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Securities Market Division

Objective: o provide for the protection of investors, regulation of markets and dealings in securities.

5.1  Operational Structure

5.1.1 Structure

The Securities Market Division (SMD) is responsible for monitoring, regulating and developing the securities market. It regulates the
primary and secondary market activities as well as market intermediaries through registration, surveillance, investigation, enforcement
and rule making, with the objective of protecting investor interest. The SMD also processes and grants approvals to prospectuses
for public offering of both debt and equity securities. In addition, it is entrusted with instituting appropriate regulatory reforms to
develop and promote the market, engender investor confidence and instill transparency, effective risk management and good
governance at stock exchanges, commodity exchange, central depository company and national clearing company.

The SMD is divided into the Self-regulatory Organizations Department and the Securities Department which are further divided into
the following Wings:

Stock Exchanges, Depository and Clearing, Policy and Regulation
Monitoring and Surveillance and Beneficial Ownership

Capital Issues

Brokers’ Registration and Inspection

Investor Complaints

Commodity Exchange

5.1.2 Management Team

Mr. Shahid Ghaffar, Commissioner heads the SMD. There are three Directors who along with various professionals, including lawyers,
CAs, management accountants, business graduates and financial analysts, run the Division.

Mr. Shahid Ghaffar (center), Commissioner with officers of the SMD

5.1.3 Laws Administered

i. Securities and Exchange Ordinance, 1969

ii.  Securities and Exchange Commission of Pakistan Act, 1997

iii. Companies Ordinance, 1984

iv.  Listed Companies (Substantial Acquisition of Voting Shares and Takeovers) Ordinance, 2002
v.  Central Depositories Act, 1997
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vi.  Central Depositories (Amendment) Act, 1997

vii.  Securities and Exchange Rules, 1971

vili. Companies (General Provisions and Forms) Rules, 1985

ix.  Companies (Issue of Capital) Rules, 1996

x.  Central Depository Companies (Establishment and Regulation) Rules, 1996
xi.  Companies (Buy-back of Shares) Rules, 1999

xii. Companies (Asset Backed Securitization) Rules, 1999

xiii. Share Capital (Variation in Rights and Privileges) Rules, 2000

xiv.  Brokers and Agents Registration Rules, 2001

xv.  Stock Exchange Members (Inspection of Books and Records) Rules, 2001
xvi. Members’ Agents and Traders (Eligibility Standards) Rules, 2001

xvii. Public Companies (Employees Stock Option Scheme) Rules, 2001

xviii. Margin Trading Rules, 2004

5.2 Sector Overview

The unprecedented boom in the stock market, witnessed during last year, continued during the year under review as well. The stock
market remained buoyant during this period and the KSE-100 Index witnessed a phenomenal growth as it reached a level of 5,279.18
on 30 June 2004 from 3,402.48 at the close of last year. The KSE-100 Index touched an all time high at 5,620.7 on 19 April 2004. A
record turnover of over a billion shares was also witnessed on 16 April 2004.

Table 10 - KSE Performance at a Glance

KSE-100 Index 3,402.48 5,279.18 5,620.66 3,432.55

(At closing level) (End June 2003) (End June 2004) (19 April 2004) (1 July 2003)

Turnover ) 215 ) 389 1,122 63.07

(Shares in million) (Daily average (Daily average (16 April 2004) | (19 November 2003)
for the year) for the year)

Market Capitalization 755.8 1,421.58 1,511.9 763.8

(Rupees in billion; at closing level) (End June 2003) (End June 2004) (19 April 2004) (1 July 2003)

During the year under review, aggregate market capitalization of KSE surged by 88 percent to Rs. 1,421 billion. In terms of USA dollars,
market capitalization of KSE was approximately US$ 24.30 billion at the close of the year, increasing from US$ 13.05 billion as on 30
June 2003. Another indicator of the impressive performance of KSE was the upsurge in average daily turnover of shares to 389 million
during the year as compared to 215 million shares during last year. In all, the FY 2004 has been exemplary for the stock market in
Pakistan, with unprecedented growth in market activity.
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Chart 6 - KSE-100 Index and Turnover at KSE (July 2003 - June 2004)
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During the year, KSE sustained its position as one of the best performing markets in the world. The landmark performance of the
capital market has largely been the result of effective implementation of reforms by the Commission as well as a number of positive
factors, namely:

i. continuation of sound macro-economic and investment friendly policies by the Government;

ii.  strong economic growth and substantial improvements in economic fundamentals;

iii.  successful privatization of SOEs through the capital market; and

iv.  huge build-up of rupee liquidity driven, in large, by continuing foreign exchange flows into Pakistan, thereby making available
cheap credit to the private sector.

It is noteworthy that despite an unprecedented growth in market activity during the year, risk management system at stock exchanges
worked effectively and no threat to market integrity was observed.

Chart 7 - KSE Market Capitalization and Traded Value (July 2003 - June 2004)
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Chart 8 - Futures Turnover and Equity Turnover at KSE (July 2003 - June 2004)
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5.3 Performance Review

The Commission has been actively pursuing a capital market reform program geared towards the development of a modern and
efficient corporate sector and capital market. The reforms introduced over recent years in the fields of risk management, governance,
transparency and investor protection have contributed significantly towards the growth and development of our capital market and
the upsurge in investor confidence.

The far-reaching reforms in the field of risk management, introduced by the Commission in coordination with stock exchanges, have
resulted in reducing systemic risk and enhancing investor confidence. More recently, in order to avoid systemic risk associated with
COT/Badla financing, the Commission introduced the Margin Trading Rules, 2004 in consultation with the Central Depository
Company of Pakistan Limited (CDC) and stock exchanges. It is expected that COT/Badla financing will be abolished and replaced
with margin financing and futures during the coming year. Furthermore, as a measure to gradually phase-out COT, the Commission
restricted COT to the shares of only thirty eligible companies with effect from 15 December 2003. In May 2004, the eligibility criteria
for COT was revised and the number of eligible shares was reduced to twenty-nine.

On 17 February 2004, the Commission constituted an Expert Committee comprising national and international market experts with
the objective of formulating a comprehensive plan for demutualization and integration of stock exchanges. Detailed ToR of the Expert
Committee involved examining the feasibility of demutualization, integration and transformation of stock exchanges; providing specific
recommendations on demutualization of exchanges along with an appropriate model/structure for the demutualized exchange; and
recommending a plan of action. The Expert Committee submitted an interim report to the Commission during the year under review,
which would be followed by a final report.

As a result of concerted efforts of the Commission, the National Clearing Company of Pakistan Limited (NCCPL) has been fully
operational since 19 January 2004; currently, there are 456 securities on the system. NCCPL has improved the efficiency of settlement
process, leading to greater confidence in the operations of securities market. It provides for an integrated system for settlement of
trades, executed in respect of companies within the Central Depository System (CDS) on all three exchanges, as opposed to the
previous set up involving separate clearing houses of each exchange. Furthermore, NCCPL and stock exchanges are exploring the
possibility of executing a MoU to ensure coordination in cases of settlement defaults.

The National Commodity Exchange Limited (NCEL) would also start operations shortly. It would provide a secondary market for
trading in futures contracts in commodities. The emergence of trading in futures contracts in commodities will add depth to the
capital market by providing investors and stakeholders with basic hedging instruments as well as enabling economic players to lock
in costs.
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In accordance with the Stock Exchange Members (Inspection of Books and Records) Rules, 2001, the SMD, during the period under
review, conducted on-site inspection of books and records of several brokers of the three stock exchanges. It is intended that inspection
of books and records of brokers would be undertaken on a periodic basis.

The Commission continued to play an active role in the activities of IOSCO. During the year, the Commission was honored to be re-
elected as the chair of the Emerging Markets Committee’s (EMC’s) Working Group-3 (WG3) on financial intermediaries. The mandate
adopted for WG3 was “cross-border activities of financial intermediaries in emerging markets”. The Commission prepared and circulated
a questionnaire to gather information pertaining to key issues in this area from other members of EMC. Based on the views and
comments gathered from the respondents of the survey questionnaire and information obtained from desk research, a draft report
was prepared and discussed at length at WG3’s meeting during the I0OSCO Annual Conference in Jordan in May 2004. The report
would be finalized shortly and submitted to the EMC Advisory Board for its approval.

5.4  Development of Laws

5.4.1 Margin Trading Rules, 2004

In Pakistan, financing against shares is not easily available to small investors through banks and financial institutions, which has led
to the development of COT/Badla market. While the system of COT/Badla financing has, to some extent, played a positive role in
adding liquidity to the market, it has more so been viewed as being the root cause of market crises experienced during the last few
years.

In order to minimize market distortions, volatility and systemic risk associated with COT/Badla financing, the Commission notified
the Margin Trading Rules, 2004 on 30 June 2004 for the gradual phasing out of COT/Badla financing within the coming year. The
introduction of Margin Trading Rules would help to minimize market abuse, reduce systemic risk and strengthen market integrity as
well as promote a genuine T+3 cash and futures market.

Margin accounts allow investors to buy shares with a relatively small amount of cash or margin up-front by using the assets currently
held in their accounts as collateral. The basic difference between the two systems of share financing is that COT/Badla facility is
provided to investors after the purchase of shares (post-trade share financing) while margin financing facility would be available to
clients in advance (pre-trade share financing).

Presently, clearing houses of stock exchanges guarantee settlement of COT/Badla transactions in shares of twenty-nine companies,
thus bearing the risk in case of defaults. With the onset of margin financing in place of COT/Badla transactions, this risk will shift to
banks and DFIs providing margin financing to brokers and/or investors directly on counter part basis. Margin financing will effectively
lead to monitoring of risk at three levels: exchanges will monitor risk at broker level; brokers will carry out due diligence of their
customers; and banks and DFIs will monitor the risk of providing margin financing to brokers and/or investors directly.

Salient features of the Margin Trading Rules, 2004 are as follows:

i. Margin financing and trading can only be conducted by brokers registered with the Commission, having minimum net capital
balance and meeting capital adequacy requirements as fixed by the Commission in consultation with stock exchanges.

ii.  Abroker will enter into 2 margin agreement with every client. The agreement shall contain terms and conditions regarding
mortgage, pledge or hypothecation of securities deposited or bought on behalf of the client as well as authorize the broker to
dispose off the collateral in a lawful manner to meet the prescribed margin requirements.

iii.  Brokers have been prohibited from extending margin financing facilities to any of their partners, directors, agents, employees,
etc. as well as to any firm where any of their partners is a director, partner or holds any interest.
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iv.  Clients shall maintain the prescribed margin with the broker at all times. The broker shall give a margin call to the client whenever,
due to market fluctuation, the amount of deposited margin falls below the prescribed minimum level. The limit of margin
financing shall be fixed by the Commission in consultation with stock exchanges.

v.  Onbehalf of clients, brokers are required to keep the credit amount of margin accounts in separate bank accounts and securities
deposited/purchased in separate central depository accounts.

vi.  Securities kept as collateral will be valued at last quoted price on the preceding day. For government securities, the value shall
be at the closing price on the preceding day.

vii. The aggregate outstanding balances in margin accounts of all the clients of a broker shall not exceed the level fixed by the
Commission in consultation with stock exchanges.

viii. ~ Stock exchanges shall frame detailed regulations for brokers, subject to prior approval of the Commission, relating to grant of
margin financing and margin trading facilities in relation to any margin account.

5.4.2  Regulations for System Audit of Brokers of the Exchanges, 2004

During the year under review, the Commission approved Regulations for System Audit of Brokers of the Exchanges, 2004. The
Regulations were framed by the Commission in consultation with stock exchanges to facilitate outsourcing of system audit of brokers
for monitoring and enforcing brokers’ compliance with the requirements of securities laws, rules and regulations. The said Regulations
provide for a minimum of 30 percent of brokers of exchanges to be audited on a bi-annual basis.

It is expected that introduction of Regulations for System Audit of Brokers of the Exchanges will help to ensure fair dealings at stock
exchanges, thereby promoting greater market transparency and investor confidence.

5.4.3 National Clearing and Settlement System Regulations, 2004

To effectively govern and regulate the affairs of NCCPL, the existing regulations were revised. The revision was largely brought about
in view of the change in the main functionality of the National Clearing and Settlement System from Balance Order System to Continuous
Net Settlement System. In this regard, the National Clearing and Settlement System Regulations, 2004 were approved by the Commission
on 15 January 2004.

5.4.4 Amendments in the Regulations of Stock Exchanges and CDC

During the year, a review of the regulations of stock exchanges and CDC was carried out to further improve the same. In this regard,
amendments were carried out in, inter alia, the following:

i Regulations for Futures Trading in Provisionally Listed Companies, 2002;

ii.  Regulations Governing the Over-the-Counter (OTC) Market;

iii.  Automated Trading Regulations of Online Trading System of Lahore Stock Exchange (LSE);
iv.  COT Regulations of LSE;

v.  General Regulations of KSE and LSE;

vi.  CDC Regulations;

vii.  Investor Protection Fund Regulations of LSE; and

viii. Regulations Governing Futures Contracts of KSE.

5.5  Regulatory Actions

5.5.1 Risk Management Measures

The Commission has, over recent years, introduced a number of significant reforms to strengthen the risk management framework
at stock exchanges. During the year under review, the Commission upgraded the eligibility criteria for selection of scrips for COT and
futures trading so as to make the selection process more objective as well as to minimize systemic risk and market abuse. On the basis
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of the said criteria, twenty-nine companies would be selected for COT/badla financing on a six monthly basis, of which the top fifteen
would qualify for trading under futures contract based on a number of key factors such as liquidity/turnover, market
capitalization, operational track record, shares entered into CDS and earnings per share of the company.

5.5.2 Improvements in Governance

i Introduction of Standardized Account Opening Form

The Commission observed that account opening forms of brokers varied significantly in their terms and conditions and did not
adequately safeguard the interests of investors. Furthermore, there was a discernible lack of familiarity of investors with regard to the
relevant securities laws as well as their own rights and obligations. In this regard, the Commission prepared a standardized account
opening form in consultation with stock exchanges, which was adopted with effect from 15 January 2004 as part of the regulations
of exchanges. The standardized form lays down minimum disclosure requirements on part of brokers for the benefit of investors and
includes standard terms and conditions that govern the broker-investor relationship. The form strikes a balance between the rights
and obligations of both investors and brokers.

The introduction of the standardized account opening form will foster greater market transparency and investor confidence as well
as ensure adequate documentation of information. It would also facilitate stock exchanges and the Commission in efficient handling
of investors’ complaints.

Officers of the SMD at work

ii. Enforcement of the Code of Corporate Governance

The Code of Corporate Governance was issued in March 2002 and subsequently incorporated in the listing regulations of stock
exchanges. It seeks to infuse transparency and accountability in the corporate sector while protecting the interests of stakeholders.
In order to ensure effective enforcement of the Code, the Commission advised stock exchanges to establish separate wings for
monitoring compliance of listed companies with the Code. Higher standards of corporate governance will foster an improved corporate
culture, better internal controls and greater transparency in management of listed companies in line with international best practices.

5.5.3 Issue of Capital

The SMD deals with the approval of prospectuses and offer for sale documents for public offer of securities. The prospectus/offer for
sale document of any company inviting public subscription for its securities under the Companies Ordinance is required to be approved
by the Commission prior to its issue, circulation and publication. The SMD also processes applications for registration of Special
Purpose Vehicles (SPVs) under the Companies (Asset Backed Securitization) Rules, 1999 as well as relaxation from the requirements
of the Companies (Issue of Capital) Rules, 1996.

Securities and Exchange Commission of Pakistan



During the year under review, eleven companies made equity offerings to the public as compared to three in the preceding year.
Similarly, six companies issued debt instruments, i.e. Term Finance Certificates (TFCs) to the public as compared to twenty-one in
the preceding year.

Table 11 below provides a comparison of share capital and TFC offerings during the year under review with the previous year.

Table 11 - Share Capital and TFC Offerings

(Rs. in million)

Equity Issues Debt Issues
New Capital Amount Amount Amount
e, (LRSI Listed Allowed Offered Retained
2004 11 48,883.418* 6 4,820.000 3,320.000 3,400.000
2003 3 970.000 21 10,139.000 10,399.000 10,630.835

* The amount of capital does not include that of National Bank of Pakistan (NBP), Sui Southern Gas Company Limited (SSGCL) and Pakistan International Airlines Corporation (PIA),
which were already listed.

i. Share Capital

The amount of new listing at KSE, during the year under review, was Rs. 48.88 billion (excluding the capital of NBP, SSGCL and PIA,
which were already listed). Moreover, the shares of Oil and Gas Development Company Limited (OGDCL) were offered to the general
public for the first time. The offer was oversubscribed by almost eight times. The listing of OGDCL on stock exchanges has substantially
increased market capitalization.

Of the eleven equity issues during the year, there were six offerings of fresh equity capital to the general public through which 96
million ordinary shares amounting to Rs. 1,010 million (inclusive of premium amount of Rs. 50 million) were offered. Of these six
public issues, all were oversubscribed except one. The total amount listed on the exchange was Rs. 3,874.13 million while initial public
offer (IPO) amounted to Rs. 960 million. The details are given as under.

Table 12 - Offerings of Fresh Equity Capital

(Rs. in million)

Total Already Premium

L. R 1 > Premi ..
S.No. Name of Company Subscription . f)rma Paid-up  Paid-up 0 en:ed per share remium Subscrfptlon
Date Listing Date k k Capital Received
Capital  Capital (Rs.)
Pakistan International 2829 13 October
1 . .
Container Limited Transport August 2003 2003 638.008| 478.008 160.000 1,340.679
First National Bank 23-24 22 December
2 | Mo daraba Modaraba October 2003 2003 250.000 150.000|{  100.000 - - 121.135
World Call Broad Technology and 7-8 23 February
3 Band Limited Communication | January 2004 2004 1,500.000|  1,200.00|  300.000 ) | 1976.055
4 | Mac Pac Films Limited | Miscellaneous Febrifrifﬁzoo 4| 2 April 2004 389.000| 289.000|  100.000 5 50.000 473.613
Callmate Telips Telecom | Technology and 28-29
5 Limited Communication |  April 2004 7 June 2004 502.528| 352.528|  150.000 - - 557.930
Southern Network Technology and
6 Limited Communication 12-13 May 2004 | 21 June 2004 594.598| 444.598 150.000 - - 130.425
Total 3,874.134(2,914.134 960.000 50.000 | 4,599.837
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The remaining five equity issues during the year were offers for sale (disinvestments), through which 392.831 million ordinary shares
amounting to Rs. 11,581.28 million (inclusive of premium amount of Rs. 7,652.97 million) were offered to the general public. All the
five offers were oversubscribed.

Details of these secondary offerings are as follows.

Table 13 - Secondary Offerings of Equity Capital

(Rs. in million)
Name of Sector Subscription Formal Total Paid- Offered  Premium per Premium Subscription
Company Date Listing Date  up Capital Capital share (Rs.) Amount Received
NBP . 13-15 18 February
1 (3rd Offer for Sale) Commercial Banks October 2003 2002 4,103.422 131310 36 472.710 1,222.302
0Oil and Gas Exploration 10-14 19 January
2 OGDCL Companies November 2003 2004 43,009.284 2,150.464 22 4,731.020 | 27,500.000
Oil and Gas Marketing 9-11
3 SSGCL Companies February 2004 1956 6,711.744 671.174 16 1,073.870 | 13,000.993
Bank Alfalah . 17-18M
4 | rmited | Commercial Banks 2004 5July 2004 | 2,000.000 400.000 20 800.000 | 11,610.942
5 |PIA Transport 7-9 June 2004 1957 11,507.326 575.365 10 575.365 1,329.326
Total 45,009.284* | 3,928.313 7,652.965 | 54,663.563

* Excludes paid-up capital of NBE, SSGCL and PIA, which were already listed.

Chart 9 - Number of Equity Issues During the FYs 1998 - 2004
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Chart 10 - Amount Listed through Equity Issues During the FYs 1998 - 2004

48.883
50 -

45

40 —

35

25

20

Rs. in billion

15

10 ~ 5.961

5 o7 0441 0.000 2035 1.985 0.970

- | F | -

T
1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 2003-04

ii. Redeemable Capital

During the year under review, six companies made public offer of TFCs (including one company which offered TFCs under securitization
arrangement), involving an aggregate amount of Rs. 3.32 billion. An amount of Rs. 3.4 billion (inclusive of green-shoe option) was
raised: Rs. 2.575 billion through private placement and Rs. 0.825 billion from the general public.

Table 14 summarizes the TFC offerings (other than that issued under securitization arrangement) during the year under review.

Table 14 - Debt Issues

(Rs. in million)

Total Amount Offered Subscription Received

Name Subscription Formal Amount Green Amount
£ Company “ SD 1tp . Listing of Capital Shoe Retained
ot Lompany ate Date Allowed Pre-IPO IPO Total Pre-IPO PO Total Option
Pacific Leasing 25 August up to
1 7-8 July 2003 320.000 250.000 70.000 320.000 250.000 118.355 368.355 350.000
Company Limited July 2003 Rs.30 million
- 16-17 24 November ;
2 Pharmagen Limited 300.000 225.000 75.000 300.000 225.000 21.850 246.850 NA. 300.000*
October 2003 2003
Pakistan Services 11-12 24 December
00.000 00.000|  200.000 00.000 00.000 | 1,356.065 | 1,856.06 NA. 00.000
3| Limited November 2003 2003 7 ’ 7 ’ 3300651 1,856,065 7
Al-Zamin Leasing 23-24 26 January up to
4 1,000.000 200.000 50.000 250.000 200.000 193.740 .740 00.000
Modaraba December 2003 2004 % 3 Rs.50 million| 3
Union Bank Limited
(2nd Issue) g
> | First tranche of Janﬁify"m 278ehruary | 1 500.000)  600.000| 150000 | 750000 600.000| 106010 | 706010 |  NA | 750.000¢
total authorized
Rs. 1,500 million
Total 3,820.000 | 1,775.000 | 545.000 | 2,320.000 |1,775.000 {1,796.020 (3,571.020 2,400.000

* Unsubscribed certificates taken up by underwriters.
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The detail of TFCs issued to the general public under the asset backed securitization arrangement is given as under.

Table 15 - TFC Issue under Securitization Arrangement

(Rs. in million)

. Formal Amount Total Amount Offered Subscription Received Green
Name Subscription ., ) Amount
Listing of Capital Shoe .
of Company Date 1 . Retained
Date Allowed  pee po PO Total PrelPO IPO Total Cetor
First Oil and G: -4 Septemb 20 Octob
p | reeonandbas 34 September ODET 1 1,000.000 | 800.000 | 200,000 | 1,000.000 |  800.000 | 740315 | 1,540.315 NA. 1,000.000
Securtitization Limited 2003 2003
Total 1,000.000 800.000 200.000 | 1,000.000 800.000 740.315 | 1,540.315 1,000.000

Chart 11 - TFC Issues Floated During the FYs 1996 - 2004
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During the year under review, the Commission registered one company, namely, Chanda Oil and Gas Securitization Company Limited
as a SPV under the Companies (Asset Backed Securitization) Rules, 1999. The detail is given in the table below.

Table 16 - Registration of SPV

(Rs. in million)

Private
D Placement

Listed Non-Listed

Name of Name of SPV

Originator

Zaver Petroleum | Chanda Oil and
1 Corporation Gas Securitization 1,000 | 7 Years 750 250
Limited Company Limited

5.5.4  Registration of Brokers and Agents

Brokers and agents are required to be registered with the Commission under the Brokers and Agents Registration Rules, 2001.

i. Brokers

During the year under review, the Commission granted certificates of registration to thirty-one brokers while twenty-three were de-
registered due to cancellation or surrender of licenses. As a result, total number of brokers registered with the Commission increased

to 286 as on 30 June 2004.

The distribution of brokers in each stock exchange is given as under.

Table 17 - Details of Registered Brokers

Stock Exchange Corporate Brokers Individuals Total
KSE 86 73 159
LSE 40 44 84
Islamabad Stock Exchange (ISE) 19 24 43
Total 145 141 286

The KSE accounted for 56 percent of the total brokers registered with the Commission as compared to 29 percent at LSE followed
by 15 percent at ISE.

During the year under review, a number of brokers adopted the corporate status. This is a sign of healthy development in stock market
of Pakistan. The corporatization and institutionalization of brokers would help to raise the standard of brokerage business in the

country.
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ii. Agents
The statistics with respect to registration of agents during the year under review are presented in the table below.

Table 18 - Registration of Agents

Total Number D Cancellation/ Total Number
Stock of Registered Re‘g1strat10n Surrender of of Registered
Exchange Agents as on During the Year Certificate of Agents as on
30 June 2003 Registration 30 June 2004
KSE 43 20 9 54
LSE 25 29 1 53
ISE 15 7 5 17
Total 83 56 15 124

5.6  Monitoring and Enforcement

5.6.1 Market Monitoring and Surveillance

The Monitoring and Surveillance Wing of the SMD is at the forefront for detecting matters relating to systemic risk and unfair market
practices. Apart from continuous monitoring of markets through live, online resources, it vigorously analyzes the data for systemic
risk indicators.

During the year under review, the SMD’s emphasis was largely on risk management and market fairness. On many occasions, it not
only pointed out sporadic trading activities to the concerned stock exchange for action, but also conducted necessary investigations.
Continuous communication and exchange of views with stock exchanges enabled the Commission to identify various risk management
issues and to positively contribute towards rooting out market ills.

In order to promote transparent practices and safeguard investor interest, the SMD insisted on maximum disclosure of information
by stock exchanges and other market institutions. As a result of its initiatives, KSE started displaying COT session live on its website.
The CDC also posted information pertaining to dematerialized volume of all CDS securities on its website. Moreover, Surveillance
Wings have been established at two stock exchanges and the customized Market Surveillance Software is expected to be functional
shortly.

In October 2003, the COT rate in illiquid securities soared abnormally, elevating the COT rate in general. The COT rates were capped
by KSE as per categorization of securities. To further enhance risk management, the Commission, vide a directive, restricted COT to
twenty-nine companies. This step was taken to abate the highly leveraged level of the market and to stop speculators from taking
positions in illiquid securities.

In line with its resolve to pursue fair market practices, risk management and transparency, the SMD is also developing the concept
of unique client identity for trading in Pakistan’s stock market.
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5.6.2 Inspection of Books and Records of Members

Rule 5(2) of the Securities and Exchange Rules, 1971 read with Section 6(i) of the Securities and Exchange Ordinance, 1969 requires
every stock exchange and every director, officer and member of the exchange to prepare and maintain books and accounts, which
are subject to inspection by the Commission.

In order to infuse discipline within stock exchanges and their members, the Commission promulgated the Stock Exchange Members
(Inspection of Books and Record) Rules, 2001. With the introduction of these Rules, clear guidance has been provided for maintenance
of books and records by members. Furthermore, the Rules empower the Commission to order inspection of books and records of a
member of a stock exchange. During the year, the Commission exercised its power under the said Rules and ordered inspection of
books and records of members. To start with, inspection of one member from each exchange was undertaken by officials of the
Commission. This exercise is expected to help the Commission in its endeavors to bring about greater transparency in the business
activities of members, monitor their compliance with applicable rules and regulations and safeguard investor interest.

In order to enhance the Commission’s in-house capacity to carry out inspections, the SMD is actively pursuing capacity building to
efficiently discharge the functions assigned to it under the securities laws.

5.6.3 Investor Complaints

In an effort to ensure investor protection and provide relief to aggrieved investors, the SMD works in close coordination with stock
exchanges to investigate illegal practices of market intermediaries and enforce the Commission’s orders. It also exercises vigilance
over stock exchanges for expeditious and efficient dispute resolution. In this regard, new and far more stringent reporting requirements
have been imposed on stock exchanges. Furthermore, uniform regulations across all stock exchanges have been implemented so as
to resolve contentious issues in a quick and impartial manner. In cases of defaulting members, the Investor Complaints Wing of the
SMD works diligently in monitoring the default procedures and practices of stock exchanges so as to provide relief to investors
aggrieved by such defaults.

In order to increase efficiency and cut down on unnecessary correspondence with both complainants and respondents, the SMD
devised and implemented an Investor Complaints Registration Form. The same was widely publicized through newspapers, the
Commission’s website, CROs and stock exchanges. The Registration Form, which is available in English and Urdu, is comprehensive
and exhaustive in nature and covers areas that previously used to surface very late during investigations. By requiring full disclosure
of all facts of a case while lodging a complaint, it is expected that the complaint handling procedure would become effective and
efficacious.

During the year under review, the rate of resolution of complaints was 87 percent. This is consistent with the trend witnessed in
previous years and exhibits a strong commitment on part of the Commission to pursue all cases rigorously and with undeterred focus.
The statistics of complaints received and handled by the Investor Complaint Wing are tabulated below.

Table 19 - Statistics of Investor Complaints (July 2003 - June 2004)

KSE LSE ISE Total

Complaints under examination at the Commission as on 1 July 2003 99 131 12 242
Complaints/claims received (July 2003 - June 2004) 50 59 16 125
Total complaints dealt with (July 2003 - June 2004) 149 190 28 367
Complaints pending with stock exchanges as on 30 June 2004 22 23 6 51
Complaints/claims with stock exchanges against defaulted members as on 30 June 2004 9 42 9 60
Break-up of complaints handled by the SMD (July 2003 - June 2004)

Complaints resolved/closed (July 2003 -June 2004) 102 109 12 223
Complaints under examination as on 30 June 2004 16 16 1 33

*Out of sixty, forty-two claims against S.H. Bukhari Securities, defaulted member of LSE have been disposed off by LSE on 5 July 2004 and pro-rata payments bave been made to the approved
claimants.
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Chart 13 - Investor Complaints Handled by the SMD
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5.6.4 Beneficial Ownership

For protecting the interests of small shareholders, Section 224 of the Companies Ordinance stipulates that every director, CEO, chief
accountant, company secretary and auditor of a listed company as well as a person who is a beneficial owner of more than 10 percent
of a listed equity security shall tender the amount of gain to the issuer or the Commission, as the case may be, if the said gain has
been made within a period of six months on account of sale and purchase (or purchase and sale) transactions. For the purpose of
identifying cases where tenderable gain may have accrued, the returns of beneficial ownership are examined. The said returns are
filed with the Commission and the Registrar in terms of Section 222 of the Companies Ordinance. In addition, every listed company
is required to file with the Commission an annual return on Form-A, the prescribed additional information and a soft copy of list of
its members, in accordance with SRO No. 1014/(I)86 dated 12 November 1986 and circular number 6 of 2001.

During the year under review, eight cases of tenderable gain were finalized. As of 30 June 2004, the position of cases of tenderable
gain was as under.

Table 20 - Details of Tenderable Gain

Status Number of Cases

Amount of gain tendered in favor of the Commission

In process
Pending with Lahore High Court, Lahore

6
Amount of gain tendered in favor of companies 2
2
2

5.6.5 Transfer of Securities on CDS

CDC has become an integral part of the capital market in Pakistan. During the year under review, the number of investor account
holders with CDC crossed 13,000. Presently, there are 472 companies on CDS, having a market value of Rs. 415 billion and representing
44.8 percent of issued (floated) capital. Similarly, debt instruments with market value of Rs. 46.6 billion and representing 61.37 percent
of the total listed TFCs have been inducted into CDS. Approximately 98 percent of the securities traded on stock exchanges are being
settled through CDS.

During the year, it was observed that some companies had failed to join CDS even after their securities had been declared eligible by
CDC. Consequently, notices were sent to the management of forty-four companies to explain their position. A hearing was held, which
was attended by representatives of twenty-eight companies. Pursuant to the hearing, the Commission passed an order under sub-
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Section (4) of Section 9 of the Securities and Exchange Ordinance, 1969 to direct listed companies, whose securities had been declared
eligible by CDC but which had not entered CDS,; to join CDC by 30 September 2004 or otherwise be de-listed from the relevant
exchange, as provided in the listing regulations.

5.7  Administrative Appeals

An appeal against the order of the Commissioner (SMD), in the matter of delisting of Pakistan National Shipping Corporation from
LSE and ISE, was lodged before the Appellate Bench by LSE under Section 33 of the SECP Act. Subsequent to the close of the year,
the Appellate Bench dismissed the appeal.

Of the twelve orders passed by the SMD pertaining to the Investor Complaints Wing, appeals against six were filed before the Appellate
Bench. In two cases, orders of the Executive Director (SMD) were upheld by the Appellate Bench while in another case, the Appellate
Bench partially decided in favor of appellant. Three appeals were pending adjudication as of 30 June 2004.

5.8  Judicial Cases

On 14 June 2003, LSE filed an appeal before the Lahore High Court, Lahore against the order of the Appellate Bench dated 24 April
2003 in the case of delisting of B.R.R. International Modaraba from LSE. The dispute was subsequently settled out of court between
the parties.

In another case, Ghazi Fabrics International Limited filed a writ petition in the Lahore High Court, Lahore against CDC, the Commission
and others challenging the order passed by the Commissioner (SMD) wherein all listed companies were directed to join CDS by 31
July 2003. The subject petition is pending before the High Court.

In addition to the above, forty cases are presently pending before various courts of Pakistan. Of these, two cases were filed by the
Commission whereas the remaining thirty-eight cases include writ petitions, commercial appeals from orders of the Appellate Bench
of the Commission under Section 34 of the Act and civil suits where the Commission has been made a pro forma party or party from
whom relief is being sought.

5.9 Developmental Activities

5.9.1 OTC Market

The OTC market will provide investors an efficient and transparent source of investment besides encouraging enterprising promoters
to set up new projects by raising cost-effective finance. Further, it will serve as a second tier market for illiquid scrips currently listed
on stock exchanges.

The required systems and procedures relating to trading, clearing and settlement for the OTC market have been developed. Presently,
exchanges are seeking assistance of leading corporate brokerage houses and professional firms, which have expertise in consulting
and advisory work on IPO, for successful market making activity of scrips to be listed on the OTC market. The market will become
functional once securities are listed on the OTC Board.

It has been agreed between stock exchanges and the Commission that a unified quote driven trading system and a separate board
for trading of debt securities on the OTC market would be developed. The listing and trading of debt instruments on the OTC market
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is expected to make the corporate debt market more vibrant, efficient and liquid. The Commission, in the Coordination Committee
meeting with SBP, also discussed the possibility of listing and trading of government debt securities on the OTC market.

59.2 NCEL

During the year under review, significant steps were taken to complete the groundwork for making NCEL operational. These include
appointment of its Managing Director and installation of a state-of-the-art automated trading, monitoring and surveillance system.
NCEL also set up its own clearing and settlement system, which possesses a number of key features including pre-trade checks,
exposure limits, initial and maintenance margins, surveillance and monitoring at client level, etc. During the year, a number of training
programs were conducted to familiarize brokers with the working of the new trading system.

5.9.3 NCCPL

NCCPL has made steady progress towards full implementation of an integrated, national clearing system through which settlement
of trades executed in respect of companies within CDS on all the three exchanges would be done. During the year, new functionalities
were added to the existing system, namely, COT and COT Reversal, Undisclosed Market, and Balance Order Netting to cater for double
clearing, broker to broker and institutional delivery system.

5.10 Annual Plan
5.10.1 Work in Progress

i Demutualization of Stock Exchanges

Considering the numerous benefits that demutualization of stock exchanges has to offer, the Commission has set up an Expert
Committee comprising of national and international securities market experts to formulate a comprehensive plan for demutualization
and assess the desirability of integration of stock exchanges in Pakistan. The detailed ToR of the Expert Committee involve examining
the feasibility of integration/transformation of stock exchanges and providing specific recommendations on demutualization of
exchanges, including an appropriate structure for the demutualized exchange and a plan of action for its implementation.

During the year under review, the Expert Committee held a number of meetings with the stakeholders and submitted its interim
report to the Commission. The final report would be furnished subsequent to the close of the year. The future course of action by
the Commission, including the manner in which demutualization and/or integration of stock exchanges will take place, will largely
depend on the recommendations of the Expert Committee.

ii. Futures Market
In order to effectively regulate and monitor NCEL, the draft Commodity Exchange and Futures Contracts Rules, 2004 were prepared
in consultation with stakeholders. The Rules will be finalized shortly and forwarded to the Government for approval.

The introduction of futures contracts in commodities will offer investors with basic hedging instruments, enabling them to lock-in
costs. The regulations governing futures contracts are currently under review and will be finalized shortly. These regulations will
comprise of operational, administrative and disciplinary matters relating to trading, listing, dispute settlement, risk management and
membership at NCEL.
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iii. Web Based Trading

The growth and advancement of internet technology and its wider accessibility has created both opportunities and regulatory challenges.
The value and volume of financial transactions taking place on the internet has grown rapidly, leading to highly sophisticated challenges
relating to risk management.

At present, KSE has 116, LSE has 236 and ISE has fourteen remote trading terminals. In order to address the regulatory concerns
arising from the growth in internet trading, the Commission is currently reviewing this area so that regulations for internet-based
trading and services may be introduced in the near future. The implementation of such regulatory standards will facilitate further
growth of the capital market in the country. These regulations are expected to be finalized shortly.

iv. Proprietary Trading

Keeping in view the conflicts of interest that arise as a result of proprietary trading, the Commission prepared draft Regulations for
Proprietary Trading by Brokers. The regulations, which are expected to be implemented by December 2004, will ensure improved
supervision and regulation of proprietary trading so as to safeguard investor interest.

V. Regulations for Stock Lending and Borrowing
The Commission and CDC are working towards the development of a legal framework for stock lending and borrowing. In this regard, CDC
has initiated a study for exploring possibilities of facilitating stock lending and borrowing arrangement for the benefit of market participants.

5.10.2 Future Plans
The SMD plans to undertake the following activities over the course of the coming year:

i. guidelines/regulations would be introduced in coordination with exchanges, particularly with respect to underwriters’ registration,
bankers to an issue and issue of commercial paper;

ii.  regulations for Clearing House Protection Fund/Member Protection Fund would be finalized in consultation with NCCPL;

iii.  necessary rules would be introduced to provide for effective monitoring of the affairs of NCCPL;

iv.  amendments would be made in the National Clearing and Settlement System Regulations for settlement of futures contracts;

v.  inorder to ensure that NCCPL is managed independently from CDC, independent CEO as well as senior executives would be
appointed in NCCPL;

vi.  guidelines for registration of brokers and agents would be introduced; and

vii.  to ensure market fairness, regulations governing investigations would be introduced in consultation with stock exchanges.
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