Securities and Exchange Commission of Pakistan

Order

Under section 18(3) of the Stock Exchanges (Corporatisation, Demutualization and
Intepration) Act, 2012

In the Matter of

Integration of Karachi Stock Exchange Limited, Lahare Stock KExchange Limited and
Islamabad Stock Exchange Limited

The malter betore the Securities and Exchange Commission of Pakistan (hereinalier referred
o as “the Commission™) arscs from the submission of schemes of integration by the Karachi
Stock Exchunge Limited (K5 successor stock exchange). Lahore Stock Exchange Limited
(LSEAransieror stock exchange) and [slamabad Stock Exchange Limited (ISE ransteror stock
exchange) (jointly referred to as “the stock exchanges™) under section 17 of the Stock
Fxchanges (Corporatisation. Demutualization and Integration) Act, 2012 {"the Act™), for
integration o KSE with 151 and KS5E with ISE. Accordingly, under section 18(3) of the Act,

this Order shall dispose of the matter.

The Karachi Stock Exchange {Giuarantee) Limited was incorporated under the Companies Act,
1913 (now Companies Ordinance, 1984) on March 10, 194% as a company limited by
puarantee, The Lahore Stock Bxchange (Ciuarantee) Limited and Islamabad Stock Exchange
{Ciuarantee} |imited were incorporated under the Companies Ordinance, 1984 on October 3,
1970 and October 25, 1989 respectively as companies limited by gusraniee. The stock
exchanges are registered to operate as stock exchanges under the provisions of the Securities
and Exchanpe Ordinance, 1969 und the Securities Act, 2013, Later, in compliance with the
Act, the stock exchanpes were corporatized and demutualized with ellect from August 27,

2012 as companics limited by shares, The repistered stock exchanges provide serviees Lo the
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issuers of listed securities for listing and trading platform for trading of such securities, The
detail of securities listed at the transferor stock exchange and the status ol rading of securities

at their trading platforms are discussed in more detail in the ensuing paras.

The K5I, L5E and 15E vide letters dated October 29, 2015 and October 30, 2015 respectively,
under section 17(1) of the Act submitled schemes of integration of KSE with L3E and KsE
with ISE (collectively referred o as “he schemes™) 1o the Commission specitving the below
given purposes, In addition to identifving their purposes and objectives, the schemes specily
various substantial benefits of the proposed integration for all the stakeholders and seek to
allay anti-competitive coneerns, In s regard, the operative parts of the schemes are

reproduced below;
{unte:

Purpee of Scheme of Integration

This Scheme of Inigpration shadl alford berefits 1o the capital markets in general and
imvestors in particular and also add shaveholder value for Shareholders of he Successor

Frchange, inter alia, for the following reasons:

The Fxchanges would stand inteprared to enable g purposefil consolidation of trading and
listing services across the counfry, The inlegraiion iy consistent with vegional and

imternaiional trendy,

Fhe resultant ccomomics of scale shall bring o grecier efficiency in the adminisiration,
maintenance, governance, regulatory supervision as well ay rafioneiisation of cosis
associated with core exchange funciions, and provide added benefic to the izsuers who will

be woswred consolidated regime governing listing duly regulated by the Commissiog.
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Shureholder value of the Successor Exchange may be enfanced significantly thereby
increasing prospects of srategic invesiment, inclding foreign direct invesiment. in the post

de-mutualizationTnfegraiion scerario as roted in Sectinn 1.2 ahove.

The finuneial position of the Successor Exchange may be bolsfered thereby rendering

inpraved liguidity and qlso provide greater confort o investors.

TRE Certificate Holders of Transferor shall become TRE Certificare Holders of the
Suecessor Fxchange at no additional cost or expense (o them, and arve intended to have

access to a much larger poo! of gwidily and opeortenity for efficient price discovery,

Incongruent base minimum capital reguirements gerosy the courry shall stand rationalised

therebyv affording level plaving field to all TRE Certificate Holders.

The emerpence of a single securitics market shall be in the best interests of the investory
and the general public. This markes will also foster high standards of professionalism

amang market pariicipanis for the evenfnua! growth of the domesric capital morkel,

(onsistent with the provisions of the Ao, and subject to regulatory approvals o be
procured in due cowrse, the Successor Fxchange shall be enabled o [isi jts own securities,

and the imvestors would enfoy henefits attaching thereio.

The proposed Scheme will enahle optimal wilization of available resources; rationalization
of overlapping  facilities, infrasiruciure and  regelatory  mechanism; improve  overall
comperitiveness of the business at the national as well as vegional level; and help the

Sucressor Mechange to better face the current and future chollenges and oppartuitics,

o
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The Trangferor would be well poised to conduet business as o non-hanking finance
company and confribwle lo the development of the rational economy, thereby enfancing

prospechs, including shareholder value, for the Transferor.

Evhancement of Compelilion

The confemplated intepration, from a comperition law perspective, benefils competition and

allavs any arti-competitive concerns, as imdicaled below,

Conirihute suhstantially to the provision of services

The proposed imtegralion iv most lkely to produce o number of efficiency bencfits. which
can aecrue divectly or indirectly to the wsers of the imegrated exchange; infermediaries

{hrokers), final investors and issuers (listed companies),

The infesration process would also increase the liguidity of the Successor Fxchoange and,
therefore, reduce the implicit costs of wrading for brvestors by centralizing the rading
activities. It will reduce bid-ask spreacs invofar ax §t helpy Intermediaries to defray fixed
arder processing costs, namely, the costs of access fo the rading platform and of
maintuining o continuous marker presence; reduce adverse-yelection costs, dug o the

presence of informed traders; reduce the wmvertory-holding costs of marker makers.

The proposed inregration is likely 1o have o positive impact on velume through increased

trading.

Accessing a single teading plagorm instead of two (or more) allows market prafessionals to

save on the hardware, software and focus on more skilled Tnimon capital,

Such efficiency iy Integration-specific
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The proposed imtegrarion would divectly benefic the wsers and final invesiors in several
waws, such as; apart from brogdening trading opportuniiies for brokers " gnd investors by

affering them acceess fo rRafional leve! securities marked,

The harmonization of rules and procedures acrosy the Pakision markets would simplify
TREC Holders' provesses and vperations, For large TREC Holders, who are already active
et fhe differeni exchanges, single trading platform would provide the opporiunity o
ralionalize  thelr  trading  policy and. to rationalize  their  back-office fumction by
concentraring these aperations in a single location and more broadly, fo re-organize their
trading acitvities and the sigff resowrces required o perform these operations can be

reeluced,

The propoyed infegration envures conlinudion of business by TRE Certificare Holders, who
worbd feve been af risk o acoourt of conseguent inability to encouwrage sivalegic
investment. Considering the marker depth and potential enhunced (rading volunes, the
proposed integration offers TRE Certificate Holdery of the Transferor i continue plaving

e effective role in developinge the core stock exchange business.

Presenly, each markei hos varying trading rules (e, specific trading hours er local rides,
base minimum captial or paid wpr capital requirements). The proposed integration inlends o
offer the TRE Certificare Holders of the Transferor an apporiunify to trade of sational level

securities exchange,

Also. smaller markers tend fo deter large foreign investors from porticipating in these
markels. Following imtegration, all markeis wowld wse the same vules, thuy eliminating an

obstacle to foreign investment. The praposed imiegration would reswlf in o lguid marker,

thus legding fo lower volatilily,
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Benefits aubweivh lesvening of compeiliors in the miarker

The henefit of integration is that i would allow gl TRE Certificare Holders direct aceess fo
i metional fevel securities marked, Intesration wowld aveld the previous intermediation
costs and with harmonized troding rpules resulting in TREC Holders benefiiting from
reduced internal operating costs. The wider range of trading oppaoriunifies would resull in

preater inter-hraofer competition.

The Imtegralion of exchanges eliminates the duplicarion of costly infrasiruciure, hus
reducing the average cost of processing o irade, Addivionally, in the post-integration
scenario, fisiing fee regime shall be rendered wniform across the countey under supervision

i the Commission.

Withowt prefudice {o the respective posifiony of the parties in the marter, the Competition
Commission of Pakistan has already given s explicit observarion in the matier of M
Karachi Stock Exchange (Guarantee) Limited iFile No, 127A8ESec 370CTY20007) that the
subject matter of competition in the securities morkel s thal the 'members” (TREC Holders)
of stock exchange compete with each other for trading orders and nothing else,
Furthermore, the Competition Commission of Pakisian itself has a staied position Uhat o
wnified trading platform ias world also be the owtcome of this proposed integration) will
resull in numerous beneflts to the lavestors i terms of greater liguidite, belter price
discovery, security and greater ramsparcrcy in lermy of enfire transaction being
documented and traceable, Moreover §t discowrages the praciice of “arbitrage”. In
proposing the integration, there i o clear recognition of the principle that inyofar ax
compelilion aspects In mergers’ infegration are concerned, Jocuwy remaing foo protect

campetition and nat the compelilors

LIngquote:
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The Commission on November 2, 20015 in exercise of its powers under section 18(1) of the Act
aranted its in-principle approval to the schemes (“in-principle approval™) based in part on the
representations made by the stock exchanges, through legal opinions furnished by them, that the
schemes, which contemplated the partial merger of LSE and 15E with KSE whereby LSE and
ISE would transler all their assets, undertakings and liabilities relating to the stock exchange
husiness to KSE and their market places and facilities would cease o exist, would not violate

section 17(1) of the Act.

The Commission noted that the schemes were submitted in due compliance with section 17{2) of
the Act and had been approved by special resolutions ol the shareholders in extraordinary
gencral mectings held by KSE on October 26, 2015 and LSE on October 28, 2015 and annual
general meeting of [5E on October 27, 2015, The scheme was approved unanimously by the
shareholders of KSE and ISE with a total number of 74 sharcholders holding 114,603 657 shares
constituting 34% of total voling rights being present at the KSE's extraordinary general mecting
and 68 shareholders holding 73042380 shares constituting 30% of voting nghts at the [5E7s
extraordinary peneral meeting. LSE approved the scheme with a total participation of 53
shareholders holding 44,224 291 shares constitwting 34% of voting rights with one dissent by
M, Zalar Securities (PvL) Lid. represented by Syed Asim Zafar holding 843,975 shares which

constituie (L658% of LSE"s total sharcholding.

During the provess, the Commission ensured thar the stock exchanges complied wilh the
procedures detailed in the Stock Exchanges (Corporalisation, Dermutualization and Integration)
Regulations, 2012 (“the Regululions™). Accordingly, in terms of requircments of regulalion
11{2) and regulation 11(3) of the Repulations, the stock exchunges submitted the following

information and documents along with the schemes;

Under regulation 11{2):
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terms of imtegration agreed between he transferor and successor exchanges.

delails of creditors of the stock exclanges;

details of material contracrs and contingenr liabilities of the stock exchanges;
treatment of assets, undertaking and Habilities;

freciiment of regisiered TRE Certificate Holders, emplovees and other stakeholders;
details of companies listed on the stock exclianges;

delails of trust funds, demands, claims. labilities including contingen! labililies
ere.; and

edaily of ovistarding invesior clafms, settlements and awards. if any.

L/nder regulation 1 1{3):

el

fey

rif)

fes

(f

cerfified free copy of the special resolurion of the shareholders of cach stock
exchange passed o approve the proposed scheme of nlegrolion;

copies of the nolice and Niatement wrgder Section 160 af the Companies Ordinance,
TO84 along with minwtes of the Extra-Ovdinary General Meeting ("EOGM ) in
which the above special resalution s passed,

list of sharcholders who atiended the EOGM including the respective  shares held
b them;

Hst af dissenting shareholders who aitended the EOGM along with the respeciive
shares held by them:

Sinarcial statemenis, dulv reviewed by the audirers. based on the Hmiled soope nol
earlier thawn thirty days from the date of filing of the proposed scheme of integration;
aned

propoyed numes of the stock exchanges o be gffective after approval of the scheme

of integration.

7. The Commission. thereaftor in exercise of ils powers under regulation 11(4) of the Regulations

called for further information amd documents from the stock exchanges. which were deemesd o
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be an integral purl of the schemes, relating 1o /rter alio investor protection funds and clearimg
and settlement funds maintained by the stock exchanges, TRE certificate holders, listed
companies and securities, employees, ¢laims and complaints against TRE certificate holders,
rrading information. regulatory and statulory levies, revenues, assets etc. In response, the stock
cxchanges  through  variows communications  submitted  the requisite  documents  and

information to the Commission.

After the Commission’s in-principle approval, the stock exchanges in compliance with the
requiremnents ol section 18{1) of the Act and regulation 11(3) of the Regulalions and the
Commission’s instructions, published the schemes on November 7, 20135 in two English and
rwo Urdu daily newspapers Le. The Mews and Business Recorder, Nawa-e-Waqgt and Daily
Duniyy, reyuiring the stakeholders to intimate directly to the Commission in wriling, within
the 15" day from the date of such publication, the reasons, if any. why the Commission should
not approve the scheme of integration. The timeline for submission of ohjections was valid till
Movember 22, 20135,

The authorized legal representatives of KSE. LSE and ISE on Ovlober &, 2015 filed a pre-
merger application in relation (o inlegration of the three stock exchanges. before the Compelilion
Commission of Pakistan (“the COP™Y The CCT concluded its phase I review vide order dated
October 22, 2015, Subsequently, the CCF vide its order dated November 27, 2013 in the case:
737/ Merger-CCP/15 while concluding the phase 11 review of the pre-merger application jointly
submitted by K51, L5E and [SE under section 11 of the Competition Act, 2010 passed an order
approving integration of the three stock exchunges subject to some conditions. The relevant
paras of CCP order are reproduced below. The CCP through its said onder also made some

recommendations to suggest measures that Commision should take in the post-merger scenario.
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Pera 63, In view of the analvsis above, we are af the considered opinion that the

propused iransaction does rot swhstantially lessen competition in the relevant market.
Furthermore the efficiencies fo be pained by the proposed transaction for ounweigh the
possible aniicompeiitive effects which may result from the elimination af competitors from (e
market, Il iy periinent to mention that the availability of ex-post focle vemedies s also an
influenticd factor in the Commission’s determingtion. Nevertheless, some  comperition

CORCERRE Femain 1o be addressed,

Parg 66 The Commission is therefore approving the inlegration subject fo the following

CORGITORS:

i) Upon imiegration Pakistan Stock Exchiange Limited must expedite ils search for a
strategic investors or finapcial instiowion for divestment of jorty percent 400 of shares
currently in the Bocked account, The same must be carried owt by Pukistan Sock
Exchange Limited in terms of the provisions of the Demuivalization Act within a period
of one year from the dare of integraiion, failing which the SECP must review the
structure af Pakistan Stock Exchange Limited and require divestment and’or appropriate
changes inter-alia o profect the interest of non-member brokers gned fo ensure that maln
ohjective of integration is duly served. The sale of twenty percent 20% of the shares of
the imtegraied stock exchange o the public wust also be cavvied ouw within the melines
specified,

i) Pakistan Stock Exchange Limiied shall esiahlish the proposed SME cownter within one
vear, with a view fo facilifale the listing of SMEs on reasonable ferms and condifions,

it More thun fifty percent of the directors on the board of Pakision Stock Fechange Limired
shall he independent and shall be nomingied‘approved by the SECP wntil the divestment

is mede ter e strafegic investor.
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The Commission for purposes of this order places on record the objections received from the

fellewing stakeholders who availed the opportunity of heanng:

1 (One sharcholder of LSE. 1., M/s, Zafar Securities (vt.) Lid. represented by Sved Asim
Zafar, recorded its dissent o the scheme of intcgration between K5I and LSE in the
shareholders meeting held on Oetober 28, 2015;

i) During the period within which stakeholders” objections were solivited. the Commission
received a letter dated November 17, 2013 signed by 72 cmplovees of LSE objecting to

the schems ol inlegration between KSE and LSE.

The Commission in order to provide a reasonable opportunity of hearing to the objectors held a
hearing on December 7, 2005 for the objecting sharcholder of LSE - M/s, Zafar Securities {Fvt.)
Lid. represented by Syed Asim Zafar, and on Decernber 10, 2005 to the objecting employees of
|.5E. Sved Asim Zafar did not allend the hearing scheduled before the Commission on
December 7. 2015, whereas KSE was represented by its Deputy Managing Director and LSE
and ISE by their respective Managing Directors (MD), The Commission noted that the hearing
nolice was duly received on December 3. 2015 by Mr. Shehzad - Branch Manager of Mis, Zalar
Securitics (Pvt.) Lid. The Commission further noted that it had nol received any request for
adjournment of hearing from Swed Asim Zafar, nor did he communicate any objections to the
Commission on the integration scheme during the period it was open for slakeholders”
objections. Thercafter. Syed Asim Zafar vide his e-mail at 1725 on December 7, 2013
communicated the reasons for his dissent as quated below and said that if the reusons of his
dissent required any further explanation, the Commission may reschedule the hearing on any

other convenient day and time.

{Juote:

i) The recent agreement between Pakivian and Ching regarding the econumic corvidor sets

preal opporfunities for small and medinm sized compunies o ger listed on a smaller
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stock excharge. Lahare, being of the certer of much activity in the jutire, and Lahore
Siock Exchange (L8E), being a regional exchange, could have plaved a very vital role in
the development and listing of such companies. Moreover, [ feel régional compariies
watdld have been more comforiable lo deal with u local exchange.

Since iy inception in T971 LR has served the whole of Central and Novthern Pakision,
lis members (now shaveholdersy have strived very hard for iy development and the
success of the capital markers. In qll thexe years, they heve buill a very important brand
name. However, they have rol been given any representation in the formation of the
Pakivian Siock Fxchange. fn my opinion, the sharcholders' inferes! hay not been fully
prrertected

{ helieve thar if LSE were allowed o funciion, our sharefolders and independent
memagement conld have made this into a very robust and efficieni exchange, We would
have Browght in o lor of new listings, owr volumes wouwld fuve increaved and so would
have aur profitahiling.

Chir ability to adapi o changes guickly and owr young and erergesic leadership wondd
have creoafed o healthy competition among exchanges. This wondd have kepr all the
stakeholders satisfied

Unquote:

The Commission, while noting that he did not attend the hearing fixed for December 7, 2013,

based on his above email granted him a sceond opportunity and fixed a hearing for December

10, 2013 which was communicated to him vide the Commission’s letter of December 8, 2015,

Subsequently, Syed Asim Zalar vide another e-mail dated December 9, 2015 at 14:22 intimared

that he would not be able w appear for the hearing on December 1, 20015 due to prior

comemitment and requested for the said hearing w be postponed till sometime the nest week. Yer

again the Commission taking into consideration his request granted him a third and final

oppartunity of hearing scheduled for December 14, 2015,
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Sved Asim Zalar appeared before the Commission for the hearing on December 14, 2015, MDD
KSE (through Video Conference facility), Deputy MD KSE and MD L5E were also present
for the hearing proceedings, Syed Asim Zafar communicated that his comments were general
in nature and not objections as such, Accordingly, the Commission noted that there was
nothing on record communicated by him indicating that the scheme ol mlegration submitted
by L.SE and KSE were prejudicial to his rights and inlerest as a shareholder of LSE. Morcover,
the Commission noted that his observalions were related to his expectations as to what L3Es

role and performance could be in the future.

The Commission further bricfed him on its perspeclive on integration and the benefits that arc
expected to be pained s 1 resull ol divestment of shares to strategic investors. n parlicular
acvess 1o advanced technology and improved povernance, The Commission also shared its
views on ensuring in future that the successor stock exchange’s {also referred to as the
"akistan Stock Exchange Limited (PSX) boand of directors has national level representation, 1L
was further stated thul o centralized and more liquid trading platform will benefit all
stakeholders and will support the Commission's approach lowards encouraging larger number

of beokers which are local and contribule wewards outreach of the market.

The MIY LSE also acknowledged the Commission’s support in facilitating continuity of

business of LSE and its brokers al the successor stock exchange.

The MI} KSE assured that KSE intends 1o fully support the transferor stock oxchange’s
brokers and will take them along in the bhest commercial interests of the successor stock

exchunge.

At the conclusion of the heuring, Mr. Zafar apreed that the integration proposesd by the stock
exchunges was in the interest of the market and apprecialed the Commission’s vicws. H.L
further extended his supporl for the ongoing process of integration. C'uns:ldl.rmg the same, He

hearing proceedings were concluded by the Commission. Sy
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12. (mn December 10, 2015 an opportunily ol hearing was provided to 72 employees of LSE who
had expressed coneerns w the Commission on November 17, 2013 regarding uncertainty aboul
luture operations of 1.SE and its impact on employees, and insction regarding luiure treatment of
emplovees. [lowever, only 17 individuals appeared belore the Commission. The MD LSE was
present in-person while the, MD KSE and Deputy MDD KSE were in attendance trough video
conference [acility, MD LSLE explained that all employees concerned with the underiaking of
1.51% had been offered emplovment contracts while the remaining employees had either accepted
severance packages or had been relwined lor the surviving entity of LSE. excluding any
emplovee who had already resigned. Our of the 17 individuals, three (3) employees concerned
with the undertaking had alreadv been offered contracts of employment by KSE effective the
date of integration. They were apprehensive that considering the nature of their work their
employment may be discontinued in future by PEX. However, the MD KSE explained thal these
employees would constitute an intepral part of the team and would be ulilized in various areas
within the company. Upon satisfaction of these individuals, the matter stood resolved and the
Commission called upon 12 individuals who had been offered severance packages by LSL
These individuals hud sccepied the severance package and accordingly received the
correspending cheques and signed documents on December 03, 2015 declaring that they have
received full and final setticment of their dues in relation o their services with LSE and that
with this [ull and [inal setlement, they have no claim against LSE whatsoever, In view thereof,
the Commission had granted such ex-cmployees an opportunity of hearing, although they were
no longer stakeholders, 1o determine whether they had accepted the severance under any duress,
Considering a positive response from all 12 individuals, the Commission called upon an
emplovee of LSE not concerned with the undertaking whe had not been offered severance by
1.5E. While he had been offercd employment by 13E, he expressed the desire o avinl the
severance package. In view thereof, MD LSE was ordered o resolve the matter and offer him
severance package. The last individual appeared before the Commission. He cxplaimed (hat he
had not been offered any severance by LSE. However, it transpired during the course of the

proceedings that he had tendered his resignation o LSE and accordingly pursucd ¢
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clsewhere belore the seversnee package was oflered, Considering that he was no longer an
emploves of [LBE and therefore a swakeholder. the Commission concluded the hearing

proceadings.

The Commission while evaluating proposals for integration of the stock exchanges had the
following considerations vis-a-vis the purpose and benefits of integration specified in the

schemes:

Section 3.1 of the schemes: The Frxchanges would stand Integrated to enable a purposeful
consolidation of trading and listing services acoross the courry. The integraiion Is consislen! with

regional and international trends.

The proposed integration of the stock exchanges is consistent with global practices. Afler being
demutualized, most exchanges have revisited their commercial strategy 10 improve viability and
enhance business prospects, Exchanges hove generally opled 1o consolidate, merge andfor
integrate their domestic markets; and build alliances by establishing cross-border Iinkages wath
other exchanges. In-country mergers have taken place in Singapore, Hong Kong, Australia,
Maluvsia, Indonesia, India and Turkey. Historically, the Central Government of India/Sceuntics
andl Exchange Board of India (SEBID had granted recopnition to 25 stock exchanges, However,
after emergence of nationwide trading terminals, developments in technology and abolition of
compulsory listing in regional stock exchanges, trading on stock exchanges was concentrated m
two exchanges namely, Bombay Stock Exchange Limited and National Swck Dxchange of
India Limited. SEBI obscrved that (he smallerregional stock exchanges which did not have
frading @1 their own platform became defunct due to lack of sustainable operations,
Accordingly, SEBRI on December 29, 2008 formulated an exit policy which permitted the stock
exchanges to exit from functioning as a stock cxchange while retaining their movable and
immovable assets, subject 1o compliance with cermain conditions. This exit policy was
subsequently reviewed and revised on May 300 2012 o inler-alin include, that the stock

exchanges having annual trading turnover on their own platform of ]4:/3./3_,;]111.11 INE 1000 crore
s o
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can apply to SEBI for voluntary surrender ol recogmbion and exil & any time belore the expry
of twa vears from the date of policy, failing which SEBI could proceed with compulsory exit of
such stock exchanges. Therefore, all the de-recognizednon-operational stock exchanges
voluntarily or compulsorily exited [fom the business ol o stock exchange, Accordingly, the

SEBI led efforts have redueed the number of stock exchanges substantially.

Section 3.2 of the schemes: The resuliant economics of scale shall bring in greater efficiency
in the odministration, mainienance,  povernance,  reswlalory  supervision as owell  as
rafiorilivation of coslys aesociated with core exchange functions, and provide added benefit jo
the issuers who will be assured consolidated regime goverming listing duly regulated by the

o sRion.

Technologival sdvancements have made peopraphical trading boundaries irrelevant m terms of
access, efficiency and reliability and support development ol a unilied stock exchange
providing geographically neutral trading lacilities throughout Pakistan regardless of location.
Centralized clearing and settlement services are already offercd by the Nalional Cleanng
Company of Pakistan Limited (*"NCCTPL™), and the Central Depository Company of Pakistan
Limited (*“CDC™) has been providing electronic setllement ol book-entry securities transactions
for ull stock exchanges of the country regardless of geographical confines. Thus having o single
stock exchange to provide trading facilitics in the couniry would enable efficiency in operations
by eliminating duplication of products and services thereby reducing redundancies. Further. the
povernance ol the stock exchange would be stronger with qualificd. knowledgeable and
independent directors on the board and a well-functioning management, With only one stock

exchange in the country regulatory supervision would be more focused.

Vor listed companies the impact of integration can be advantageous. The decision for a company
to 1151 on one and more-liguid exchange is based on the desive to reduce the cost of raising capilal,
These costs include direct costs of listing fees, as well as the indirect costs related to compliance

with regulations, Currently, companies listed at K8E, LSE and ISE have to comply with the
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regulstory and disclosure requircments separatcly at all three stock exchanges as well as pay
listing and annual fees ol all three stock exchanges regardless of the rneling activily thal would be
generated. Multiple listing at stock exchanges therelore resulls in increased cost both in terms ol
listing fee and regulatory compliance. With only one stock exchange, the companies with
multiple listings would be required to pav listing foe at only one stock exchange thus reducing
business costs. Dual listing may be beneficial in case where trading in the shares of a listed
company is being generated at both the platforms independently and hence enhanced trading
volume 1s produced. Historical patterns of trading activity of commonly listed companiecs at KSE,
LSE and ISE retflect that trading in these have romained concentrated at KSE, Consulening the
lact that listing a1 a stock exchanges with low tumover adversely affects a company’s ability to
achieve price discovery and also raise further capital, companies generally prefer to list at stock
exchanges with higher liquidity. With regards to scounties solely histed al LSE and ISE, they wall
cxperence an inervase in mding volume due o wider outreach, greater visibility, and increased

prominence.

Section 3.3 of the schemes: Shareholder value of the Successvor Fxchange may be enhanced
significantly thereby increasing prospects of strategic investment, including foreign direct
imvesiment, in the posi de-mutualization’niegration seenario gy poled in Seclion 1,2 ubove,

AN

Section 3.4 of the schemes: The financial position of the Suceessor Exchange may be bolslered

thereby rendering improved Hguidity and alvo provide greater comfort ey IRVESIOrs.

With integration of the stock cxchanges, all of the trading activity shall be ceniralized at the
successor stock cxchange, This will ensure [nancial viabilily ol the successor stock exchange
with a greater proporlion of its income generated from its stock exchange related business. A
stronger institution would enable the suceessor stock exchange (o expand ils aperations across the

country thus increasing the investor base and also attracting new issuers. This would nol only

increase liquidity in the market but alse Turther strengthen the stock exchange’s financial

)
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increase.

position, The prospects of attracting strategic investors and foreign investment would therefore

Section 3.5 of the schemes: TRY Certificate Holders of Transferor shall become TRE

Cerlificate Holders of the Successor Frechange ar wa additional cost or expense 1o them, and
price discover)

! 2X
are infended to have access to g much larger pool of lgwidity and oppoviuaity for efficient

In terms of the schemes. TRE certificate holders of LSE und ISE wall become THLL certiticate

holders of the successor stock exchange withoutl any cost and hence have direct access to a much

more liquid trading platlorm. TRE certilicate holders of LSE and 18K will be able to attract more
clieniele and benefit from their geographical location. Mercover, the benelits ol nel requinng a
third party to execute the trades on their behalf would lead o inerense in volumes based on lower

brokerage lwe. I inlegration of Borsa lstanbul is taken as a reference point. where the trading

volumes hit all time high post integration, it can be expected that the TRE certilivcate holders will

experience an increase in business. Further, TRE certificate holders of 15150 and 15E would also
markel.

pain access to @ more diversilied products base, especially the derivatives segment and debt

Section 3.6 of the schemes: frcongruent base minimum capital requirements aeross The
Holders.

country sholl stund ratinonalived therehy affording level playing field 1o ol TRE Certificate
This is discussed in detail in later paras of this order
Section 3.7 of the schemes: The emergence of a single securities market shall be in the bes!

imterests of the investors aid the general public. This markel will wiso joster high standards of
ke,

professionalivm amons marke! participants for the evermial groweh of the domestic cupital

i
i
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I'rading volumes and a deeper order book make it casier to transact in a particular seeurity with a
reduced bid-ask spread and lower impact cost. This alse facilitates investors desining e sell their
seeurities guickly and efficiently and therelore investors generally prefer trading at stock
exchanges that are more liguid. Cureently, investorsiclients of LSE and ISE brokers pay
additional cost to have their orders execwted through KSE brokers considering the concentration
of trading activity at KSE. A single platform would therefore address factors relating 1o equal
aceess, price discovery and competition between brokers, leading to best execution of orders for
investars irrespective of geographical location with lewer commissions and reduced fransaction
costs. Further, this would limit the risk associated with inler-exchange broker-lo-broker {Buld)

trading,

Section 3.8 of the schemes: Caonsistent with the provisions of the Al and subject lo regrdatory
appravals to be procured in due cowrse, the Successor Exchanyge shall be enabled to list its own

securitivs, and the Investors would enjoy benefits altaching thereto.

Although, corporatisation and demutualization ol the stock exchanges has been achieved, the Act
specilies a number of steps to be taken in order to fully realize the purpose, objective and spirit ol
demutualization. These include divestment of 60% of the stock exchanges” shares with up 1o #%
o be sold to stratcgic investor(s), i stock exchanges, depository companies, derivative
cxchanges and clearing houses, and not less than 20%: 10 be issued to the general public through
an Initial Public Offer {1170}, The Commission in excreise of powers conlerred upon it under
section 12(1) of the Act issued dircetives to the KSE, LSE and 1510 vide letter dated August 20,
2014 for above divestment, The Commission vide its letter dated February 11, 2015 based on the
exchanges’ reguest extended the timeline for [PO by a period of six menths from the limeline
specified vide earlier directive of August 26, 2004, The three stock exchanges have been in
conlael with various international exchanges for divestment of stake lo siralegic nveslors.
However, the same has vel not materialized. The KS had been relativelv at an advanced stage ol

negotiation with a prospective international strategic investor which has made integration of local
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stock exchanges one of the conditions of its offer, Both the smaller stock exchanges e LS1 and
ISE with meuger trading activity/revenues have been unable o attract any strategic investor tll
date. With integration the successor stock exchange would be in a much better posilion Lo nol

only divest its shares to a strategic investor, but also offer its shares (o the general public.

Section 3.9 of the schemes: Vhe proposed Scheme will enable optimal wiilization of available
resources, rationalization of overlapping facilivics, infrastruciure and regulatory mechanism,
improve overall compelitiveness of the buvinesy af the pational as well as regional level, and

Relp the Successor Krchanse to better face the current and future challenges and opporiunities,

Integration of the stock exchanges is cxpected to result in a reduction in fragmentation of the
market while increasing efliciency through achieving economies of scale. This would also lead to
an ineTease in syoergies within the local market structure as well as enhanee access W regional
and global markets. With one stock exchange providing all the services and products, duplication

would be eliminated thus reducing costs w the market,

Scetion 3,10 of the schemes: The Transforer would be well poived fo conduct business as o
non-hanking finanee company amd conteifuie do the development of the national ccoromy,

thereby enhancing prospects, ncluding shareholder value, for the Transferor,

The schemes proposc thal alter integration off K81 with LSE and KSE with ISE, the surviving
entities of the transferor stock exchanges ie. LSE and ISE shall conlinue 1o exist as public
limited companies under the Companics Ordinance, 984, entitled w undertake business as Non-
Hanking Finance Companics (NBFCs). The LS has opted to fanction as investment finance
company and 1SE as o Real listate Management Company. This model of integration should be
lavorable for the existing sharcholders of LSE and ISE as they shall continue to receive benefits
from the vperstions of surviving entities™WBFCs. These companies would also add towards

development of the domestic capital market,
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14. The Commission further had the following additional eonsiderations:

14.1

To determine the way forward for our capital market. it 15 essential o consider Pakistan’s stock
exchanges from a business viability perspeclive. Since lhe business model is best understood
after greater insight inte the trading paltern and contribution of each stock exchange to the total

markst volumes, accordingly, information with regards to mading activities and revenue

Trading Activity at the stock exchanges:

generation were obtained from the stock exchanges as summanized below:

Stock Traded YVolume (%hage) Traded Value (%eame)
Exchange | 2014-15 | 2013-14 | 2012-13 | 2014-15 | 2013-14 | 2012-13
KSE GO T3 | S941% | 99.00% | 99.91% | 99.81% | 99.63%
LSE 0,25% 0,55% 0.87% 1.08%: 0.18% 0.34%
ISE 0.02% 0.04% 0.03% 0.01% 0.02% (01 %
Total 100.00% | 100.00% | 100.00% | 100.00% | 100.00% 100.00%

From the analysis of trading Jdala provided by the stock exchanges it is evident that historieally,
trling wolume has heen concentrated at KSE as the more liquid trading platlorm, While K515
share of trading volume has varied over time, it has mostly remained responsible for over 99%
of the trading activity 1n the preceding three vears. whereas share of the trunsleror steck

exchanges in annual trading activity is less than one pereent combined. 1 has also heen observed

that the trading activity on LSE and ISE hus been consistently shrinking.

It may be noted that a certain pervenluge of the volumes at KSE are due to trades generated by

broker of LSE and 1515 by routing orders to KSE through brokers of KSE and subsequently
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settled by respective brokers of LSE or ISE using the BtB functionality provided by the NCCPL.,
Though there is no role of the transleror stock exchanges in such rades, however since such
trades are generaled] by the brokers of transferor stock exchanpes. an analysis of the BiB

transactions is carried out based on the following data furnished by NCCPL;

In comparison with lotal trade activity at KSE
Stock Traded Volume (%oage) Traded Valoe (%hage)
Exchange | 2014-15 2013-14 | 20012-13 | 2014-15 2013-14 2012-13
| LSE 3.86% 337% | 496% | 1R0% 3.52% T03% |
ISE 1.36% 1.33% 1.69% 00,60% 1.21% 2.62%
Total S29% | 560% | 6.65% | 2.40% 4,73% 5.63%

From the above, il is noticeable that the share of BtB transactions with respect w the wtal
trading activities is very low and reached 5.22% ol total transaction volume and 2.40% of total
transaction value of KSE in 2015, respectively, 1 is imporiant to note that the share of total
BB transaclions is also continuously decreasing, thereby supporting the view (hul this model
of trading is not sustainable. Hence. it mayv be concluded that even considering the BtB

contribution. the KSE i3 currently responsible for over 90%: of trading volumes.

Considering the business model of the stock exchanges, the Commission conducted detailed
analvsis of revenue break-up provided by the vansferor stock exchanges in respecl of stock
cxchange business and non-stock exchange business. Revenues from stock exchange business
have been calculated by considering revenue from listing lee, trading fee and non-trading fec
whereas classification of non-steck exchange revenue has been made based on revenue
senerated rom profit on deposits and investments, rental incomed/gain on sale of property.

management fee, share of profit from sssovisles, other income. The analvsis is depicted below:
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Stock Core Revenoe {Yaage) Non-Core Revenue (Yoage)

Exchange 1014-15 (2013-14 (201213 [2014-15 (2013-14 |2012-13

L5E 3% AT 3% T 1% 3%

ISE 25% 22% 2% 75% T8% 8%

A glance at the above makes it clear that continued survival of the transferor slock exchanges
is heavily dependent on the income generated Fom their non-vore business activities. It also
highlights thal in atiempts o compensate for low revenue from core activities and explore
other revenue penerating alternatives, the transferor stock cxchanges ure relyving on generating
income from non-core business activities and ISE appears (o have shified its focus to property
business, This situalion raises alarm regarding lack of efforts and intent of the stock exchanges

fisr improving the infrastructure and state of technology in our capital markels,

This alsa indicates that the issuers being listed at LSE and ISE are not getting any secondury
market henefit despite paving annual listing fee. The analysis [urther depicts that the transferor
stock exchanpes are nol [unctivning as stock exchanges in their true sense. as their major
revenue generaling elfors are focused on activities other than their core function Le. o

provide a viable platform for capital generation and investment allernatives,

Globally, exchanges have expanded through product diversification backed wilth research
regarding the most feasible and commercially viable product models. expanding market outreach
and technological advancements. Stock exchanges globally, have traditionally derived income

from listings, trading services, membership fees and sale of market information,

At the time of demulualizmtion in terms of requirements of section 4{1) of the Act, the stock
exchanges submitted detailed five year development plans o the Commission. The business

plans of the three stock exchanges conveved an acceptance and realization regarding the need
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for exploring avenues to increase hquidity, enhance the investor base, engage in grealer markel
development efforts and pursue avenues for ensuring altermate sources of income. The
Commission observed that while KSE did show some progress on certain aspeets, LSE and ISE
despile lapse of over three vears Lailed (o deliver any realizcable progress on (he envisaged

measures and the targers and timelines as contained therein.
142  Competition in Market:

The Commission considered the martter from competition perspective in light of the CCP order
of November 17, 2015 in the case: 757 Mereer-CCF/L S i paras 21, 23, 36, 37 and 38 which
suppoerts the Commission™s analysis, in relation o the performance of LSE and ISE vis-fi-vis
KSE. The CCP order reinforces the Commission’s stance that historically KSE has been the
dominant exchange, In terms of trading velumes, tumover, market capitalization, number of
listed compuanies and products ollered 1o investors, UTS - the combined trading platform of LSE
and 151 has also not been ahle to pose a competitive threat to KSE. Further, 1LSE and ISE can be
categorized as non-performing stock exchanges based on their operational and lnangial
performance. The Commission therelore views thal the integration route would provide the non-
performing stock exchanges an opportunity to exit while they shall continue to exist as public

companics and pursue business of non-banking finanee companies,
143 Historical perspective:

The formal process of corporatisation and demutualization ol the steck eschanges was
iniated under the Asian Development Banks™s Financial (Non-Bank) Markets Govemnance
Program (FMGP) 1™ tranche conditions in year 2002-2005. The policy matrix in its 1% and 2™
iranche conditions ingluded demutualization/integration of stock exchanges. he Commission
on February 17, 2004 had sct up an Expert Committee, comprising ol national and
internadional  securities markel experts, 1o examine the feasibility of demutualization,

integration and transformation of the stock exchanges, The Expert Commiltes while presenting

L

a 4 of 58




i -
ei_.: ;:; Securities and Exchange Commission of PaKistan
'ﬁ-l % ]

e
aln
e _..F.::"l_l'r i

s

SECP
two models for demutualization recommended u fully integrated, demutualized stock
exchange. It sugpested that the process of infegration and demutualization should lake place
simultaneously and should be enforced theoupgh the enactment of a special law/legislation.
Additionally, it recommended that the decision for bolh demutualization and integration
should be taken by the Commission, as the (wo processes have implications on the mterest of

INvestors.

In this contexl, the Commission alse considered a proposal of LSE for formation of & wholly
owned subsidiary that would acquire TRE cerilicate of KSE. The Commission also evaluated
this proposal in the conlext of both local market considerations and international experience.
Similur subsidiary model was followed in India and experience reflects this model did not
contribute towards penerating trading aclivily on the exchanges” own trading platform which
apted for trading rights of the more active exchange. In fact such exchunges with low trading
volumes were categorized as ‘non-performing slock exchanges” and their licenses were
eventually derecopnized by the regulator, The 15175 proposed model would have resulled in

peneration of more trading activity at KSE but not at the LSE.

15. In addition to above considerations, the Commission weighed the expected benefits of

integration to the following additional stakceholders:
15,1 Gowvernment of Pakistan:

Over the vears. the Government of Pakistan (*GOP™) has played a critical rele in the
development of capital markets in Pakislun through various measurcs under liscal and
privatization policies making il one of the key stakeholders in the stock markets. In the early 90'
investment by loreigners in stock markets was allowed on equal basis with local investors under
the liberalization policy of GOP, Special Convertible Rupee Aceount was introduced to facilitate

foreign investors to move funds withoul any prior permission. Under the privatization policy
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since early 1990's a host of transactions have been completed through primary and sccondary

oflenings, Accordinglv, 24% ol curren! marke! capilalization has been contributed by Gol*.

(In the fiscal side, GO has given incentives for listing on a stock exchange in shape of tax
differential which led to a boom in listings in carly to midl990's; cven today there s lax
advaniage [or a company [or listing at a stock exchange. Investors in stock exchanges have also
benefited from GOP fiscal measures; capital gain tax on trading at a stock exchange even though
imposed back in 1973 was held m abevance till 2010 and this measure preally contribuled
towards bringing investors to the stock exchanges and increasing trading volumes. In addition o
the abowve, investors were allowed tax credit on investiment made in listed securities which
continues to be availabkle even today. Anather major contribution of GOP in bringing imvestors to
the stock cxchanges has been through ifts mmstitutions like National Investment Trost and
Investment Corporation ol Pakistan which plaved critical role in expanding ouotreach of stock
exchanges. Lastly, demutualization process apart from legal enactment was [acilitated by GOP
through fiscal measures under which stock cxchanges were exemplted [rom capilal gain arising

due to conversion [rom a guaranies limited company 1o one limited by shares.

Integration of stock exchanges as explained carlier will increase Hyguidity and bring depth in the
market; which will facilitule GOP 1o suceessiully execute ongoing privatization deals earmarked
Lo be done through the stock market. Additionally, higher umover is expected which would lead
to increased tax revenue under different heads. On a long term basis an inlegraled stock exchange
with brokers present throughout the length and widlh ol the country will act as a catalvst to
increase savings and channel these (o investments tor economic development. Furthermore, with
the approval of the Act by the Parliament, the povernment inlended lo provide the stock
exchanges with a Tamework lor integration o smaller and/or non-performing stock exchanges an

opporlunity o grow or exit.

15,2  [Dmplovees
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Although employed in a highly specialized indusiry, employees of the transferor stock
exchanges concerned with the undertaking were limited in terms of cxposure lo the siock
exchange business activities. This inhibited their ability to acquire the umygue capital market
expertize and potential in comparison 0 being employed at a much more active and liquid stock
exchange. The suceessor stock exchange, being a more liquid and vibrant market having greater
fiseus on its stock exchange business would enable such cmployees (o enler inlg mainstream
activities and acquire specialist skills and cxpertise enabling belier marketability, reputation,

expasire and career progression,

Integration is expected to play a critical role in attracting stralegic investors for development of
the stock exchange and the capital markel. Strulegic investment will also enable technological
partnerships with inlernational counterparts of good repure. It is further expected w0 result in
improved image building of our capital market and should assist in projecting a strong case for
Pakistan for reclassification at the Morgan Stunley Capital International (M3CT), the global
benchmark providers. which has included Pakistan in the uvpeoming 2016 Annual Market
Classification Review for a potential reclassification 1o MSCI Bmerging Markets (EM). The

reclassification will assist in ecnhanced inllow of foreign institutional investment 1n the country.

The Commission expects that post integration the succcssor stovk exchange will take additional
measures for improved governance having national level representation on its board of dircetors;
transparency and investor prolection, [ must strive to comply with all relevant principles of
International Organization of Securities Commissions sct 1o prolect inveslors, to ensure fair.
eificient and transparent securitics markets and to redoce systemic risk. Emphasis should
therefore also be on enhancing the capacity of successor stock exchange for miroducing new
products and markel development reforms, coupled with investor education and building market

cutreach.

A
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18, Notwithstanding anvthing to the contrary contained in the by-laws, reguolations,
procedures or any other document of KSE, LSE and ISE for the time being in force, the

following is ordered by the Commission to give effect to the schemes of integration:

18.1. Conncetivity of TRE certificate holders and the successor stock exchange's tfrading

SYStem

(il The Commission after granting its in-principle approval to the schemes has been
coordinating with KSE and other capital market infrastructure institutions to check their
readiness [or ensuring scamless connectivily and business continuily ol all TRE cerlificale

helders of LSE and 155 from the ellective date of inlegration.

{11}  As per the information provided by the stock exchanges, post-integration, rading svslem
af the successor stock exchange will be hased, operated and manaped centrally in Karachi
with disaster recovery set-up at Islamabad. TRE certificate holders of the successor stock
exchange based in Labore and Islamabad will accordingly be connected 1o the central
irading system from their respective locations. The new arrangement gives rise to various
potential connectivity issues due to remote location of TRE certificate holders based m
parts of the country other than Karachi, With the automalion ol securities trading globally,
the mechanics ol trading have evolved significantly which entail higher dependency on
electronic access to the centralized trading systems provided by the stock exchanges.
Market participants expect efficient trading svstems with minimal lag in data lransler 1o
curtail the potential for arbitrage due o system inelficiencies, Accordingly, the successor
stock exchange mush ensure that while the trading system is provided at a centralized
location. all participants have an equal aceess to the same and are treated at par with

reference 1o service availahilicy,

{111} As per section % of the schemes, the schemes shall not become effective until “Satisfaction

of the Commission thar all TREC Holders of the Transferor fexcept those suspgpuded) aned
-

=




i)

(v}

(vi)
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the SNuccessor Fxchange fexcept those suspended) shall have access to and are assured
seamiess and real Bme aecess fo the roding yystem of the Stccessor Exchange so gy aof lo

carse gy disruplion of trading activity by ame TREC folder ™

Therefore, in order to ecnsure smooth operational transition and unintermuplsd Inding
following integration of the stock exchanges, the matier of post-integration connectivity of
Lahore and Islamabad based TRE cerificate holders of the successor stock exchange,
including other areas, is considered primarily with respect to sufficieney, latency,

reliability. redundancy, seccurtty and performance of new connectivily set-up.

K5I has confirmed vide its e-mail communication dated December 1L 2015 thal 1 has
already deploved connectivity sctup between Earachi and Luhore, Karachi and Islamabad,
and Lahore and Islamabad, The TRE certilicate holders of the successor siock exchange
operating from within the buildings of the transferor stock exchanges have been connecled
through LAN. All other TRE certificate holders will be remotely connected in a similar
manner as existing TRE certificate holders of KSE operating from outside the KSE
building, Simulaneously, Lahore and Islamabad based TRE certibicate holders wall alse

have direct access to systems of the WCCPL and the CDC.

KSE has [urther conlirmed that it has established and tested connectivity with premises of
the transferor stock exchanges through primary data cireuit provided by the existing
service provider, In order to lurther eliminate relianes on one service provider, alternate
arrangemenis have been made by establishing secondary site to site connectivity between
the said premises which will operate on the model devised for primary dula cirewil. All the
TRE certificate holders of the transleror stock exchanges, who opted w test new system,
have been provided with required I'l related services enabling their participation in mock
trading sessions singe November 16, 20105, Confirmation of successtul integrated system
esting of the successor stock exchange, NCCPL and CDC has also been received from

-~
these entitics, The transleror slock exchanges have also confirmed that they have reviewed
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and tested relevanl systems and found them satisfactory. Additionally. KSE has confirmed
provision of pre-production mock trading sessions lor TRE ecerlificals holders of the

transferor stock exchanges prior to the effective date of integration,

(wit) The ransferor stock exchanges vide their e-mail communication dated December 9. 2015
and the successor stock exchange through its email ol December 1, 2003 have considersd
third party venfication to independently test and verify reliability, redundancy, security
and performance ol connectivity sel-up, The suceessor stock exchange has provided final
report for third party verification which has been conflimmed by the iransferor stock
exchanges. For effective business continuity and disaster recovery following integration of
the stock exchanges, KSE has confirmed that it has developed comprehensive business
continuity and disaster recovery policy covering the basic policy, systems, provedures and
other matters related to continuing business, in consultation with the transferor stock
exchanges. This policy 15 ualso being implemented to cnsure continuity of critical

aperations of the successor stock exchange during any disaster.

iviil) While baving considered the armmangements made by the successor stock exchange to
adequately cover lor aspects with respect 1o sulhciency, latency, reliability, redundancy,
security and performance of new connectivity set-up, the Commission is of the view that
this 15 an ongoing process and expeets the successor stock exchange to continue to strive to
improve gvallability of its services in the fulure, Thus, m order to ensure cqual aceess (o
every TRE certificate holder of the suecessor stock exchange with adequate back-up
arrangement. the successor stock exchange shall obtain qualitative certification of its
conmectivity sel-up and acquire suilable business conlinuily management cerlification on
periodic basis. The successor stock exchange shall also ensure that issues relating to
sulliciency, lateney, reliability, redundancy, securily and performance of new connectivily
set-up are adequately provided for in oeder to ensure smooth access to its trading system by

all TRE cerhificale holders.
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18.2. Treatment of Funds maintained by the stock exchanges for investor protection, and

clearing and seftlement of trades

{1} As per section 6.17 of the schemes, “All claims relating to the dealings on the Transferor
prior to the Effective Daie shall continue 1o be handled hy the Transferor, and shall he mer
oni of the corresponding trust funds establivhed by the Tremsferor in accordance with the

fermy of the trusi funcds”

{11} In order to enhanee investor protection and ensure continuity of clearing and scttlement of
trades, including protection of TRE cerificate holders lor such purpose, each stock
exchange presently maintains its separate investor protection funds and clearing and
seltlement protection funds (“fund™ or “funds™ as the context requires), under different

names, through trusis.

(11) Sinee meeplion, the objectives of these funds have primanly been to provide requisite
protection 1o the market and its participants, and 1o consistently serve as a source of
stahility and recourse in times of distress. Considering that the stock exchanges are heing
mtegrated pursuant to this order, 1t is important to provide adequate treatment for these

lunds and especially the funds ereated and maintained by the transferor stock exchanges,

(ivy The Commission, in the best interest of the marker and to ensure protection of investors’
interest, has coneluded that the future treatment of these funds should be aligned bath with
the imended objectives for which the same were created and the spirit of the applicable
laws and trust deeds. Since TRE certificate holders of the transferor stock exchanges are
becoming TRE certificale holders of (he suceessor stock exchange and would continue 1o
actively participate in trading activities, it is essential that requisite safety nets continue for

Lhe market.
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(v} Given the cotical role of these funds lowards protection of public interest and the greater
interesis of the capital marker, the Commission has concluded allowing the funds to exist
in their present structure and form, to be maintained and managed in the manner as
preseribed by the Commission in the Regulations. The transteror stock exchanges and their
respective TRE certilicate holders shall not have anv nght of clom whatsoever against the
funds presently maintained by the transferor stock exchanges, except as otherwise intended
in the ohjectives for creation of the funds ie. to protect investors and ensure continuity of

cleaning and scettlement of trades, as the case may be, and as reguired in applicable laws,

18.3. Treatment of claims and complaints against TRE certificate holder of the transferor

stock exchanges
(i) As persection 6.16 of the schemes:

Al pending claims in vespect of any violation by ary TREC Holder of the Transferor or
redeting to the dealings on the Transferor prioe to the Effective Dare shall be derermined in

aecordance with the directions of the Commission”

(i) For the purpose of this part:
a) *Claims"” means investor claims against defaulted broker{s) 1.c. a broker who was expelled
from membership or whose TRE certificate was or is cancelled or [orleited by the fransferor or
suceessor slock exchange, as the case may be.
b) *Complaints” means investor complaints agaimst the TRE certificale holder of the

transleror stock exchange.

(iii} The TRE centificate holders of the transferor stock exchunges shull become TR certificate
holders ol the successor stock exchange pursuant to this order. Thus. it is esscntial to

provide adequate treatment for claims and complaints of inveslors against TRE EertiﬁcﬂtEH,

A
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holders of the transferor stock exchanges regarding trade related dealings at the transteror

stock exchanges prior to the ellective date ol integration.

{iv} Lahore Stock Fxchange Limited
Az per information provided by LSE under the Act and the Regulations, the status of
outstanding mvestor claims/complaints against its brokers as on November 27, 2015 15 as

under:

a) (Outstanding Claims
3,455 investor claims apainst 14 defaulted brokers of LSE are pending mvolving an

amount of 152181 billion.

by Outstanding Complaints
There are 7 investor complaints pending agsinst & brokers of 1L5E. {ut of these 7
complaints one is pending for adjudication belore the court. 2 are in arbitration process,
one 1s pending with the Federal Investigation Agency whereas the remaiming 3 are being

investigated and/or reviewed by the stock exchange and/or the Commission.

{v} Islamabad Stock Exchange Limited
As per inlormation provided by ISE under the Act and the Regulations, the status of
putstanding investor claims/complaings against its brokers as on November 27, 2013 is as

under:

gl Ouistanding Claims
2024 investor claims against 17 defaulted brokers of ISE are pending involving sn amount

of Rs.577.04 million out of which Rs. 118404 million has been paid whereas Rs458.0638

million 15 shll eutstanding.

-
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There are 7 investor complaints pending against & brokers of 155, Owl ol these 7
complaints, 4 are pending lor adjudication before the court, one is in arbitration process
whereas the remaining 2 are being investigated andior reviewed by the stock exchange

andor the Commission.

Treatment

All outstanding claims and complaints against any ex-TRE certilicate holder/ex-member of
4 Iransteror stock cxchange at the time of integration and any foture claim and complaing
agains! any of the TRE certificate holder of a transferor stock exchange on the effective
date of integration, perlaining Lo dealing in sccuritics being TRE certificate holder of
transferor stock exchange prior to the effective date of integrmtion ol the stovk exchanges

shall be deall with in the following manner:

Complaints

All existing and future complaints against TRE certificate holders regarding trade related
dealimgs at the transleror stock exchange prior to the effoctive date of inteeration shall be
handled by the Funds Committee, constituled by the Commission, in the manner as
presenibed mn the Regulations. In case of non-compliance by TRE certificate holder of the
Iransleror stock exchange. who by virtue of intepration becomes TRE certificate holder of
the successor stock exchange, with an arbitration award passed by the Funds Commillee,
enforcement action(s) including but not limited o suspension, forfeiture and cancellation
ol TRE certiicate againsl such TRE certificate holder shall be cammicd out by the successor
exchange as preseribed in the Regulations.

Appeals apainst an arbitration award passcd by the Funds Committee may be filed with the

Commission as prescribed in the Regulations,
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Claims

al All existing outstanding claims as on the effective date of integration of the siock
cxchanges shall be handled by the Funds Committee, constituted by the Commission, in
the manner as prescribed in the Regulations,

by All claims arising or received, as the case may be, aller the ellective date of integration ol
the stock exchanges apainst TRE certificate holders of ransferor exchange who by virtue
ol miegration become TRE certificate holders of successor exchange. relating to business
prior we the effective date of integration ol the stock exchanges shall be handled by the

successor stock exchange in the manner prescribed in the Repulations.

ivil} Duties of transferor stock exchanges

a) Both LSE and ISE shall. on the effective date of integration of the stock exchanges, furnish
copies ol all reconds relating (o any complaints and claims available with cach transferor
stock exchange to the respective Funds Committee constituted by the Commission under
the Regulations.

b} The surviving enlities ol the transleror stock exchanges shall maintan such record relating
to any complaints amd claims available with cach ransferor slock exchange in ils
possession and shall not under any circumstances destroy, move, transfer, tamper with or
carry out any activity which would constitute tampering with, destruction, transfer or
moving the records unll expressly permilted in wriling by the Commission,

¢} the surviving entities of the transferor stock exchanges shall, whenever required,
cooperate with the respective Funds Commitice or the Commission, as the case may be,

relating 1o any matier pertaining to such complaints aml claims,
18.4. Base Minimum Capital

(17 According to the section 6.7 of the schemes,
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“Any bave minimum capitel, paid wp capital or ey other regulatory reguirement at the
Swccessar Fxchange shall be avsessed and decided by the Commission jor ol TREC [oiders

o ensure continuity of husiness of TREC Hodders of Transferor”

i11) The present requirement o maintain the Base Minimum Capital (BMC) at the stock
exchanges emanaies from the need (o provide o saleguard in the case of defauli by a broker
te seftle investor claims. I'rior to demutualization, the stock exchanges had recourse to the
membership card of a broker whereby i the case of default of a broker, the membership
vard wys sold and the proceeds were ulilized o reimburse the imvestors, It 1s worlh noling

that the subject treatment did not result in any additional cost to the broker.

(i} Pursuant (o demutualization, the membership card was replaced with TRE certiticates and
shares of swock exchanges, thereby segregating the right to trade on a stock exchange and
the ownership rights of a stock exchange. Henee, the BMC, as a substitute of membership
card, also comprised o TRE cerfilivate and 40% shares of stock exchanges oul of 1oial
shares allotted w an initial shareholder, which are freely available. In contrast to the
previous model, it became necessary to assign a value to the BMC. or to be more accurate,
to both the components of BMC, due o the el thal the TRE certilicates issued o the
initial shareholders were only (ransferable once and the new TR certificates o be issued
by the stock exchanges were non-transferable. Accordingly, once a TRE certificate was
transferred or in the case of a non-transferable TRE cortificate issued by a slock exchunge,
the TRE cerfilicate in guestion could not be sold to compensate the investors. Accordingly.
in such a case the concerned broker was required to deposit cquivalent amount ol cash or
bank puarantes with the stock exchange. Purther, demutualization implied that a TRE
cerlificate holder need not be a shareholder of the stock exchanges. Accordingly, any
initial shareholder can sell or transfer the 40% sharcs allotted to it while remainmng «
broker. Similarly a broker which has acquired TRE certificate from an initial shareholder

or has been issued a new TRE certificate by stock exchange may nol hold the shares ol
o~ Loy
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stock cxchanges. In such cases. the concerned broker again had to deposit equivalent

amount ol gush or bank puarantee to fulfill the BMC requirements,

In the absence of any active market for TRE certilicates or the shares of stock exchanges, it
was decided to value the shares at breabup value whereas the TRE cerlificals was 1o be
valued at g notional value 0 be determined by the boards of the stock exchanges on the
basis of their knowledge rezarding the murkel value of a TRE certificate. As a result. the

BMUC requirements were different for the brokers of different stock exchanges,

In contrast to the earlier practice of lien-marking of membership cards, (the BMC modcl
tmplicd that any new broker would have to deposit the amount of BMO with the stock
exchange in the [omm of cash or bank guarantee since the TRE certificate of such beoker
would be non-transferable and it may nol acquire the shares of stock exchanges while
obtaining TRE certificate. Hence. a high value of BMCO started o act as entry barrier 1o the

brokerage mdustry,

As a consequence of integration of the stock exchanges, all TRE vertilivate holders of the
transferor stock exchanges are to become the TRE certificate holders of the successor stock
exchange. Henee, there 1s a need to specify a uniform reguirement of BMC for all brokers.
Further, the revised requirement needs 1o be prugclical and reasonable considering the size
of brokers of all the stock exchanges as well as the existing applicable BMC requirements,

r ensire continuity of business through the process of nfegration of the stock exchanges.

Keeping in view the atorementioned facts and considering that majority of investor claims
pertain o the misuse ol chent securilies under custody of brokers, 1t 15 envisaged that the
required amount of BMC to be maintained by a broker shall be calculated with reference
the Assel Linder Custisly of such broker which represents the value of shares held in the

CDC accounts under control of the broker as defined in the relevant CIX regulations.
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(viii} BMC shall be maintained in the form of TRE cerlilicates, cash/bank puarantces/margin

s
cligible sceurities, shares of the successor stock exchange and shares ol surviving entities
ol the fransferor stock exchanges. Further, bank guarantees from the trust funds currently
being manages] by lransteror stock exchanges may also be provided to meet the BMC
requirement of TRE certificate holders ol the frunsieror slock exchanges who become TRE
certificate holder of the successor stock exchange. Furthermore, 60% shares of the
sucpessor slock exchange lving in blocked accownt may be wtilized towards BMOC
requirement by the respective broker provided the broker lumnishes an undertaking (o the
successar stock exchange to forego its rights on the proceeds from sale of such shares in
aceordance with reguirements of the Act. These requirements for BMC shall be part of the

successor stock exchange’™s regulations aller approval of the Commission under the
18.5.

Securities Act, 20135 and shall take effect from the effective date of integration

Treatment of TRE certificate holders

(i)

As per the section 6.4 of the schemes

All exixiing regpistered TREC Holders of the Transferor, who are registered av hrokers with

the Commission, shall become TREU Halders of the Successor Fechange and shall be deemed

TREC Holders of the Suecessor Exchange without payment of any admission fee/cost cnd the
the Commission’

(1)

need of execution of any separate insirument or vegistration with the Swecessor Exchange and

As per the section 6.3 of the schemes

ANl TREC Holders of the Exchanges shall hove and enfoy the same wigphiy oand enfitlements

wader the Act as if they were TREC Holders of the Successor Exchavge. Provided thar, any
TREC Hoider of the Transferor geoinst whom any disciplingry aeiion or suspension i
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pending shall mor become TREC Helder of Suwocessor Fxchange unless such action or

suspension is removed "

(i} As per the section 6.6 of the schemes:

All TREC Holders shall be entitled to vecord and display their statuys as TREC Holder of the

Suecessor Exchnge

(ivy As per the section 6.8 of the schemes:

All TREC Holders of Transferor shall he deemed in all vespects, ar par with the existing

TREC Huolders of the Successor Exchange with respect fo @l the rights and entitlementy 1o

trade or assert treding righis thereal, including but not limibied 1o, in oecordarce with the det

(v

In accordance with requirements of the Act, all TRE certifieate holders of KSE, LSE and
ISE registered as brokers with the Commission on the ellective date of integration shall he
deemed 1o be TRE cerlificale holders ol the successor stock exchange unless otherwise
provided hereunder, 'TRE certificate of the successor stock exchange shall be issued to all
such existing TRE certificate holders of KSE. to reflect the change in name [rom KSE 1o
PSX. TRE vertilivates of successor stock exchange shall be issued o the existing TRE
certificate holders of LSE and ISE registered as brokers with the Commission and all TRE
certificates issucd by LSE and ISE shull stand cancelled on the effective date of
integration, The TRE certificates shall be deemed to he issued under section 3 of the Act.
subject to the conditions provided herein below, Morcover, all TRE vertilicule holders,
presently registered as brokers with the Commission, shall be deemed registered as brokers
ol the successor stock exchange. Provided that in the case of any TRE certificate holder
who has not applicd for renewal of registrution as broker or ils application for registration
is pending with the Commission or with the relevant stock exchange, TRE cerfificate of

successor stock exchange shall be izsued however, such TRE cerlificate shall be valid for
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the period of six months within which such TRE certilicate holder shall obtain registration
as broker with the Commission and comply with other reguirements prescribed in the Avt
and failure 1o oblain registration shall result in the lapse of such TRE certificate, The
treatment provided in sub-paras I oand G below shall be applicable in respect of right

transier the TRE certificates.

18.5.1 Suspended TRE certificates
(viy TRE certificate holders under suspension on the effective date of integration shall be
1ssued TRE certificate of suecessor stock exchange however their status quo shall be
maintained and the TRE certilicate shall be relained in the custody of successor stock
cxchange until the cause of suspension is removed or any Farther disciplinary action 15
taken against such TRE certilicale holder by the suceessor stock cxchange, However, any
suspension on the directions of the Court or any olher competent authorily shall only be
remaved on the directions of such authority. The transferor stock exchanges shall provide
complete record of any such suspended TRE certificates to the successor stock exchange to
enahle the successor stock exchange o assess connuibviremoval of the caose of

SLESPENSioN.

18.5.2 Expelled Membership or TRE certificates Cancelled/Forfeited
ivil) I'RE certificates of the successor swck exchange shall be dssued in liew of
membershipd TRE  certificates expelled, cancelled or forfeited by the transferor stock
exchange(s) it there are any investor claims sull pending against such TRE certilicate
holders. These TRE certificates shall be issued in suspended status and kepr under custody
ol the successor stock exchange, Moreover, the suceessor stock exchange or the Funds
Committee, as the case may be, shall be authorzed 1o ulilize sale proceeds of such TRD
certificate for settlement of pending investors’ claims in accordance with the relevant
regulutions und any amount lell with the suceessor slock exchange or the Funds
Committee, as the case may be. after sarisfaction of investor claims will be transferred to

the successor stock exchange’s Investor Protection Fund,

-
-
-
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18.5.3 Lapsed TRE certificate
ivili) Mo TRE certificate of the successor stock exchange shall he issued apainst any TRE
certiticate which has lapsed due to the operation of the Act. However. such lapsed TRE
certilicale which has been remstated by any competent authority or Courl of competenl

Jurisdiction shall be treated 1 terms of the order of such competent authority or Court,

18.5.4 Membership/TRE certificates under Litigation
{ix) Incase of any suspended, cancelled or forfeited TRI certificate or a membership of the
stock exchange in the pre-demutualization scenario where the membership has been
syspended or expelled, and the matler i3 under htigaton in any courl of law, 8 TRE
certificate of the successor stock exchange shall only be issued in lien of the same as per
decision of the respective court. The transferor stock exchanges shall provide complete
reeord of any such TRE certificales/memberships 1o the successor slock exchange w
enable (he successor stock exchange fo remain updated of the stams of such TRE

certificates! TR E certificate holders.

18.5.5 Isspance of TRE certificate
(%) In order 1o issue TRE certficate of the successor stock exchange, 'RE certificate holders
of existing stock exchanges shall after being evaluated in terms of the above pobicy

parameters, be broadly categorized into Tollowing categories:

15.5.5.1 Single TRE certificate:

i(xi) Any TRE cerlificale holder who holds o transferrable TRE certificate of either the
successor or the transferor stock exchange shall be issued one transterable TRE certificale
of successor stock ecxchange. Howewer, any TRE certilicale holder who holds non-
translerahle TRE certificate of either the successor or transteror stock cxchange shall be

entitled to only non-transferable TEE certifivate of suevessor slock exchange,
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Multiple TRE certilicate holders and the right to transfer the TRE certificate

{x11) A per section 6.9 of the schemes:

“Subfect to provisions of Section 16{2p of the Acl i) us o conveguence of this Scheme of

fntegration, a persen becomes holder of more than one TRE Certificate, such person shall

he entitled to hold or xell the additionad number of TRE Cersificate”

(xili) In case where a person holds TRE certificates of more than one stock exchange on the

ellective date ol integrution, the [ollowing ireatment will be applicable;

(4]

{b)

]

{d)

A person will be 1ssucd a TRE certificate of the successor stock cxchange agmnst cach
TRE ceniilivate held by such person. For instance, i 8 person holds onge TRE
certificate of the successor stock exchange and one TRE certificate of the transferor
stock exchange prior to the effective date of integration, such person will be issued
twir (21 TRE certificates of the successor stock exchange,

If & person holds a TRE cerificate of the successor slock exchange or the transleror
stock exchange prior to the effective date of integration against which the right of one-
time transfer as provided in section 16{2) of the Act has not been exercised, the TRE
certificate of the successor stock exchange 1ssued in licu of such TRE certilicale shall
continue 1o be transferable once, subject o clavse (e below.

If a person holds a TRE certificate of the successor stock exchanpge or the transteror
stock exchange prior to the effective date of integration against which the right ol one-
time transler as provided in section 16{2) of the Act has already been exercised. the
FRE certificate of the successor stock exchange issued in liew of such TRE certificate

chall not be ransferable.

If a person holds TRE cerfilicate ol (he trunsleror stock exchange and the successor

stock exchange and the right of one-time transfer as provided under section 16(2) ol

-
.
o
-
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the Act has been exervised against both TRE certificates prior o the eflective date of

integration, only one TRE cerificate ol (he successor stock exchange shall be issued
to such person which will not be transferable,

{c) I, as a result of application of above, a person holds more than one TRE certificate of
lhe suceessor stock exchange, such person shall indicate to the Commission the TRE

certificate against which il intends |0 maintain its registration as broker with the

Commission. If the excess TRE certificate of the suceessor stock exchange is

trunsferable, the night to transfor such TRE certificate must be exercised within twa

years ol the effective date of inlegration, aficr which such TRE certificate will lapse.

If the excess TRE certificate is non-transferable, it muost be sumrendered o the
sucpessor stock exchange and shall lapse.

I8.6.  Treatment of listed companics
(1)

As per section 6.13 of the schemes:

VAl securities or compramies listed on the Transferor Fxchange shall be deemed listed on
ihe Successor Exchange without the need to comply with any further reguivements of the
Suecessor xchanse, provided, always, thal the sialns of such securities or companies vis-
a-vis defoult or otherwise shall not be changed or affected in anyv marner. To the extent,
yuch securifies or companies are or were fiable to any action oF proceedingy before the
Transferor in Transferor s capacily as fronlline regulator, all administrative functions and

(i)

seftlement powers for recovery of monies or charges due to the Transferor shall be
underiahen In gecordance with the directions of the Commission”

As per section 6.14 of the schemes:

-~

o
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“Any securitics or compary deemed lited wnder Section 6,13 above, however, shall be
suhiec! to the listing vegulations and other reles and regulations of the Successor Fxchange

ars meay be fremed by the Succeessor Exchange from time to time ™

(11 Dwetails and analysis of securities listed on all three stock exchanges:

In terms of requirements of the Acl, securities listed al the transieror stock exchange shall
become listed at the successor stock exchange. Considering that some of these securities
are lisled on one or more than one stock cxchanpe. and a fow are in default of the
respective stock exchange’s regulations, adequate treatrment needs to be specified for these
seeuritics to be listed at the successor stock exchange pursuant to integration of the stock

exchunges,

Agprepate number of securities listed on the three stock exchanpes is 1,435 as per
information provided by the stock cxchanges. However. this number gocs down to 774
when cross listing is aken inte account, The breakup ol these listed securities by type and

stock exchange is tabulated below:

Type of Security | Listed on all | Solely Solely | Solely |Listed | Listed | Listed | Total
three Listed on | Listed | Listed | on KSE | on KSE on LSE
exchanges | KSE on LSE | on ISE | & LSE | & ISE l & ISE

Companies (Ord.) |79 108 3 | - 219 | 18 | 2 527

{'ompanies (P'ref.} 2 14} 2 - 1 , - - ]

Open end Mutual '

Funds 4 51 64 48 2 | - - 164

“Closed end Mutusal |

Iunds 3 4 - - 1 1 - b

Modarabas 14 f 1 1 | 6 - - 28

REITs 1 ) = - - - - - 1

Dbt Seeunties 3 |7 4 - - I . - 25

Tolal 206 196 74 44 | 229 210 . [ 774
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{ivl Out of 776 secuarities 455 {539%) are listed at K31 along with other (wo stock exchangss
cither jomntly or singly. However. this fipure goes up o 651 (84%:) when securities solely
listed at ECSE are accounted for, Out of the total 123 securities solely listed at either LSE or
151, P12 (91%) are open end mutual [unds which are technically listed and are not traded
on the relevant stock exchanpe. Instead. units of these mutnal funds are issued and
redeemed by respective fund manaper through appointed trustees at declared Net Assct
Value (NAV), Analysis of remaining 11 secorilies solely listed al either LSE or ISE shows
that there has been nil to negligible trading in these securities during the period June 2014
till Movember 2015, For the same period. it has been observed that more than 99% of
traded value and volume of 435 securities (listed at K317 along with other two stock
exchanges either jointly or singly) was at KSE. Listing dates provided by the stock
cxchanges of these 455 scouritics, reveals that KSE has been a prefermed choice ol

companies lor ishing as only 13 secunites hsted a0 LSE prior o histing at K51

(v) Treatment of Securities listed at KSE along with other two stock cxchanges cither jointly

or singly:

Listing of such securitics shall stand cancelled on the effective date ol inlegration a1 the
transferor slock exchunge(s) and shall be governed under applicable regulations of the

successor stock exchange.
(vi} Treatmenl ol Securities Listed solely at 151 or 151

In casc of sceuritics solely listed at LSE or [SE, such securities shall he deemed listed at
the suceessor stovk exchange while their listing at 1.5E or ISE shall stand cancelled on the
effective date of integration. However, if such securities arc included in delauller sepment
due to non-compliance with the regulations of their respective transferor stock exchange.
such securities shall be listed at the successor stock exchange and accordingly placed on s
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defaulter segment on the effective date of integration and shall be governed under

apphcable regulations ol the successor slock exchange,

{vir) sinee NCCPL issues umigue frade svimbols of the sccunties listed at all stock exchanges,

18.7,

(1)

(1i)

the securities translemed 1w the sueeessor stock exchange by virtee ol inlegration will

retain their unigue symbol codes.

Treatment of emplovyees

As per clause 6,19 of the schemes:

“Transferor's emplovees concerved with the Undertaking ax identified by the Successor
Exchange " Undertaking Emplovess”y, shall be offered emplovment by the Successor
Exchange amd the emplovment of the Undertaking Emploveey shall be terminated by the
Transferor wad ol their salaries, emplopment and other dues including terminal dues shall
be fully paid and sertled by the Transferor before the Effective Date. All employees of the
Transferor fother than Underiaking Emplovees) as of the Effective Dote, shall continue o
remain the empdopees of the Transferor, who shall be liahle for oll such salary, emplovment
and redundancy benefits entitled vo them in accordance with the rerms of their emplayment.
This Scheme of Integration does not cregle any new right or enfitlement or any benefit in

Sfervonr of any employee of the Transteror”

A per the information provided by the transleror siock exchanges under the Regulations,
21 emplovees were identified by the 1LSE as “concerned with the undertaking”, Out of
these, 5 emplovees were offered emplovment by the Commission and other capilal murke!
intermediarics, which they scceplel. The remaining 16 emplovees were offered
employment by the successor stock exchange which they accepted. | emplovee resigned

sinee the submission of scheme of integration. 26 emplovees of 1L5E decided to accept the

.
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voluntary scparation package and remaining 26 employees were retained by L3 [or the

business of NBUC from the ellective date of integration.

Further, ISE identified 14 emplovees as “concerned with the undertaking”, Oul ol these, 3
employees were offered employment by the Commission and other capital market
intermediaries, which they accepted. The remaining 9 emplovees were  oflered
employment by the successor stock exchange which they accepted. 43 employees of 15E
decided 1o accept the volunlary separulion package and remaining 33 employees were

retained by 18K for the business of NBFC from the elfective date of integration.

18.8. Treatment of Undertaking and Assets of the Transferor Stock Exchanges

(1}

(i1}

(iii)

In terms of requirement of the Act and as proposed in the schemes, the undertakings and
asscts of the transferor stock cxchanges are to be transforred to the successor stock

exchange in accordance with the schemes,

The Act defines nnderraking as “any trade or business of a stock exchange”. The term
shock exchange s defined under the Act as "o stock excliange registered under section 5 of
the Ordinance [Securities and Exchange Ovdinance, 1969] ar the time of commencement
of this Aoy amd Inclwdes a stock exchonge affer corpovalization,  demlpadizalion or
infegration as the case may be”. Vurther, the Securities and Fxchanpe Ordinance, 1969

defines a stock exchange as "any person who maintaing o provides a market place or

facilivies for bringing topether brvers amd sellers of securities or for ofherwise performing

wilh respect 1o securities the functions commorly performed by a Stock Exchavge, as that
ferm is generally wnderstood. and includes such markef place and facififies.” (Emphasis

15 added).

In view of the above, the term wmderiaking 15 delined 1n the schemes as follows:
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“Undertoking ™ beavs the meaning aseribed wncder Section 20ocicy of the Aot

Explanation: Far purpeses of this Scheme, Underraking of the Transjeror comprises stock
exchange business, thal is, the froding and listing services relafing fo the provision of the
mirkel place jor bringing together buvers and sellers of secarities or otherwise performing
tracding functions af a stock or securities excharge in aecordmice with license ssued by the
Commizsion under the Securities and Exchonge Ordinonce, 19689 and the Securitiey Ao,
M5 Provided, however that the Undertaking shall wor include any liabiline of the
Transferor on any account wharsaever ror shall include any obligation of the Transferor (o

ity employees, creditors or Sharefolder (el section 2,2.14 of the schemes |

(iv) Accordingly, section 5 of the schemes provide the scope of the schemes as “Thiv Scheme
iv inrended to provide the wreatmenr in respect of the Underiaking only™, [rels section 5,1 of

the schemes]
(v) The treatment of the Undertakings proposcd under the schemes are, as lollows:

“The Underlaking of the Transferar shall he transterved o and vest in and'or decmed to
have heen so transferred to and’or vest in the Successor Exchange withow! any further acl,

deed or instrument or maiter to be undertaken ”|rel: section 6.1 of the scheme|

i(vi} The Act defines assers as:

“ossels” means oll immoveble ard movable praperties (whether actual or contingent,
angible or ntangihle) and include all land, huilding, machinery and equipment, shares,
securities. deposits, cash, bank balances. profits, dividendy, jees, commissions, receivahies,
claims, confracts, licenses, privileges, reserve funds, imvesiments and all other vights and
interests i and arising owt of such properiy in the awaership, possession, power ar cantrol

of o slock exchonge of any gives fime

"
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(vii) The schemes do not envisage the transfer of complete assets of the entities of LSE and 151
into (he successor stock exchange, rather, proposes the transfer of Stock Exchange

Tusiness Asseis which is defined in (he schemes as:

“Stock Exchange Business Assets means such physical andior £ infrastructure relufed
avsels of the Transferor that may be ransferred ar commercial ferms 1o be agreed befween

the Tramsferar and the Successor Exchange puesuant (o this Scheme

{viii) The treatment of Stock lxchange Business Assets as provided in the schemes is as

[iel Doy

“The Stock Fxchange Business Assets of the Transferor may be iransferred, on mulually

agreed commercial terms, (o the Successor Exchange prior to the Effective Dare”
{ix) In this regard, section 17 ol the Act provides the scope of the intcgration as follows:

“Any two or more stock exchanges may, apon filing of a scheme of integration. and after
complignee with sich procedures as may be preseribed, he integrated by an nrder of the
Commission, so as to fransfer and vest in successor stoek exchange (“the successor stock
exchange”) oll the assets, underiakings and labilities of any stock exchange which. upan

stch infegration, is propose fo cease to exist. ™ (Emphasis is added),
(x) Moreover. section 18(6) of the Act stipulates that:

“Naotwithstanding anything to the contrary contained in any other law for the fime being
in force, with effect from the date of the order approving the scheme of integration, all the
assers, underfakings and liahilitics of the Iransferor stock exchunge shall in accordance

with the scheme of infegration, siand ransforved Jo, and vest i the successor stock

9 of 58




*f 'as; Securities and Exchange Commission of Pakistan

exchange. and the iransferor stock excharge sholl, with effect from the date of such order,

ceave fo exivi " (mphasis is added),

(xi) The schemes propose lo transfer and vest the “Undertaking™ of the transferor stock
exchanges into the successor stock cxchange. The proposed transler is in accordance with
the reguirements of seetion 18(6) of the Act and from the date of this order, ull the Stock
Ixchange Busincss Assels as mutually agreed by the transferor stock exchanges and the
successor slock exchange shall be trunsferred in accordanee with the schemes approved by
the Commission. Accordingly, pursuant o this order the stock exchange business ol LsI
and 151, which includes providing the services lo the issuers of sceurities to list their
securities and providing a trading platform o their respective TRE certilicate holders for
trading ol securities. shall be transierred and vest in the suceessor stock exchange, [ %
noled that the stock exchanpe business directly affects and is affected by the relevant
assets, particularly relevani |1 infrastructure; TRE certificate holders; relevant employees
and the listed securities. ‘The schemes alse provide for the treatment in respect of these
clements. The securitics listed ul the transferor stock cxchanges and the employees are
included in the definition of stakeholders and this order provides for their treatment in the

relovanl puras.

{xii} It is worth noting that the arrangemcnt between the transferor and successor stock
exchange which is the subject matter of this order is a proposed merger and not an
amalgamation, as thesc terms are generally understood, The term “Integration” is Jdefined

in the Act as:
“integralion T means the merger of two or more stock exchanges
(xiii) The term “merger” has been used Lo describe the process ol integration of stock exchanges

but iz not defined under the Act. It can be either a full or partial merger. In the case of «

full merger all the asscts and liabilities of the transferor entity arc merged into the




