Press release: Former FTSE 250 oil
chiefs disqualified for breach of
duties

The court recently ordered that Osman Shahenshah (56), the former chief
executive of Afren PLC, and Shahid Ullah (59), the former chief operating
officer, each be disqualified from running companies for 14 years, effective
from 2 April 2018.

Afren was a former FTSE 250 listed independent upstream oil and gas
exploration and production company, with operations across Africa and the
Middle East, before it went into administration in July 2015 with an
estimated deficiency of $1,754,614,564.

Shahenshah and Ullah’'s disqualifications focus on their failure to declare to
the Afren board that they had a vested interest in a number of high-value
transactions.

One transaction concerned payments totalling $300m by Afren to a joint
venture partner that resulted in a 15% fee payable through an ‘Oilfield
Development Optimisation Services Agreement’ with a British Virgin Islands
company controlled by the two directors and their families.

But neither the agreement nor the $45m fee had been disclosed to Afren’s
board. Shahenshah received $9.2m and Ullah received $7.9m, while $8.2m was
paid to other Afren Group senior employees.

A second series of transactions worth $170m, with a different joint venture
partner, was also looked at by investigators. Again, the two directors failed
to declare to the board their interest as they were also negotiating a
potential 30% ownership of that company after a management buy-out.

Both transactions took place after Afren’s shareholders had capped what they
deemed as ‘excessive’ benefits packages for senior executives.

The disqualifications prevent Shahenshah and Ullah from directly or
indirectly becoming involved, without the permission of the court, in the
promotion, formation or management of a company for the duration of their
bans.

David Brooks, Group Leader at the Insolvency Service, said:

Afren PLC's shareholders had expressed clear opposition for a
number of years to benefits packages for senior executives in their
company, which they viewed to be excessive. They capped such
benefits shortly before the events in question.


http://www.government-world.com/press-release-former-ftse-250-oil-chiefs-disqualified-for-breach-of-duties/
http://www.government-world.com/press-release-former-ftse-250-oil-chiefs-disqualified-for-breach-of-duties/
http://www.government-world.com/press-release-former-ftse-250-oil-chiefs-disqualified-for-breach-of-duties/

Shahenshah and Ullah have clearly then reacted to that decision by
negotiating secret benefits for themselves. Their decision to agree
an undisclosed contract via a BVI company, while receiving the
funds via a Bermudan company of exactly the same name, best
illustrates the cloak and dagger nature of their actions referred
to in Chief Registrar Briggs’ judgment.

I welcome the long period of disqualification given by the court,
which underlines the gravity of directors breaching their fiduciary
duties to a company and its shareholders.

Afren PLC (CRO No. 05304498) was incorporated on 3 December 2004 and traded
from Kinnaird House, 1 Pall Mall East, London SW1Y 5AU.

Osman Shahenshah’s date of birth is in January 1962 and he has resided in
recent years in London.

Shahid Ullah’s date of birth is in February 1959 and he has resided in recent
years in Texas, USA.

Court evidence

Osman Shahenshah and Shahid Ullah breached their duties to Afren PLC by
failing to declare an interest in a proposed transaction, and a potential
conflict of interests, prior to the transfer of $300M by Afren PLC to a joint
venture partner from August to November 2013. As a result, again without
disclosure to Afren PLC, benefits totalling $45M were charged to the joint
venture partner by a company directly or indirectly controlled by Mr
Shahenshah and Mr Ullah:

e On 4 July 2012, Afren PLC and the joint venture partner entered into a
contract, effectively agreeing a $100M interest free advanced payment.

e On 23 August 2013 they entered into a second contract, by which $180M
was paid by Afren PLC on 27 August 2013 and $120M on 1 November 2013.

e Afren PLC had received criticism from shareholders that its executive
remuneration policies had led to excessive pay, and they had voted 80%
against the proposed remuneration plan in 2013. A new remuneration
policy was proposed in the 31 December 2013 annual report which capped
executive bonuses to 200% of base salary for the CEO and 160% for other
executive directors.

e Mr Shahenshah and Mr Ullah had been in negotiations with the joint
venture partner from at least May 2013 that it would pay a fee to a
British Virgin Islands (“BVI"”) registered Special Purpose Vehicle
(“SPV"”) directly or indirectly controlled by Mr Shahenshah and Mr Ullah.
An ‘Oilfield Development Optimization Services Agreement’ was entered
into with the BVI SPV on 25 October 2013, including a 15% fee on net
cashflows. Neither the negotiations nor the contract were disclosed to
the Afren PLC board.

e On 8 December 2013 and 6 March 2014, the SPV invoiced the joint venture
partner 15% fees based directly on the above payments from Afren PLC of



$180M and $120M. Payments of $27M on 19 January 2014 and $18M on 11
March 2014 were made to a Bermudan company, which had the same name as
the BVI SPV. Subsequently $9.2M was paid from this account to Mr
Shahenshah, $7.9M to Mr Ullah and $8.2M to other Afren Group senior
employees. Neither the invoices nor the payments were disclosed to the
Afren PLC board.

e An internal investigation into potential listings breaches led to
discovery of these communications and transactions by the AFREN Board in
July 2014. The subsequent reporting of the dismissal of Mr Shahenshah
and Mr Ullah for gross misconduct was a contributory factor to Afren
PLC’s insolvency and $8.1M is unpaid from a $20.1M settlement agreement
between Afren PLC and Mr Shahenshah and Mr Ullah.

Mr Shahenshah and Mr Ullah breached their duties to Afren PLC by failing to
declare an interest in a proposed transaction and a potential conflict of
interests, both before and after agreements were made on 11-13 December 2013
with a project partner, by which Afren would pay $100M, and grant a bank
guarantee of $70M. Mr Shahenshah and Mr Ullah failed to declare to the Afren
PLC Board that they had been directly facilitating a management buy out
within the project partner from at least May 2013, by which they would take a
direct or indirect ownership interest of 30% in the purchasing SPV:

e On 11 December 2013, Afren PLC agreed an amended and restated production
and technical services agreement with the project partner, as well as a
resolution agreement, agreeing $100M as settlement for disputes over tax
allowances. Afren PLC also agreed on 13 December 2013 to guarantee a
bank loan to the project partner up to $70M.

e Afren PLC had received criticism from shareholders that its executive
remuneration policies had led to excessive pay, and they had voted 80%
against the proposed remuneration plan in 2013. A new remuneration
policy was proposed in the 31 December 2013 annual report which capped
executive bonuses to 200% of base salary for the CEO and 160% for other
executive directors.

e Mr Shahenshah and Mr Ullah had been in negotiations with a director of
the project partner from at least 29 May 2013, on which day a personal
email proposed that they facilitate the director’s proposed management
buy out of the project partner. This included Afren PLC paying $100M for
a 20% interest in the new company, and a further $100M as a tax
settlement, with an SPV to receive bonus equity of 10% linked to these
payments. A further 25% interest in the new company was proposed for the
SPV. These negotiations, which reduced the total SPV fee to 30%, and the
directors’ subsequent personal involvement in the buy-out on 20 December
2013, were not disclosed to the Afren PLC Board prior to its above
agreements with the project partner. On 23 September 2013, Mr Shahenshah
sent an email to Mr Ullah with a draft of the proposed Board paper
recommending the transactions, in which he additionally stated “I’'m not
sure about mentioning the buyout”.

e Planning for a 30% stake in the SPV continued after the management buy
out and Mr Ullah received an email on 24 February 2014 attaching a
proposed restructure for the project partner and its new owning SPV.
This set out that 30% of the SPV would be owned itself by an “Offshore



corp”. The proposed ultimate part-ownership of the project partner was
not disclosed to the Afren PLC Board.

e An internal investigation into potential listings breaches led to
discovery of these communications and transactions by the Afren PLC
Board in July 2014. The subsequent reporting of the dismissal of Mr
Shahenshah and Mr Ullah for gross misconduct was a contributory factor
to Afren PLC's insolvency.

Case updates on the Serious Fraud Office'’s investigation into Afren PLC can
be found here. The trial arising from the investigation is due to take place
on 3 September at Southwark Crown Court.

About disqualifications

A disqualification order has the effect that without specific permission of a
court, a person with a disqualification cannot:

e act as a director of a company

e take part, directly or indirectly, in the promotion, formation or
management of a company or limited liability partnership

e be a receiver of a company’s property

In addition that person cannot act as an insolvency practitioner and there
are many other restrictions are placed on disqualified directors by other
regulations.

Further information on director disqualifications and restrictions can be
found here.

The Insolvency Service administers the insolvency regime, investigating all
compulsory liquidations and individual insolvencies (bankruptcies) through
the Official Receiver to establish why they became insolvent. It may also use
powers under the Companies Act 1985 to conduct confidential fact-finding
investigations into the activities of live limited companies in the UK. In
addition, the agency authorises and regulates the insolvency profession,
deals with disqualification of directors in corporate failures, assesses and
pays statutory entitlement to redundancy payments when an employer cannot or
will not pay employees, provides banking and investment services for
bankruptcy and liquidation estate funds and advises ministers and other
government departments on insolvency law and practice.

Further information about the work of the Insolvency Service, and how to
complain about financial misconduct, is available.
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