last year.

The Company has been able to achieve growth
in all areas. The improved performance is
attributed to higher sales volume, better brand
mix, improved margins and control over costs
and overheads through various init iat ives.

EARNINGS PER SHARE

Earnings per share (EPS) improved from
Rs.  24.90  to Rs.  32.84   -  32%  higher than
the previous year.

SALES PERFORMANCE

The Company achieved a significant growth in
sales  which is 19% higher than the same period
last year. This sales growth was achieved across
all brands.

In order to forestall speculative purchases by
the market before the announce ment of the
Federal Budget, certain extra supplies were
made to the trade.  These volumes and their
respective excise duty and sales tax payments
appearing in the month of June 05 were adjusted
through reduced supplies made in July and the
1st half of August 05.

We appreciate the support provided by the
Government to the organised sector of the
industry.

COST OF SALES

The Company embarked upon various initiatives
during the year to improve efficiency in all areas
of the business, resulting in considerable
reductions in costs.  The overall  cost of goods
sold decreased by 1.6% over the last year.

OPERATING AND OTHER COST

The ratio of  distribution and marketing expenses
to sales is the same as that of last year, despite
a  19% increase in the total sales.

The Company places a high value in having
achieved systems and processes to ensure quality
and flexibility that meets with the upcoming
challenges.  The Company implemented the
renowned business solution – SAP this year.
The increase in adminis trative expenses is
attributed to SAP implementation.

The improvement in profitability had a
consequential positive impact on internal cash
generation from operations which was  sufficient
to meet the short-term working capital
requirements without the need for  funding from
external sources.

Efficient working capital management helped
the Company to reduce the financial charges in
2005, however the continuation of this situation
in 2005- 06 will depend on several factors.

DIRECTORS’ REPORT
For the year ended June 30, 2005

EXPORTS

The Company has made continuous effort to
increase the export volume of Cigarettes and
Tobacco and has earned valuable foreign
exchange  amount ing to Rs. 367 mill ion,  an
increase of  38% over last year.

SAP IMPLEMENTATION

The Company undertook a mammoth task in
2005 to replace the existing Enterprise Resource
Plannin g  system with  the world renowned
business solution - SAP ( System, Application
& Products in Data Processing) which is the
world’s leading system. SAP went live in the
first week of April  2005. A smooth
implementation across the organization - in a
short period of 8 months - was possible through
an excellent cross-functional effort by our Project
team. SAP will greatly facilitate the achievement
of further efficiencies in all key business
processes.

COMMUNITY INVOLVEMENT

The Company’ s commitment to community
welfare continues in the form of contributions
to various sectors, like health , environment,
education and social work etc.

HUMAN RESOURCES

Management and employee relations continued
to remain cordial.  Programs were developed to
improve employee professional skills and
knowledge which continued during the year for
all levels of management.

The Company has taken  steps to develop and
enhance its Human Resources which continue
to be a  focal point of  management’s attention
as the Company strives to enhance organizational
capabilities to take up greater business challenges.
The areas of recruitment, selection, training and
Performance Management  have been further
improved to achieve higher employee motivation
and morale, while also increasing employee
productivity.

SAFETY, HEALTH CARE AND
ENVIRONMENT

Your Company is committed to susta inable
development through a harmonious integration
of economic and  social  considerations. The
Company has been conducting its operations to
ensure the safety and health of all its employees.
Your Company also demonstrates its responsibility
towards the community especially in the areas
of  health care and national calamities. The
Company continues to organize free eye camps
at various locations in the country and contributes
for operations of two eye hospitals, one in Swabi
(NWFP) and the  other at Qadirabad (Punjab).

In line with our commitment to the safety of
employees, prote ctive  equipment is  made
available at all Company facilities as well as
various training and awareness programs on
such safety equipment are conducted
continuously to  maintain high safety standards.
Your Company has been awarded the ISO 9001
certification for its   Leaf Division and for its
Central Analytical Services Laboratory.
Furthermore, your Compa ny has also been
certified with  ISO 14001  for its Green Leaf
Threshing plant.

CORPORATE GOVERNANCE

The Directors are pleased to state that all the
necessary steps have been taken to comply with
the requirements of the Code  of Corporate
Governance as required by Securities &
Exchange Commission of Pakistan (SECP).

Following are the Statements on Corporate and
Financial Reporting Frame Work:

• The financial statements, prepared  by the
management of the Company, presents fairly its
state of affairs, the result of its operations, cash
flows and changes in equity.

• Proper books of accounts of the Company
have been maintained.

• Appropriate accounting policies have been
applied consistently in preparation of financial
statements and accounting estimates are based
on reasonable and prudent judgment.

• International Accounting Standards, as
applicable in Pakistan, are followed in preparation
of all financial statements.

• The Company’s system of internal controls
is sound in design and has been effectively
implemented and  continuously reviewed.

• There are no doubts upon the Company’s
ability to continue as a going concern.

• There has been no material departure from
the best practices of corporate governance, as
detailed in the listing regulations.

• The summary Key operating and financial
data of last six years is annexed to these financial
statements.

• Information about taxes and levies is given
in the notes to the accounts.

• The values of investments of staff retirement
benefits (i.e. the Provident Fund and the Gratuity
Fund) according to their respective audited
accounts are as follows:

(Rupees in Million)
Provident Fund 254.57
Gratuity Fund                250.56

BOARD OF DIRECTORS

I would like to place on record my appreciation
and gratitude  to the Board of Directors for
guidance and support to the management. There
has been no change in the constitution of the
Board of Directors since the annual report of
2004.

During the year, the Board of Directors held four
meetings to cover its complete cycle of activities.

The attendance record of Directors is as follows:

Name of Directors No. of meetings
attended

Mr. Iqbal Ali Lakhani 3
Mr. Zulfiqar Ali Lakhani 1
Mr. Amin Mohammed Lakhani 1
Mr. E. A. Nomani 4
Mr. M. J. Jaffer 4
Mr. Tasleemuddin Ahmed Batlay 3
Mr. Nazir Hussain -
Mr. Aziz Ebrahim 4
Mr. Shahid Ahmed Khan 3
Mr. Ramzan Ali Halani 4

Leave of absence was granted to Directors who
could not attend some of the Board meetings.

AUDIT COMMITTEE

The Audit Committee operates according to the
Terms of Reference agreed by the Board of
Directors of the Company. The Terms of
Reference clearly  set out the  role and
responsibilities in accordance with the
requirements of the Code of Corporate
Governance issued by the Securities and
Exchange Commiss ion of  Pakis tan .

The Terms of Reference also provide guidelines
for establishing, maintaining and reviewing
internal controls in the Company. The Committee
periodically reviews the financials of the
Company and their compliance with the statutory
and regulatory requirements. The Committee
also  reviews  related public announcement s
before being approved by the Board. The Audit
Committee is also responsible for  selecting and
recommending  external auditors to the Board
and reviews  procedures for ensuring that the
selected auditors are independent with regard to
the services performed by them.

The Audit Committee is comprised of   four
members,  of which three are non-executive
directors including the Chairman of the

The statement is being presented to comply
with the Code of Corporate Governance
contained in the listing regulations of Karachi
and Lahore Stock Exchanges for the purpose
of establishing a framework of good
governance, whereby a listed company is
managed in compliance with the best
practices of corporate governance.

The Company has applied the principles
contained in the Code in the following
manner:

1. The Board comprises 10 Directors
including CEO.  The Company encourages
representation of independent non-executive
directors and directors representing minority
interests on its Board of Directors.  At present
the Board includes 7 non-executive directors.

2. The directors have confirmed that
none of them is serving as a director in more
than ten listed companies, including this
Company.

3. All the resident directors of the
Company are registered as taxpayers and
none of them has defaulted in payment of
any loan to a banking company, a DFI or an
NBFI or, being a member of a stock
exchange, has been declared as a defaulter
by that stock exchange.

4. No casual vacancy occurred in the
Board during the current year.

5. The Company has prepared a
‘Statement of Ethics and Business Practices’,
which has been signed by all the directors
and employees of the Company.

6. The Board has developed a vision
statement, overall corporate strategy and
significant policies of the Company.  A
complete record of particulars of significant
policies alongwith the dates on which they
were approved or amended has been
maintained.

7. All the powers of the Board have
been duly exercised and decisions on material
transactions, including appointment and
determination of remuneration and terms
and conditions of employment of the CEO
and other executive directors, have been
taken by the Board.

8. The meeting of the Board were
presided over by the Chairman.  The Board
met at least once in every quarter.  Written
notices of the Board meetings, along with
agenda and working papers, were circulated
at least seven days before the meetings.  The
minutes of the meetings were appropriately
recorded and circulated.

9. The Board arranged one orientation
course for its directors during the year to
apprise them of  their duties and
responsibilities.

10. The Chief Financial Officer and the
Company Secretary were appointed prior to
the implementation of the Code of Corporate
Governance.  Remuneration, terms and
conditions in case of future appointments
on these positions will be approved by the
Board.  However, the appointment of head
of internal audit and terms and conditions
of his employment have been approved by
the Board.

Statement of Compliance with the
Code of Corporate Governance

11. The directors’ report has been
prepared in compliance with the requirements
of the Code and fully describes the salient
matters required to  be disclosed.

12. The financial statements of the
Company were duly endorsed by CEO and
CFO before approval of the Board.

13. The directors, CEO and executives
do not hold any interest in the shares of the
Company other than that disclosed in the
pattern of shareholding.

14. The Company has complied with all
the corporate and financial reporting
requirements of the Code.

15. The Board has formed an audit
committee.  It comprises 4 members, of
whom 3 are non-executive directors
including the Chairman of the committee.

16. The meetings of the audit committee
were held at least once every quarter prior
to approval of interim and final results of
the Company and as required by the Code.
 The terms of reference of the committee
have been formed and advised to the
committee for compliance

17. The Board has set-up an effective
internal audit function and personnel
involved are considered suitably qualified
and experienced for the purpose and are
conversant with the policies and procedures
of the Company and they are involved in the
internal audit function on a full time basis.

18. The statutory auditors of the
Company have confirmed that they have
been given a satisfactory rating under the
quality control review programme of the
Institute of Chartered Accountants of
Pakistan, that they or any of the partners of
the firm, their spouses and minor children
do not hold shares of the Company and that
the firm and all its partners are in compliance
with International Federation of Accountants
(IFAC) guidelines on code of ethics as
adopted by Institute of Chartered Accountants
of Pakistan.

19. The statutory auditors or the persons
associated with them have not been appointed
to provide other services except in
accordance with the listing regulations and
the auditors have confirmed that they have
observed IFAC guidelines in this regard.

20. We confirm that all other material
principles contained in the Code have been
complied with.

IQBAL ALI LAKHANI
Chairman & Chief Executive

Karachi: August 15, 2005

CONCLUSION

The Directors wish to acknowledge and
appreciate the untiring efforts, dedication and
commitment demonstrated by all employees and
their  strong performance, significant
contributions and their excellent  response to
the  challenges faced during the year. Our  growth
has been possible because of their  enduring
commitment which has ensured a sound base
for the Company.

On behalf of the Directors, we are pleased to
record our appreciation for  our employees,
distributors, suppliers, shareholders and other
institutions for their trust in the management of
the Company.

On behalf of the Board of Directors

IQBAL ALI LAKHANI
Chairman & Chief Executive

Karachi:  August 15, 2005
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DEAR SHAREHOLDERS

The Board of Directors of Lakson Tobacco
Company Limited takes pleasure in presenting
the Annual Report and the Audited Financial
Statements  of the Comp any together with
Auditors’ Report  for the year ended June 30,
2005.

PROFITABILITY PERFORMANCE

The analysis of key operating results for the
current year and comparison with  the results
of the previous year are given below:

Financial Indicators 2005 2004
(Rupees in million)

Turnover 20,585 17,308
Gross Profit 4,080 3,149
Operating Profit 2,581 1,948
Profit before Tax 2,572 1,929
Profit after Tax 1,685 1,277

Operating Profit, at Rs. 2,581 million, is a 32%
increase over last year. Substantial improvements
were achieved in Profit B efore Taxation and
Profit After Taxation over last year.

The Company has been able to achieve growth
in all areas. The improved performance is
attributed to higher sales volume, better brand
mix, improved margins and control over costs
and overheads through various init iat ives.

EARNINGS PER SHARE

Earnings per share (EPS) improved from
Rs.  24.90  to Rs.  32.84   -  32%  higher than
the previous year.

SALES PERFORMANCE

The Company achieved a significant growth in
sales  which is 19% higher than the same period
last year. This sales growth was achieved across
all brands.

In order to forestall speculative purchases by
the market before the announce ment of the
Federal Budget, certain extra supplies were
made to the trade.  These volumes and their
respective excise duty and sales tax payments
appearing in the month of June 05 were adjusted
through reduced supplies made in July and the
1st half of August 05.

We appreciate the support provided by the
Government to the organised sector of the
industry.

COST OF SALES

The Company embarked upon various initiatives
during the year to improve efficiency in all areas
of the business, resulting in considerable
reductions in costs.  The overall  cost of goods
sold decreased by 1.6% over the last year.

OPERATING AND OTHER COST

The ratio of  distribution and marketing expenses
to sales is the same as that of last year, despite
a  19% increase in the total sales.

The Company places a high value in having
achieved systems and processes to ensure quality
and flexibility that meets with the upcoming
challenges.  The Company implemented the
renowned business solution – SAP this year.
The increase in adminis trative expenses is
attributed to SAP implementation.

The improvement in profitability had a
consequential positive impact on internal cash
generation from operations which was  sufficient
to meet the short-term working capital
requirements without the need for  funding from
external sources.

Efficient working capital management helped
the Company to reduce the financial charges in
2005, however the continuation of this situation
in 2005- 06 will depend on several factors.
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EXPORTS

The Company has made continuous effort to
increase the export volume of Cigarettes and
Tobacco and has earned valuable foreign
exchange  amount ing to Rs. 367 mill ion,  an
increase of  38% over last year.

SAP IMPLEMENTATION

The Company undertook a mammoth task in
2005 to replace the existing Enterprise Resource
Plannin g  system with  the world renowned
business solution - SAP ( System, Application
& Products in Data Processing) which is the
world’s leading system. SAP went live in the
first week of April  2005. A smooth
implementation across the organization - in a
short period of 8 months - was possible through
an excellent cross-functional effort by our Project
team. SAP will greatly facilitate the achievement
of further efficiencies in all key business
processes.

COMMUNITY INVOLVEMENT

The Company’ s commitment to community
welfare continues in the form of contributions
to various sectors, like health , environment,
education and social work etc.

HUMAN RESOURCES

Management and employee relations continued
to remain cordial.  Programs were developed to
improve employee professional skills and
knowledge which continued during the year for
all levels of management.

The Company has taken  steps to develop and
enhance its Human Resources which continue
to be a  focal point of  management’s attention
as the Company strives to enhance organizational
capabilities to take up greater business challenges.
The areas of recruitment, selection, training and
Performance Management  have been further
improved to achieve higher employee motivation
and morale, while also increasing employee
productivity.

SAFETY, HEALTH CARE AND
ENVIRONMENT

Your Company is committed to susta inable
development through a harmonious integration
of economic and  social  considerations. The
Company has been conducting its operations to
ensure the safety and health of all its employees.
Your Company also demonstrates its responsibility
towards the community especially in the areas
of  health care and national calamities. The
Company continues to organize free eye camps
at various locations in the country and contributes
for operations of two eye hospitals, one in Swabi
(NWFP) and the  other at Qadirabad (Punjab).

In line with our commitment to the safety of
employees, prote ctive  equipment is  made
available at all Company facilities as well as
various training and awareness programs on
such safety equipment are conducted
continuously to  maintain high safety standards.
Your Company has been awarded the ISO 9001
certification for its   Leaf Division and for its
Central Analytical Services Laboratory.
Furthermore, your Compa ny has also been
certified with  ISO 14001  for its Green Leaf
Threshing plant.

CORPORATE GOVERNANCE

The Directors are pleased to state that all the
necessary steps have been taken to comply with
the requirements of the Code  of Corporate
Governance as required by Securities &
Exchange Commission of Pakistan (SECP).

Following are the Statements on Corporate and
Financial Reporting Frame Work:

• The financial statements, prepared  by the
management of the Company, presents fairly its
state of affairs, the result of its operations, cash
flows and changes in equity.

• Proper books of accounts of the Company
have been maintained.

• Appropriate accounting policies have been
applied consistently in preparation of financial
statements and accounting estimates are based
on reasonable and prudent judgment.

• International Accounting Standards, as
applicable in Pakistan, are followed in preparation
of all financial statements.

• The Company’s system of internal controls
is sound in design and has been effectively
implemented and  continuously reviewed.

• There are no doubts upon the Company’s
ability to continue as a going concern.

• There has been no material departure from
the best practices of corporate governance, as
detailed in the listing regulations.

• The summary Key operating and financial
data of last six years is annexed to these financial
statements.

• Information about taxes and levies is given
in the notes to the accounts.

• The values of investments of staff retirement
benefits (i.e. the Provident Fund and the Gratuity
Fund) according to their respective audited
accounts are as follows:

(Rupees in Million)
Provident Fund 254.57
Gratuity Fund                250.56

BOARD OF DIRECTORS

I would like to place on record my appreciation
and gratitude  to the Board of Directors for
guidance and support to the management. There
has been no change in the constitution of the
Board of Directors since the annual report of
2004.

During the year, the Board of Directors held four
meetings to cover its complete cycle of activities.

The attendance record of Directors is as follows:

Name of Directors No. of meetings
attended

Mr. Iqbal Ali Lakhani 3
Mr. Zulfiqar Ali Lakhani 1
Mr. Amin Mohammed Lakhani 1
Mr. E. A. Nomani 4
Mr. M. J. Jaffer 4
Mr. Tasleemuddin Ahmed Batlay 3
Mr. Nazir Hussain -
Mr. Aziz Ebrahim 4
Mr. Shahid Ahmed Khan 3
Mr. Ramzan Ali Halani 4

Leave of absence was granted to Directors who
could not attend some of the Board meetings.

AUDIT COMMITTEE

The Audit Committee operates according to the
Terms of Reference agreed by the Board of
Directors of the Company. The Terms of
Reference clearly  set out the  role and
responsibilities in accordance with the
requirements of the Code of Corporate
Governance issued by the Securities and
Exchange Commiss ion of  Pakis tan .

The Terms of Reference also provide guidelines
for establishing, maintaining and reviewing
internal controls in the Company. The Committee
periodically reviews the financials of the
Company and their compliance with the statutory
and regulatory requirements. The Committee
also  reviews  related public announcement s
before being approved by the Board. The Audit
Committee is also responsible for  selecting and
recommending  external auditors to the Board
and reviews  procedures for ensuring that the
selected auditors are independent with regard to
the services performed by them.

The Audit Committee is comprised of   four
members,  of which three are non-executive
directors including the Chairman of the

The statement is being presented to comply
with the Code of Corporate Governance
contained in the listing regulations of Karachi
and Lahore Stock Exchanges for the purpose
of establishing a framework of good
governance, whereby a listed company is
managed in compliance with the best
practices of corporate governance.

The Company has applied the principles
contained in the Code in the following
manner:

1. The Board comprises 10 Directors
including CEO.  The Company encourages
representation of independent non-executive
directors and directors representing minority
interests on its Board of Directors.  At present
the Board includes 7 non-executive directors.

2. The directors have confirmed that
none of them is serving as a director in more
than ten listed companies, including this
Company.

3. All the resident directors of the
Company are registered as taxpayers and
none of them has defaulted in payment of
any loan to a banking company, a DFI or an
NBFI or, being a member of a stock
exchange, has been declared as a defaulter
by that stock exchange.

4. No casual vacancy occurred in the
Board during the current year.

5. The Company has prepared a
‘Statement of Ethics and Business Practices’,
which has been signed by all the directors
and employees of the Company.

6. The Board has developed a vision
statement, overall corporate strategy and
significant policies of the Company.  A
complete record of particulars of significant
policies alongwith the dates on which they
were approved or amended has been
maintained.

7. All the powers of the Board have
been duly exercised and decisions on material
transactions, including appointment and
determination of remuneration and terms
and conditions of employment of the CEO
and other executive directors, have been
taken by the Board.

8. The meeting of the Board were
presided over by the Chairman.  The Board
met at least once in every quarter.  Written
notices of the Board meetings, along with
agenda and working papers, were circulated
at least seven days before the meetings.  The
minutes of the meetings were appropriately
recorded and circulated.

9. The Board arranged one orientation
course for its directors during the year to
apprise them of  their duties and
responsibilities.

10. The Chief Financial Officer and the
Company Secretary were appointed prior to
the implementation of the Code of Corporate
Governance.  Remuneration, terms and
conditions in case of future appointments
on these positions will be approved by the
Board.  However, the appointment of head
of internal audit and terms and conditions
of his employment have been approved by
the Board.
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11. The directors’ report has been
prepared in compliance with the requirements
of the Code and fully describes the salient
matters required to  be disclosed.

12. The financial statements of the
Company were duly endorsed by CEO and
CFO before approval of the Board.

13. The directors, CEO and executives
do not hold any interest in the shares of the
Company other than that disclosed in the
pattern of shareholding.

14. The Company has complied with all
the corporate and financial reporting
requirements of the Code.

15. The Board has formed an audit
committee.  It comprises 4 members, of
whom 3 are non-executive directors
including the Chairman of the committee.

16. The meetings of the audit committee
were held at least once every quarter prior
to approval of interim and final results of
the Company and as required by the Code.
 The terms of reference of the committee
have been formed and advised to the
committee for compliance

17. The Board has set-up an effective
internal audit function and personnel
involved are considered suitably qualified
and experienced for the purpose and are
conversant with the policies and procedures
of the Company and they are involved in the
internal audit function on a full time basis.

18. The statutory auditors of the
Company have confirmed that they have
been given a satisfactory rating under the
quality control review programme of the
Institute of Chartered Accountants of
Pakistan, that they or any of the partners of
the firm, their spouses and minor children
do not hold shares of the Company and that
the firm and all its partners are in compliance
with International Federation of Accountants
(IFAC) guidelines on code of ethics as
adopted by Institute of Chartered Accountants
of Pakistan.

19. The statutory auditors or the persons
associated with them have not been appointed
to provide other services except in
accordance with the listing regulations and
the auditors have confirmed that they have
observed IFAC guidelines in this regard.

20. We confirm that all other material
principles contained in the Code have been
complied with.

IQBAL ALI LAKHANI
Chairman & Chief Executive

Karachi: August 15, 2005



DEAR SHAREHOLDERS

The Board of Directors of Lakson Tobacco
Company Limited takes pleasure in presenting
the Annual Report and the Audited Financial
Statements  of the Comp any together with
Auditors’ Report  for the year ended June 30,
2005.

PROFITABILITY PERFORMANCE

The analysis of key operating results for the
current year and comparison with  the results
of the previous year are given below:

Financial Indicators 2005 2004
(Rupees in million)

Turnover 20,585 17,308
Gross Profit 4,080 3,149
Operating Profit 2,581 1,948
Profit before Tax 2,572 1,929
Profit after Tax 1,685 1,277

Operating Profit, at Rs. 2,581 million, is a 32%
increase over last year. Substantial improvements
were achieved in Profit B efore Taxation and
Profit After Taxation over last year.

The Company has been able to achieve growth
in all areas. The improved performance is
attributed to higher sales volume, better brand
mix, improved margins and control over costs
and overheads through various init iat ives.

EARNINGS PER SHARE

Earnings per share (EPS) improved from
Rs.  24.90  to Rs.  32.84   -  32%  higher than
the previous year.

SALES PERFORMANCE

The Company achieved a significant growth in
sales  which is 19% higher than the same period
last year. This sales growth was achieved across
all brands.

In order to forestall speculative purchases by
the market before the announce ment of the
Federal Budget, certain extra supplies were
made to the trade.  These volumes and their
respective excise duty and sales tax payments
appearing in the month of June 05 were adjusted
through reduced supplies made in July and the
1st half of August 05.

We appreciate the support provided by the
Government to the organised sector of the
industry.

COST OF SALES

The Company embarked upon various initiatives
during the year to improve efficiency in all areas
of the business, resulting in considerable
reductions in costs.  The overall  cost of goods
sold decreased by 1.6% over the last year.

OPERATING AND OTHER COST

The ratio of  distribution and marketing expenses
to sales is the same as that of last year, despite
a  19% increase in the total sales.

The Company places a high value in having
achieved systems and processes to ensure quality
and flexibility that meets with the upcoming
challenges.  The Company implemented the
renowned business solution – SAP this year.
The increase in adminis trative expenses is
attributed to SAP implementation.

The improvement in profitability had a
consequential positive impact on internal cash
generation from operations which was  sufficient
to meet the short-term working capital
requirements without the need for  funding from
external sources.

Efficient working capital management helped
the Company to reduce the financial charges in
2005, however the continuation of this situation
in 2005- 06 will depend on several factors.
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EXPORTS

The Company has made continuous effort to
increase the export volume of Cigarettes and
Tobacco and has earned valuable foreign
exchange  amount ing to Rs. 367 mill ion,  an
increase of  38% over last year.

SAP IMPLEMENTATION

The Company undertook a mammoth task in
2005 to replace the existing Enterprise Resource
Plannin g  system with  the world renowned
business solution - SAP ( System, Application
& Products in Data Processing) which is the
world’s leading system. SAP went live in the
first week of April  2005. A smooth
implementation across the organization - in a
short period of 8 months - was possible through
an excellent cross-functional effort by our Project
team. SAP will greatly facilitate the achievement
of further efficiencies in all key business
processes.

COMMUNITY INVOLVEMENT

The Company’ s commitment to community
welfare continues in the form of contributions
to various sectors, like health , environment,
education and social work etc.

HUMAN RESOURCES

Management and employee relations continued
to remain cordial.  Programs were developed to
improve employee professional skills and
knowledge which continued during the year for
all levels of management.

The Company has taken  steps to develop and
enhance its Human Resources which continue
to be a  focal point of  management’s attention
as the Company strives to enhance organizational
capabilities to take up greater business challenges.
The areas of recruitment, selection, training and
Performance Management  have been further
improved to achieve higher employee motivation
and morale, while also increasing employee
productivity.

SAFETY, HEALTH CARE AND
ENVIRONMENT

Your Company is committed to susta inable
development through a harmonious integration
of economic and  social  considerations. The
Company has been conducting its operations to
ensure the safety and health of all its employees.
Your Company also demonstrates its responsibility
towards the community especially in the areas
of  health care and national calamities. The
Company continues to organize free eye camps
at various locations in the country and contributes
for operations of two eye hospitals, one in Swabi
(NWFP) and the  other at Qadirabad (Punjab).

In line with our commitment to the safety of
employees, prote ctive  equipment is  made
available at all Company facilities as well as
various training and awareness programs on
such safety equipment are conducted
continuously to  maintain high safety standards.
Your Company has been awarded the ISO 9001
certification for its   Leaf Division and for its
Central Analytical Services Laboratory.
Furthermore, your Compa ny has also been
certified with  ISO 14001  for its Green Leaf
Threshing plant.

CORPORATE GOVERNANCE

The Directors are pleased to state that all the
necessary steps have been taken to comply with
the requirements of the Code  of Corporate
Governance as required by Securities &
Exchange Commission of Pakistan (SECP).

Following are the Statements on Corporate and
Financial Reporting Frame Work:

• The financial statements, prepared  by the
management of the Company, presents fairly its
state of affairs, the result of its operations, cash
flows and changes in equity.

• Proper books of accounts of the Company
have been maintained.

• Appropriate accounting policies have been
applied consistently in preparation of financial
statements and accounting estimates are based
on reasonable and prudent judgment.

• International Accounting Standards, as
applicable in Pakistan, are followed in preparation
of all financial statements.

• The Company’s system of internal controls
is sound in design and has been effectively
implemented and  continuously reviewed.

• There are no doubts upon the Company’s
ability to continue as a going concern.

• There has been no material departure from
the best practices of corporate governance, as
detailed in the listing regulations.

• The summary Key operating and financial
data of last six years is annexed to these financial
statements.

• Information about taxes and levies is given
in the notes to the accounts.

• The values of investments of staff retirement
benefits (i.e. the Provident Fund and the Gratuity
Fund) according to their respective audited
accounts are as follows:

(Rupees in Million)
Provident Fund 254.57
Gratuity Fund                250.56

BOARD OF DIRECTORS

I would like to place on record my appreciation
and gratitude  to the Board of Directors for
guidance and support to the management. There
has been no change in the constitution of the
Board of Directors since the annual report of
2004.

During the year, the Board of Directors held four
meetings to cover its complete cycle of activities.

The attendance record of Directors is as follows:

Name of Directors No. of meetings
attended

Mr. Iqbal Ali Lakhani 3
Mr. Zulfiqar Ali Lakhani 1
Mr. Amin Mohammed Lakhani 1
Mr. E. A. Nomani 4
Mr. M. J. Jaffer 4
Mr. Tasleemuddin Ahmed Batlay 3
Mr. Nazir Hussain -
Mr. Aziz Ebrahim 4
Mr. Shahid Ahmed Khan 3
Mr. Ramzan Ali Halani 4

Leave of absence was granted to Directors who
could not attend some of the Board meetings.

AUDIT COMMITTEE

The Audit Committee operates according to the
Terms of Reference agreed by the Board of
Directors of the Company. The Terms of
Reference clearly  set out the  role and
responsibilities in accordance with the
requirements of the Code of Corporate
Governance issued by the Securities and
Exchange Commiss ion of  Pakis tan .

The Terms of Reference also provide guidelines
for establishing, maintaining and reviewing
internal controls in the Company. The Committee
periodically reviews the financials of the
Company and their compliance with the statutory
and regulatory requirements. The Committee
also  reviews  related public announcement s
before being approved by the Board. The Audit
Committee is also responsible for  selecting and
recommending  external auditors to the Board
and reviews  procedures for ensuring that the
selected auditors are independent with regard to
the services performed by them.

The Audit Committee is comprised of   four
members,  of which three are non-executive
directors including the Chairman of the

The statement is being presented to comply
with the Code of Corporate Governance
contained in the listing regulations of Karachi
and Lahore Stock Exchanges for the purpose
of establishing a framework of good
governance, whereby a listed company is
managed in compliance with the best
practices of corporate governance.

The Company has applied the principles
contained in the Code in the following
manner:

1. The Board comprises 10 Directors
including CEO.  The Company encourages
representation of independent non-executive
directors and directors representing minority
interests on its Board of Directors.  At present
the Board includes 7 non-executive directors.

2. The directors have confirmed that
none of them is serving as a director in more
than ten listed companies, including this
Company.

3. All the resident directors of the
Company are registered as taxpayers and
none of them has defaulted in payment of
any loan to a banking company, a DFI or an
NBFI or, being a member of a stock
exchange, has been declared as a defaulter
by that stock exchange.

4. No casual vacancy occurred in the
Board during the current year.

5. The Company has prepared a
‘Statement of Ethics and Business Practices’,
which has been signed by all the directors
and employees of the Company.

6. The Board has developed a vision
statemen t, overall corporate strategy and
signifi cant polic ies of the Company.  A
complete record of particulars of significant
policies alongwith the dates on which they
were approved or amended has been
maintained.

7. All the powers of the Board have
been duly exercised and decisions on material
transactions , including appointm ent and
determination of remuneration and terms
and conditions of employment of the CEO
and other executive directo rs, have been
taken by the Board.

8. The meeting of the Board were
presided over by the Chairman.  The Board
met at least once in every quarter.  Written
notices of the Board meetings, along with
agenda and working papers, were circulated
at least seven days before the meetings.  The
minutes of the meetings were appropriately
recorded and circulated.

9. The Board arranged one orientation
course for its directors during the year to
apprise them of  their duties and
responsibilities.

10. The Chief Financial Officer and the
Company Secretary were appointed prior to
the implementation of the Code of Corporate
Governance.  Remuneration, terms and
conditions in case of future appointments
on these positions will be approved by the
Board.  However, the appointment of head
of internal audit and terms and conditions
of his employment have been approved by
the Board.
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11. The directors’ report has been
prepared in compliance with the requirements
of the Code and fully describes the salient
matters required to  be disclosed.

12. The financial statements of the
Company were duly endorsed by CEO and
CFO before approval of the Board.

13. The directors, CEO and executives
do not hold any interest in the shares of the
Company other than that disclosed in the
pattern of shareholding.

14. The Company has complied with all
the corporate and financial reporting
requirements of the Code.

15. The Board has formed an audit
committee.  It comprises 4 members, of
whom 3 are non-executive directors
including the Chairman of the committee.

16. The meetings of the audit committee
were held at least once every quarter prior
to approval of interim and final results of
the Company and as required by the Code.
 The terms of reference of the committee
have been formed and advised to the
committee for compliance

17. The Board has set-up an effective
internal audit function and personnel
involved are considered suitably qualified
and experienced for the purpose and are
conversant with the policies and procedures
of the Company and they are involved in the
internal audit function on a full time basis.

18. The statutory auditors of the
Company have confirmed that they have
been given a satisfactory rating under the
quality control review programme of the
Institute of Chartered Accountants of
Pakistan, that they or any of the partners of
the firm, their spouses and minor children
do not hold shares of the Company and that
the firm and all its partners are in compliance
with International Federation of Accountants
(IFAC) guidelines on code of ethics as
adopted by Institute of Chartered Accountants
of Pakistan.

19. The statutory auditors or the persons
associated with them have not been appointed
to provide other services except in
accordance with the listing regulations and
the auditors have confirmed that they have
observed IFAC guidelines in this regard.

20. We confirm that all other material
principles contained in the Code have been
complied with.

IQBAL ALI LAKHANI
Chairman & Chief Executive

Karachi: August 15, 2005
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