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Before the Director (Securities Market Division)

In the matter of Show Cause Notice issued to

Adeel & Nadeem Securities (Pt} Limited

Under Rule 8 read with Rule 12 of the Brokers and Agents Registration Rules, 2001

Mumber and Dite of Nolice No. MEWISMDILSEN (51270859 dated Septembar 25, 2007
Date of Hearing Gelober 09, 2007

Present al 1he | earing Mirza Mahmood Akmed, Legal Counsel

Date of Orde danyary 15, 2008

This order shall dispose of the precesdings nilizted hrough Show Cause Notice baatirig
e MEW SMDILSE/ (5)2006169 dated September 25. 2007 ("the SCN') Issued 16 Adeel & Nadeem
securiies (Fo1) Limiled ('the Respondent’), member of the Lahore Stock Exchange (Guaranles)
Liretesf ("LSE™) by the Secunties and Exchanga Commission 4f Pakistan ['the Commission”) under
Rule B of the Srokers and Agents Registration Rules. 2001 {'the Brokers Rules’) lor violation of Ryle

T2 of the Brokers Rules and clause A5 of the Code of Condus! contained in the Third schedule uf the
Brokers Riles

The beet acks of e cace are that the Raspondent 5 a member of LSE and is registerad with the
Commussivn nder the Brokers Rulas, An enquiry was iniliated by e Commission In exercise of iis
pewere under Section 2% of the Secunties and Exchange Qrdinance, 1969 ('the Ordinance’| and Ford

Rhodes Sidat Hyder & Co. ‘the Enquiry Officer’) was appainted a5 the Enguiry Officer under the
above mentioned Section (ur the following

{2 I enquire into the dealings. business or any fransaclan by the Respondent dunng the peniad
Trom April 01, 2005 to June 15 2006 {"the Review Peried").

(B) kidentity any and all the ants or emissions constitul ng 2 vislation of the Crdinance and the

Rl made lhereonder

{C) o identity violations of any alher applicabls laws, including but not imited 1o the Brokers Rules,

Regulalions for Shor Seling under Ready Marke! 2002 (“Short Selling Regulations'),



Led

8.1

General Rules and Regulations of LSE, Securities and Exchange Rules 1971 ('the 1971
Rules’} and diroctives issued by the Commission fram tme to time

The findings =f the Enguiy Officer revealed several instances af potential non compliances with
Appheilile aws and regulalions A copy of the Enguiry Officer s report was sent 1o the Respondent o
June 4, S0 which required the Respondant fo prowde esplanations on the observations of lhe
Enquiny Officer together with supporting documents

Alter perusal of the Respondent's reples to the above mertioned letter, which did not adequately
explam Iha position in respect of soma instances, the SCN was issued to the Respondent under Rules
4 of thoe Brokers Rules staling that the Respondent hias prima (azle contravened Rule 12 of he Brokers
Rules 12ad will Clause A5 of the Code of Conduct containad in the Thind Schedule 19 the Brokers Rules

which e s oduced as under

Rule 12- A broker holding a cedificate of registration under these rules shall atude by the Code of
Concuct specilied in the Third Schedule”

Clause A5 of the Code of Conduct- "A broker shall atude by all the provisions of the Secunties anid
Exchange Commission of Pakistan Act, 1997 {'the Act’) and the rules, regulations issued by the

Comnussion and he stock axchange from time fo time as may be applicable to him”

Cn Septebier 25, 2007, the Respondent was called upon 1o show tause in wiiting within seven days
and ajpesr before The undersigned on Gclober 05, 2007 for 2 hearing, to be aitended siltier in persan

and'or through an authorized representative, however, on Resoondent's request haaring was refixed for
Diclober 09, 2007

e heanng was allended by Mirza Mahmood Ahmed, legal counse! of the Respondent, who argued

the case. The legal counsel also submitied a wotten seply dalzd October 0, 2007 on the tiehall of the
Respondent

A suimary of the contentions and objections thal were raised by the Respanden! o its witlen
subrmssicng and during the hearing and findings and conglusians of the Commission on the same are
A oliws

Pretiminary Objections

The objections raised by the Respondent, pertaining to the Envquiry, ate given as under-

the Enquity Officer did not conduct the Enguiry In @ oroper manner and halfway through the
i diry the Enguiry Officer lell without prowding 2n opportunity o the Respondent 1o furmish

rocumentary evidence which could have cleared he objections raised In the Enguity Repiont
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Iere s a procedural requirement that in order 9 iniliate an Enauiry the Commission mus!

have a reasun, ke a complaint elc. Howsaver, in this case the Comnmssion did nol have any
resasan o conduck an Enguiry

These Enguioes were a ‘Tishing and roving exercise’ and as per pnor courl Geoisgasg no
Reguiatory Authonly 15 authonzed toconduct friveleus enquiniss. Insuppert of #s:argument the
Egal colnsel alst provided copies of 2 numbarof such court crders, These arg

a) Uirder dated March 38, 1582 In the maiter of Civil appsal Mos 38K 1o 40

Assistant Direclor Inlelfigence and investigabion, Karachi wis BR. Herman and
Others,

by Order dated October 10, 2003 in the malter of Constitution Felition No. 1353 of 1998
anc Constitufion Petition Mo 177 of 2002 — Karachi Adminisirative Employes
oo perative Housing Soalaty Lid wis Govemment of Sindh, and

i) Jriler dated September 20, 2004 i the matler of Cusloms Appeal Mo -T79/04 —
W sammad Atear Paracha & Others vis TheSlale.

The Comimession has convertad the Enquiry imta an Audit.

| have considared the contentions and the prefiminary obisctions msed by the Respandent and the

issues raised thersin and the same are addressed below:

The Resoardent's asserion that # was not provided an opporunity 1o furnish documentary
evidence: to clear diferent vialalions repared in the Enquiry Repart is not corract 1| may he
nided lhal the Enquiry Officer forwarded deall Enguiry Report 1o the Respondent for review ang
pranasicon ol any decuments incrder o clear viclations teparted therein. Further. before
issuanee of the SCN by the Commission, the Enguity Report was forwarded 1o the Respondent
in arder 1o provide it with another opperunity 1o clear any viclation repgried in it. Based gn the
replics and documents provided by the Respandent a number of issues reported in the Encuiry
Regorl were dropped and only thoss viciahons were laken up in the SCN where the
Responiert could nat provide sufficient evidences  Thersfore sufficien! apportunily was

provided 1o e Respondient 1 gléar any vidtation repered n the Enquiry Report

The assertimn ol the Respondent trat the Enaury was candiucian withant any reasanicamphant
is false Il may be nolted that the Review Penod was-a penad of high volatilly for Stock  Marke
and m onder lo identify the reasons for such volatility lhe Sommission conducted an milial
Enquiry ints Ihe atfairs of various members of LEE, including the Resporident. The findings of
il enquicy identified number of areas which needed further in-depth review for identificalion
of possibile violations ol segurilies markel rles and requiations. Therefore, | was deemel
NECESsyY L conduct enquiries.in order to determine if therg was any viclation of applicable

rules and regulations by the members. Furfher, it may se neted lhal Section 21 of lhe
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Crdinance allows the Commission to initiale an Enguiry o it mwm motion, when ever il deems

NECESEHY

e e do not agree with the coniention of the Respandent fhat the Erguiry was-a “hisbung and
it xercise’. As staled above the Engquiry was commenzad hased on the findings af the
ltial prieuiny conducted by She Commission that identified different areas whieh required
(rlhar eviewlenguiry The memibers were selected on salid grounds such as lrading volume In
certain sorips during the review penod. Further, the Enquiry Officer was glvan spacific lasks
thal finited its scope o enguiry into and identifying any wiolation of the applicable les and
regutabons. All the areas coverad by fhe Enguiry Officer were catical and part of the scope ol
Enquiry assigned to it. It is further stated that the Commission is pamarly responsible for
maulaiing the capial markets and protection of investors under 1he Act and the Drdinance
Further the: Commission s nol expected 10 lake 3 reactiorary approach and wal far
complaints 1o be brought before it alter the damage as ahready heen caused. |1 s for Ts
reasol that the Commission has suo motto powers as stated abave, 1o initiate an enguiry iRl
the alfaies and deslings in an Exchangs orils membas

s The Bespondent's asserion that the Commission has converted the Enauiry inlo an Audit s
nel correct, It may be noled that the scope of the Enguiry was limited and covered only specific
acmas and did not cover the audit of the entire firancials of the members, The Enguiry

pringipally covered compliance of the Securities Marke! Laws.

Blank Sales [Issue No. 1)

It terms of Regulation 4 of the Shont Selling Regutations, Blank Sales are nol permissinle and n terms
of Regulation 5 of the Short Selling Regulations. i14s prowided 1hatt

b Haembar shal make a Shont Salg unless!

1l Frior cantraciual bonowing arrangement has been made
I The sale 6 made at an uptick and

i) The trade is identified as a Short Sale al the time of placement of order
The findings of the Enquiry Officer revealed 88 instances of Biank Sales dunng the Review Pericd

The Fesnandent made the following submissions on the 1Ssue

=  [Dwing lhe heanng the Respondent stated thal instances gwen the Annoiue — A (the
Anexure’) of the SCN afe not blank sales. Howeser, the Respondent was informed lhat its
garlier replies do not provide adequate evicence o prove that the clients had pre-existing

nlirest againg! the saie of shares mentioned in thir Annexure. The Respondent stated 1hat il
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will frovide instance wise reply along with documentary evidence 1o subsiantiate its claim The

<iid eply along with dagumertlary evidence was provides vide letter dated Gtober 20, 2007

o I il raply daled October 28 2007 the Respoadent slalod that in case of instances. gven al
sarial nos, 1-4 and 44-88 of the Annexure the tlignts had opening postions which vere soid by
ihe chents: for this the Respondent provided ledger statements of lhe clents wrich showed
tnat they had opening balances. \With regard 10 InslanCes giver al senal nos. 5-33. 1he
Pasiondeal stated that the clients had pribr buy postions al Karachl Stock Exchangs
Suarsites) Limited ('KSE" lo substantiate Hs claim the Responden! provided 1rade
pontimmaticns from Muhammad hure M. Abmed Keanam, member KSE. through wihich ne
Raspordent had placed its clients” orders 2t KSE. Witn regard (o insiances given atserial nos
34-4% of the Annesure, the Respandent stated that the client sold the shares aganst shares

worrowad fram anather client of the Respondent, for this the Respondent provided copy ok tha
bermwing agresmaent.

04 | have consdeted the contentians of the Respondent and the ssues raised therein and hie same are
addrassed by e bolow!

= With regard to the nslance mentigned at senal nos 1-14 and 44-83 of the Annexure Lhe
Respondenl has provided sufficient proct tnat the glients had adequate pre-sxisting interesl in
the: shiares bofore sales. However, with ragard Lo the mstances gwen al senal nos 15-23.of the
Annexure It was chserved after a review of KSE dala thal he client boughl shares at KSE alter
1123 wherpas sales were made at L3E between 1108 lo 11:42, which shows that the client
firat soid the shares at LSE and later an squared up his position at KSE. Since the Respondant
die) ot provide: any ludher documentary evidence of pre-existing interest, Iherefare, 1 18
puident thal the nslances gwen al sedal nos. 15.33 are Biank Sales. With ragard fo sales
given al serial nos. 84-88, afler considening the opening batance itis clear that the sales gven
& serial nos A4-85 are rol Blank Sales and the client had adequale pre-exishng intorest
aijainst the said sales. However, the zales given al sanial nos. B84 were made over and

sl the position af the client and were Blank Sales

s Wit regard to the instances give at serial nog J4-13, the Respondent staled that lhe said
snles were made agains! borrowing agreement, Howaver, it may ke poted thal the Regulation

o of the Short Seling Regulation set forh pre-requisiles which must be complied with betore
placement of Short Sales order in the system. The said pre-requistes include that the order
muel Be disclosad a5 Short Sale order at the ime of placement of arder and or This propose
rading syslem of the LSE has prowidad a separale window far placemant of Short Sales

Ardors, Sinca the Respondent failed to identify the said sates as Short Sales al the time af
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placement of order, the same can not be treated as short Sales and fall under the ambit of
Biank Salas

Considining the aboye facts and the contentions of the Respondent, it is an-evident that 32 Blank Saies
have Bean made in violation of Regulation 4 of the Short Selling Regulations. in terms of Rule 8 of e
Brokers Rules, sub rule (i) where the Commission is of the epirionthal 8 broker has inter afia lailed 1o
comply with any requirerents of the Act or the Ordinance or of ay rules o7 directions made or given
thereunier in terms of sub rule: (i) has contravenad (he fules and reglilabions of the exchange. in tarms
al and sub rule {iv) has failed to follow any requirement of the Code of Condust taid down in 1he: Thirgd

sthedu the Commission may in the putilicimerest, fake aclicn under Rule 8ia) or (b of the Brokers
Fules

In light uf the atiove i, the iaeis the Respondent by making Blank Sales has violaled the Short Silling
Reguiations thereby attracting sub rule {ii) of the Rule 8 of the Brokers Rule-and has also Tbiled to
comply with Clause A5 of the Code of Conduct cantained in the Third achedule 1o the Brokers Rules,
thereby. att acting sub rule (iv) of the Rula B of the Brokers Rue Accordingly, a penally of Rs. 25,000,
{Rupees Tyeny Five Thousand only] 18 hereby imposed on (be Respondent under Rule 8 ity of the
Biokers Rles

Account Cpening Forms (“Issue No, 27)

In terms of Commission’s Directive No. SMDISE/2(89) 2003 daled July 23, 2003 which raquires all the
members-brokers 1o maintain Account Opening Form(s) (‘the ADF(s)) n conformity with the
Slandartlized Account Opening Form (‘the SAQF") prescribed by the Commission and subsedyen]
changes made 1o the SADE vide lehars No. SMO/SE/2(8Y) 2003, dated November 19, 2003 and
January 20, 2004 Subsequently this SACE was also made parl of LEE General Rules and Rogutatinis
as Chapter VIl The said directives of the Commission require {hat

i} Firticulars of nominee should be mentionad on the AQEs

i} Percentage of margin to be maintaired by the tlients should be mentioned on AOEs.
Findings of the Enquiry Officer revealed that:

i) Piulicutars of nominee were not méntioned on the AOFs.

il Foacantange of margin {o be maintained by the clien's was not mentioned on ADEs
The Respordel it made the following Subrmission on these issues

s Tha Respondent m its wrilten reply daled Oclober 04 2007 stated thal aut of hundreds of

ateounls it is only in seven cases that the names ¢f nominess were not menionsd. The

fracing activity in these accounts was nominal and it was the clisss whio failed 10 provide 1he
Respandent with the particulars of heir nominees.

G
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o Wil regard to not mentioning percentage of margin on the ACFs. the Respondant asserled
that percentage of margin varies from client to client based on therr credentials; theretore,
nérenlage of margin 10 be maintained by the clients is not menticned on the AQF. Further
lents ara duly informed about the percentage of margin they have le mainiain thiough Cranly
[razla Confirmations and ledger slalements

104

Thh

106

| have cimsder=il the contentions of 1he Respondant 2nd the maues ralsad therein and the same are
adidress d by s below:

o Wil regard fo the Respandent's assertion regarding missing parliculars af nominaas on ACES
it miay b noted thal it is the requirement of the SACF Ihat all the fig'ds of the ACFs should be
duly filled in Therefore, it is the responsibility of the Respondent loensure that all the fields of

the ACFs are duly filled i at he time of apening of an account,

with 1egard to the Respondent assertion regarding ot mentiening perceniage of margin an
ACFs. il may be noted thal ADF ig the basic agreement betwean the Responden! and i1s
clients In case any dispute arises between them all the matless are resalved on ihe basis of
clauses of the AOF, Therefore, mentioning percentage of rmargin an AOF safeguards the
intarests of bolh the Bespondent and its clents

Consiclering fhe above facts and. the contentions of the Respondant, Il is evidgnat that the Respandent
has fated o mply with Commission's directive and Geners| Ruies and Regulations of the LSE. In
lerms «f ke 2 of he Brokers Rules. more paricularly sub rule (i) and sub rule {v) therelore, where (e
Commission 5 of the opimon that a broker has inler alia faiied 1o comply with requirements of the any
direclions of the Cammission andier has contravened the rules and regulations of the Exchange andior
hias faiied to Tollow any requirement of the Code of Conduct laid down in the Third Schedule, it may in
fhie puilic inlerest, 1o take action under Rule 8(a) or (b) of the Birokers Rules.

In light of The above | e the fact the Respandent failed 1o comply wilh Commigsion's direchve (heehy
altraciing sub rule {v) of 1he Rule 8 of the Brokers Rule Howsver, based on the Respondants stalement
that b hits aiteady taken corrective aclions. | am inciined. on this accasion, o lake a lement vicw the:
matler and will ol take any punitive action under Rule 8 of the Brokers Rules. Asisuch, | beiewe a
caution’ in lhese mstances to the Resgondant would suffice and | would furher dires| the Respanden!
oy ensure that full compliance 1s made of all rules, ragulations and direciives of the Commuission it The
future: for aviuding any punitive action under the law

Order Register ("lssue No. 37)
I tenims af Fiile 4010 of e 1871 Rules it s provided thal

“Al vrclers (o buy or seli securities which 8 membs: may receive shall be enlerad, in the

chronclogical order, Tn & register 1o be maintained by him in @ form which shows he
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naime and address of the person who' placed the ordir he narme and number of lha
secunlies o be bought-or s0ld. the nature ot fransactic anet [he limitation, of any. as 1o

the: 1l of the securities or fle peticed for which the oo =10 beyalid

The finctings ol |he Enguiry Officer roveatad at the order nagister as mentioned above was ol

maintained by the Respondent during the Review Periad.
The Respondent made the following submission on ha aforementioned issue

*  The Respondent (i iis written reply assered that electronic ledger as maintaingd loday fullils
e requirernent of abovementionad Rules The Respandent luriher asseried thal the said Rale
veas intioduced when manual frading was prevalent in thi: stock markel

*  Dunng the hearing the Respondent stated that now-a-days due to mgh volume andg speed of

frading 1 is practically impassible fo mantain manual order register

I have considered Ihe conferntions of the Respandant and | am of the view that electionic lednars or the
Daly Achily Loy as mentioned by the Respondent is not a subst-ute for the Order Regisler a5 required
under the Rule 4{1) of the 1971 Rules. The aforementioned Logs only record those orders that are
placed by the Respondent inlo LOTS and nal all the crders which were received fram the clients and
nol entered into LOTS. Further, the said Log only records the ime of placement of arders into the
system and 1ot e e of receipt of ordars

The Commission is also cognizant of the practical difficulties dssociated with the mantenance of such
dh Order Recgstor manually. However, it 15 noled with disappoir tmenl that ihe brekerage house and
LSE were nol able fo keep pace with evalution in technology and significant increage in frading velumes
whereby & system should have been developed to enable simul aneous recerding of orders raceived

from clienls and heir insorporation in a database to generale the Order Register as required undar the
Rute 4{1) of the 1571 Rules.

Considenng 1he above mertoned facl | am melined, on tis ootasmn, to lake a lanient view mn the
matter an will not fake any punitive zcion under Rule § of the Brokers Rules, As such. | believe that a
caution m |his inslance o the Respondent would suffice and | wouid furher direct the Raespandent g
gnsure that full compliance be made of il fhe laws, requlations and directives of the Commissian in
Tuture for avording any punitive action undar the law

As staled above e Respondant s penalized as follows:

al  Asiegands lssue to. 1, as staled above. a penally of Rs. 25.000/- (Rupees Twenly Five
Tharisand only) 1 imposed

bl Mo puniive action is taken in relation 1o Issue fos. 2 and 3 ant a simple caulion will
suffice.
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121 The malter s @ispased of in the above manner and the Respondent s dirested to deposil e fing with

the Commission uot later than filleen (15) days from the receipt of this Crder

Sacuitios Markel Thyision




