SECURITIES & EXCHANGE COMMISSION OF PAKISTAN
[Securities Macket Division

Before The Director {Securities Market Division)

In the matter of Show Cause Notice issued to

Dosslani's Securities (Pvt,) Limited
Under Rule 8 read With Rule 12 of The Brokers and Agents Registration Rules, 2001

Mumber and Dale of Molice No. MEWISMDILSE!(5)2006/52 daled August 29, 2007
Date of Hearing Seplember 07, 2007
Fresent at lhe Heanng: W Umair Butt - Director
Date of Qrder December 27, 2007
ORDER
1 This order shall dispose of the proceedings iniliated through Show Cause Notice bearing Mo,

MSWESMDILSEN(5)2006/52 dated August 29,2007 ("the SGN') issued to Dosslani's Securiies {Pyt) Limited
{'the Respondent’), member of the Latore Stock Exchange (Guarantee) Ltd (‘LSE)by the Securities and
Exchange Commission of Pakisian (‘the Commission’) under Rule 8 of the Brokers and Registration Rules.
2001 ("the Brokers Rules") for violation of Rule 12 of the Brokers Rules and clause A5 of the Code of
Conduct contained in the Third Schedule of the Brokers Rules.

Z The brief facis of this case are that the Respondent is a member of LSE and is registered with the Commission
under |he Brokers Rules. An enquiry was initiated by the Commission in exercise of its powers under Section
21 of the Securilies and Exchange Ordinance, 1969 (‘the Ordinance’) and KPMG Taseer Hadi & Co. ["the

Enquiry Officer’) was appointed as {he Enquiry Officer under the above mentioned sectian Inter alia

{a) to enguire info the dealings, business or any transaction by the Respandent during the period from
April 01, 2006 10 June 15, 2006 {'the Review Period”).

(b toidentify any and all the acls or omissions constituling tha viclation of the Crdinance and the Rules
made thersunde

(¢} lo identify viclations of any other applicable laws, including but niot limiled 1o the: Brokars Rules,
Regutations for Shorl Selling under Ready Market, 2002 (“Short Selling Regulations’). General
Hules and Regulations of LSE, Securities and Exchange Rules 1971 (“the 1971 Rulesjand directives
issued by Commission from time to time

3. The findings of the Enquiry Officer revealed several instances of potential non compliances with applicable
laws and regulations. A copy of Enquiry Report was sent lo the Respondent an May 14, 2007 which requirad
Respondent to provide explanalions on the observations of the Enquiry Officer together with supporling
documents
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4. After perusal of the Respandent's replies to the above mentioned letier, which did not adequately explain ine
positions. the SCM was issued to the Respondent under Rules 8 of the Brokers Rules staling thal (ne
Respondent has prima face contravened Rule 12 of the Brokers Bules read will Clause A5 of the Code of

Conduct contalned in the Third Schedule of the Brokers Rules which are reproduced as under:

Rule 12- " A broker holding a certificate of registration under these rules shail abide by the Code of Conducl
specified in the Third Schedule”

Clause A5 of the Code of Conduet- “A braker shall abide by all the provisions of the Act and the rules,

regulations issued by the Commission and the stack exchange fram time lo ime as may be applicable o him'

n

On August 29, 2007, the Respandent was called upon fo show cause in writing within seven days and appear
before the undersigned on September 07, 2007 for & hearing, lo be altended efiher in persan andfar througn an
authonzed representalive.

B The hearing was atlended by Mr. Umair Butt, director of the Respondenl, who argued the case and alao
submitted written reply daled September 05, 2007.

i A summery of conlentions and objeclions raised by the Respondent n its writien submissians and during 1he

hearing and findings and conclusion of the Commission an the same 1s 23 follows:

i Blank Sales {‘Issue No. 17)

B In terms of Regulation 4 of the Shor Selling Regulations, Blank Sales are not permissible and n terms of

Requlation 5 of the Short Selling Regulations, il is provided that.

‘Mo Member shall make a Shorl Sale unless:
a Prior conteactial Bormowing arrangement has bean made.
k. Thesale is made at-an uptick, and
¢. The trade is identified as a Short Sale at the time of placement of order
8.2 The findings of the Enquiry Officer's report revealed 330 instances of Blank Sales duning the Review Period

83 The Respondent made the following submissions on the issue;

e In its written reply the Respondent with reference lo 124 instances glven al serial number 1-20 and
37-440 of the Anngxure — A (‘the Annexure”) stated that they were result of errors as iis clients sold

shares over and above their holding position by mistake,

e Wilh reference to 190 instances of Blank Sales given at gerial number 141-330 of the Annexure the
Respondant in ils written reply and during the hearing stated thal the clients to whom {hese Blank
Sales pertain informed the Respondent that they had shares available with ofher brokerage houses or
in their COC Investor Accounts and same will be transferred 1o the Respondent soon. However, later

on the clienis squared their positions,
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With regard to 16 instances of Blank Sales mentioned al serial number 21 - 36 of the Annexure 1he
Respondent slated that the client had hoiding of National Bank of Pakistan ("NBP") shares on the dale
of Blank Sales and same were pledaed with the bank for margin financing. In this connection the
Respondenl vide |atier dated September 11, 2007 submitted COC statemen! of House Account for
MBP shares dates Apnl 25, 2006 showng pledge of 147 500 shares

The Respondent further siated that it has CTRF installed at its terminals which resincls eaecUton of
Blank Sales. However, during the review period CTRF malfunctioned as a result some Blank Sales

were executed.

The Respondent in his written reply and during the hearing further stated that the trades menlicned n
the Annexure constitutes enly 0.05% of the total transactions that look place al Respondent’s house

during the year in question, which shows that it has been able o keep 2 chieck on Blank Sales.

| have considered fhe contentions of the Respondent and the issues raised therein and the same are

addressed by me below

With regard 1o the 124 instances of Biank Sales, where the Respendent has clzimed fthat the same
securred due to errar, 1l is clear thal the Respondent execuled the Blank Sales as reporied in the
Enauiry Report. However, the Respondent assertion that the saitd inslancas were resull of mislake
and problem with the CTRF does not absolve it from its obligation ta comply with Shart S2ling
Regulation. 1| may further be noled thal Code of Conduct sel tanh under the Third Schedule of
Brokers Rules requires that a broker should at all time exercise due care, skill anc diligence an
should ensura that proper system and controls are in place. Had the Respondent exercised due care.

skill and diligence the lrades in question would have not occurred

With reference 10 the 190 instances of Blank Sales where Respondent asserted that the clients had
agreed 10 provide delivery from other houses or their COC sub-account, | am of the view that this
asserlion can not be accepled on the ground thal every trage execuled from the Respondents
terminal is its responsibilty. The Respondent should have been vigilant and obtained documentary
evidence before hand from its clients to ensure that all the requirements of the applicable rules and
requlalions are mel.  |he Respondent was provided ample time lu arrange the said documentary

evidence from ils clients but it remained unable to provide the same

With regard to the 16 instances where Respondent claimed that the clients had detivery of shares
bafore sale and same were under pledge with bank against margin finance, it was noted thal the
Respondent provided pledge statement of the house account and nol the clent's COC-sub account
Furher it is not possible to substantiate from the COC stalernent that the shares pledged belonged o
the client -fmd whelher same were pledged with the Bank or Stock Exchange. Therefore, the COC
statement can not be accepted as a sufficient proof that the client had pre-existing interest in the

shares before sale,
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= Further the Respondent's contention that the trades in question only constitute a small percentage of
the: total number of frades executed by it during 2006 can not accepled as a justification lor execution
of the Blank Sales. The Respondent should also keep in mind the fact that the Enquiry Repor only
covers a period of lwo and half months and keeping in view the time period covered by the Enquiry
Report 230 instances of Blank Sales do represent considerable number of trades

Considenng the above facts and the contentions of the Respondent, it is an established facl that on 330
oceasions Blank Sales have been made in violation of Regulation 4 of the Short Selling Regulations. In terms
ol Rule 8 of the Brokers Rules, sub rule (i) where the Commission is of the opinion that 2 broker has inter alia
failed to comply wilh any requiremanis of the Act or the Ordinance or of any rules or directions made or qven
thereunder, In lesms of sub rule (iif) has contravened the rules and reguiations of the exchangs, in terms of and
sub rule {iv) has failed fo follow any requirement of the Code of Canduct laid down in the Third Schedule, the
Commission may In the public mterest, take action under Rule 8(a) or (bt of the Brokers Rules

In ight of the above 1e the fact that the Respondent by making Blank Sales, has violated thae Short Salling
Regulations thereby attracting sub rule {iif) of the Rule 8 of the Brokers Rule and has also failed to comply with
Clause Ab of the Code of Condust containet! in the Third Schedule 1o the Brokers Rules, theraty, altracting
sub rule (iv) of the Rule 8 of the Brokers Rule Accordingly, a penally of Rs. 75,000/ (Rupses Seventy Five

Thousand only) is hereby imposed on the Responden! under Rule 8 (b) of the Srokers Rules

Account Opening Forms ("Issue No. 2}

In- terms: of Commission's Directive Mo, SMDISE/2(B9) 2003 dated July 23, 2003 which requires all the
members-brokers to maintain Account Cpening Form(s) ("the AOF(s)) in conformity with the Standardized
Account Opening Form (“the SAOF’) prescribed by the Commission and subsequent changes made to the
SAQF vide letters No. SMD/SE/2(89) 2003, dated November 19, 2003 and January 20, 2004, Subsenquantly
this SAQF was also made part of LSE General Rules and Segutalions as Chapter VI, The said directives of
the Commission require:

I} Al the CNICs copies altached wilh the ACFs shauld be aitested.

i) A list of Transaclion fee, Commission o be charged by the Broker and other COC charges to be
levied should ba altached wilh the AGFs.

Findings of the Enquiry Officer revealed thal Ihe Copies of CNICs of the customers attached with AOFs were
not attested and list of Transaction fee, Commission to be charged by the Broker and other CDC charges 1o be
levied was not atiached with the ACFs,

The Respendent made 1he following submission on this issue;

= The Respondent in its earlier written reply contended that “formal approval of commission rales” is

available on the account stalement which is accepted by the clients. However, during the hearing he
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Respondent acknowledged thal they are now complying with the requirement of attaching the list of
charges wilh the AOFs and requested for a lenient view,

e Inits writlen reply the Respondent stated that altestation of CNICs of clients is not its responsibility
The Respandenl further asserted that he always indicale the attestation requiremant o lhe clients, (0
which the clients showed there original CNIC.

| have considered the conientions of the Respondent and the issues raised therein and lhe same are
addressed by me befow

. With regard o the contention of the Respondent abou! fist of charges, | do nat agree wilh the
Respondent's point of view that giving commission rates on the account slatementfirade confirmation
suffices the requirement of atlaching the list of charges with the AOFs. It may be noted thal enclosing
Ihe: list of charaes with the AOF makes i part of the AGF which Is the basic agreement between the
broker and its clients and in any case of dispute between them all the matiers can be resoived based
on the basis of clauses of the AOF, Furiher, the point & of the enclosure requirements given at the end
of the SOAF requires that the said st should be attached with the AOF. Therefore. by nat attaching
the said lis] with the ACF the Reﬁpﬁ:rﬂ.dam has filed 1o comply with the directives of the Commission

. With regard 1z he Respondent asseriion abou! attested copies of CNIC, | again do not agree with the
Respondent. It may be noted that the point 1 of the enclosure requirements Given at the end of the
SOAF reguires thal attested copy of applicants CNIC should be enclosed with the AOF . |t was the
respansibility «f the Respondent that before opening of acceunt he should insist on attested copy of
CHIC

Considering the above facts and he contentions of the Respondent, it is established that Respondent has
failed to comply with Commission's directives and General Rules and Regulations of the LSE, In terms of Rule
8 of the Brokers Rules more particularly sub rule (Ii) and sub rule (v) therefore. where the Commission s of
the opinion thal a broker has inter alia failed lo comply with any requirements of the any directions of the
Commission andfor has contravened the rules and regulations of the Exchange andior has falled 1o follow any
requirement of the Code of Conduct laid down in the Third Schedule, it may in thie public interest, take action
under Fule 8(a) or (o) of the Brokers Rules.

It light of the above e the fact the Respondent failed 1o comply with Commission's directive thereby attracting
sub rule (v) of the Rule 8 of the Brokers Rule. However, based on the Respondent's statement that il has
already taken corrective aclions and assured the Commission that such violations will not oceur in future, | am
inclined. on this oecasion, to take a lenient view in the matter and will not take any punitive action under Rule §
of the Brokers Rules. As such, | believe a ‘cautian’ in these instances 1o the Respondent would suffice and I
would further direct the Respondent 1o ensure that full compliance be made of all rules, requlations and

directives of the Comnission in the future for avoiding any punitive action under the faw.
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10. Order Register ('lssue No, 37)
101 Interms of Rule 4{1) of the 1971 Rules it is prowided that

"All orders to buy or sell securiies which a member may receive shall be entered, In the
chronological order, in a register to be maintained by him in a form which shows the name and
address of the person who placed the order. the name and number of the securities to be boughl
or sofd, the nature of transaction and the limitation, if any, as 1o the price-of the secunties or lhe

period for which the arder i fo be valid.”

102 The findings of the Enquiry Officer revealed that the register as mentioned above was not maintained by the
Broker during the Review Period

1.3 The Respondent made the following submission on the aforementioned issue

= The Respondent in its written reply asserted that electronic ladger as maintained today fulfills the
requiremants ol abovementioned 2ection. The Respondent further assesiad that the said sechion was

ncorporated when manual frading systems were prevalent in the stock market.

«  Dunng the hearing the Respondent stated that now a day due 1o high volume and speed of trading it is
practically impessible 1o maintain order register. However, after the Enguiry it has slarted lo maintain
the Order Register

104 | have considered the contentions of the Respondent and | am of the view thal elecironic ledgers or the Daily
Activity Log as mentionad by the Respondent is not a substilule for the Order Register as required under the
Rule 4(1) of the 1971 Rules. The aforementioned Logs only records these orders that ara placed by the broker
inta LOTS and not the orders recewved from the clients. Further, the said log only records the time of placement

of order into the system and not the time of receipt of order

1.5 Commission is alse cognizant of the praclical difficulies associated with the maintenance of such an Order
Regisler manually. Howsver, It is noted with disappointment that the brokerage hause and exchanges were niol
able to keep pace wilh evolution in technology and significant increase in trading activities whereby a system
should have been developed lo enable simultanegus recording of orders received from clients and thei
incorporation in a database lo generate the Crder Register as required under Ihe Rule 4(1) of the 1971 Rules.

106 Cansidering the above motioned fact | am inclined, on this cccasion, 1o take a lenignt view in the matler and
will nol take any punitive action under Rule 8 of the Brokers Rules. As such, | believe thal a caution in this
instance to the Respondent would suffice and | would furdher direct the Respondent to ensure that ful

compliance be made of all the laws, regulations and directives of the Commission in future for avolding any

punitive action under the law
LitF Separate Bank Account for Clients Funds (‘Issue No. 47)

1.1 Interms Commission's directive No. SMD/SE 2(20)/2002 dated March 4. 2005 states:

1
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“The exchanges are to ensure that brokers follow the practice of segregating clients’ assets from the

broker s assels in order to ensure that cliends’ assets are nod misused,

For this purpose brokers should have one separale bank account which includes all the cash deposils
of their clients along-with recordsibreakdown of client postions.”

The findings of the Enquiry Officer revealed that the Respondent was not maintaining separate bank account
for chents' funds.

The Respondent made the following submission on ihe aloremenlioned issue,;

. Respondent staled that it iz the client who always directs the Respondent and according 1o Iheir
directions funds are transterred fairly and transparenlly as prescibad under the law

. Further, during different discussions and mesling in LSE and the Commission it has been highlighled

that separate bank account for every clients' funds is practcally impossible o operate in Hucluating
business

I hava considerad the contentions of the Respondent and | am of the view that the Respondent has failad 1o
understand fhe Commission's direclive Mo, SMDISE 2(20)/2002 dated March 4, 2085 The said directive
requires the members lo maintain one separate bank account in which only the clients’ funds are to be placed
in arder is 1o keap (he members lrom using clienls’ funds for their awn purpeses, The same fact was also pul
before the Respondent during the hearing to which the Respondent agread to maintain a separale bank
account asrequired under the said directive.

Considering the abova molioned fact | am inclined, on this oceasion, to take & lenient view in the malter and
will not take any punilive action under Rule 8 of the Brokers Rules. As such, | believe that a caution in lhis
instance fo the Respondent would suffice and | would further direct the Respondent to ensura that ful
compliance be made of all the laws, Regulations and directives of the Commission In future for avaiding any
punitive action under the law,

Use of Wrong Client Code {'Issue No. §7)

AND WHEREAS, in lerms of Clause A 1 and A 2 of the Code of Conduct conlained in the Third Schedule read
with Rule 12 of the Brokers & Agents Registration Rules, 2001, itis provided that.

A- 1 *A broker shall maintain high standards of Integrity, promptitude and fairmess in the
conduct of all his business”

A-2 “A broker shall act with due skill, care and diligence in the conduct of all his business

AND WHEREAS, findings of fhe Enguiry Officer revealed various instances where wrong client codes ware
enfered info LOTS at the time of placing clients’ orders.

The Rezpandent made the following submission on this ssua;
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* The Respondent in its writien reply stated that wrong client codes were not used intentionally
However, it has corrected the same and obtained confirmation of the clients on the same day

» However, during the heanng the Respondent stated that the instances of wrang clienl codes befong to
its clients who requesled the Respondent to bifurcale his lrades into different accounts being

managed by him, However, no written proof of the client's request was provided by the Respondent.

| have considered the contention of the Respondent and the issues raised therein and am of the view that in
order to ensure lhe praclice of fair frade and due skill, care and diligence i conduct of business, it is imparative
that correct client codes should be used for the clients while executing frades, Subsequent madification frades
and {heir allocation to olher customiers creale opporfunities to disquise any viotation of law and regulations that
might have occurred. The subsequent bifurcation of trades amang different customers also compromises the
ransparency in the trading and allows the brokers to bifurcation of trades as he deem fit thus popardizing the
interest of clients. Therefore, by using wrong client's codes the Respondent has failed 1o exercise due skill
care and diligence and has also adopted a questionable practice,

I light of the above the Respondent has failed to comply the Clause A1 and A2 of the Cade o Conducl
contained in the Third Schedule to the Brokers Rules, thereby attracting sub rule (iv) of the Rule 8 of the Broker
Rules. Accordingly, a penally of Rs. 1,000 (Rupees Cne Thousand) I3 hereby impased on the Respondent
under Rula 8 (b) of the Brokers Rules,

As staled above, the Respondent is penalized as follows:

) As regards Issue Nol and 5. as stated above. a penally of Rs. 76,000 (Rupees Seventy Six

Thousand enly) is impesad.
b) Mo punillve action is taken in relation to Issue No. 2, 3and 4 and a simple caution will suffice.

The matter is disposed of in the above manner and the Respondent is directed 1o deposit the fine with the
Commission not laler than fifteen (15) days from the receipt of this Qrder

nayat Butt

Director (SM)
Secunties Market Division



