RITIES & EXCHANGT COMBISSION OF PAKISTAN

Csecurities Marcket Jivisiom

Before The Director (Securities Market Division]

In The Matter Of Show Cause Notice Issued Te

Jamshaid And Hasan Securities (Pyt.) Limited

Under Rule & read With Rule 12 of The Brokers and Agents Registration Rules, 2001

Mumber and Dale af Molice Mo, MEWISMOILSEN (5)2006/58 dated Movember 02, 2007
Date of Hearing MNovember 13, 2007
Fresent at the Hearing. Mr, Muhammiad Rafig (Direclor)

Mr. Sullan Wali Khan {Senicr Accountant)

Diate of Order January 11, 2008
ORDER
1. This order shall dispose of the proceedings Initiated through Show Cause Notice bearing No.

MEWISME/LEEN | 5200658 dated November 02, 2007 ("the SCN"} Issued to Jamshaid And Hasan Securities
(Pvt ) Limited {‘the Respondent”), member of the Lahore Stock Exchange {Guarantee) Ltd ("the LSET) by the
securities and Exchange Commission of Pakisian (‘the Commission”) under Rule 8 of the Brokers and
Agents Registralion Rules, 2001 {"the Brokers Rules”) for viclation of Rule 12 of the Brokers Rules and clause

AG af the Code of Conduct contained in the Third Schedule of the Brokers Rules

2, The brief facts of this case are that the Respondent is 2 member of the LSE and is registered with the
Commissicn under Brokers Rales. An enauiry was inilialed by the Commission in exercise of ils powers under
Section 21 of the Gecurities and Exchange Ordinance, 1962 ("the Ordinance") and A.F. Ferguson & Co. ("the

Enquiry Officer’) was appointed as the Enquiry Officer under 1he above mentioned section for the following:

(a} to enqguire into: the dealings, business or any fransaction by the Bespondent during the period from
April 01, 2008 to Juns 15, 2006 (‘the Review Period"),

(b) 1o odentity any and all the acts ar omissions constituting the wiclation of the Ordinance and the Hules

made theteunder.

{¢) to identify violations of any other applicable laws, including but nat limited to the Brokers Rules,
Regulations: for Short Selling under Ready Market, 2002 [“Short Selling Regulations™), General
Rules and Regulalions of LSE, Securities and Exchange Rules 1971 ("the 1971 Rules”) and

diractives issued by Commission from fime to time.

3 The findings tf the Enquiry Officer revealed several inslances of potential non compliances with applicable

laws and regulations. A copy of the Enguiry Officer's report was sent 1o the Respondent on August 24, 2007
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which required the Respondent to provide explanations on the cbservations af the Enguiry Officer together wath
supparing documenis,

After perusal of the Respondent's replies 1o the above mentioned letter, which did niot adequately explain the
posilion in respect of some inslances, the SCN was issued 1o the Respondent under Rules & of the Brokers
Rules staling that the Respondent has prima facie contravened Rule 12 of the Brokers Rules read with Clause
A5 of the Code of Conduct conlained in the Third Schedule lo the Brokers Rules which ara reproduced as
undier:

Rule 12- “ A& broker holding a cartificale of registration under these rules shall abide by the Code of Conduct
specified in the Third Scheduie”

Clause AS of the Code of Conduct- "4 broker shall abide by all the previsions of the Securilies & Exchange
Commission of Pakistan Act, 1997 ("the Act”) and Ihe rules, regulations issued by lhe Commission and the

stock exchange fram time to lime as may be applicable to him'

On November 02, 2007, the Respondent was called upon to show cause in wriling within seven days and
appear before the undersigned on Movember 13, 2007 for 3 hearing, to be attended either in parson andfor

through an authorized representative,

The hearing was attended by Mr. Muhammad Rafig, Director and Mr. Sultan Wali Khan, Senior Accountant of
the Responden! who argued the case and alse submitted written reply to the SCN dated November 12, 2007

A summary of the contentions and objeclions that were raised by the Respondent in its written submissions

and during the hearing and findings and conclusions of the Commission on the same is as lollows:

Blank Sales (‘lssue No. 1)

In terms of Reguletion 4 of he Short Selling Regulations, Blank Sales are nol permissible and in lerms of

Requtation & of the Short Selling Requialions, it is provided thal:

"Mo Member shall make a Shart Sale unless:

a Prior contraclual barrowing arrangement has been made.

b The sal= is made-atan uptick, and

¢ The lrada is Identified as a Short Sale af the time of placement of order”
The findings of the Enquiry Officer revesled 128 instances of Blank Sales during the Review Period.
The Respondent made the foliowing submissions on he issue:

« \ids its wrillen reply the Respondent slated that only in § cases the chents aversold the shates by
mistake as al that time it had nol installed CTRF facility. However, it is now using the facility 1o keep a
check on Slank Sales. In four cases wrong ULTRA codes were entered in he systemn while placing
the orders. In two cases the clients had priar purchase positions &t KSE, however, trade confirmations
frorn KSE broker were not available in its record. In-53 instances the Respondent informed that the
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clients” shares were |ying in the Main Account of the house and provided back office sharehalding

positions of the clients In 25 instances the clients had shares in their COC Investor Accounts. In rest

of the 39 ases, the clients had positions In CFS which was availed in a single account for which the

Respondent provided trading ledger statements of the clients genarated through ils own system.

| have considered lhe contentions of the Respondent and the issues ralsed therein and the same are

addressed by me below:

The: Respondents accepled thal in 5 instances clients over sold their shares by mistake and in 4
instances wrong ULTRA code was entered. This shows that the Respondent failed in conduct of its
business with due care, skill and diligence, Since the Respondent Is responsible for each and every
trade executed through its termingl therefore, it was the duty of the Respondent 1o ensure that all the
tradles execuled by it must be in accordance with the applicable faw. Further, with regard to the two
inslances of Blank Sales where the Responden clzimed that the clients had prior positions in KSE, no
decumentary evidence of the same was provided Therefore, in absence of any documentary
evidence the said twoe trades will be considered as Blank Sales

Further, i 53 instances of Blank Sale the Respondent assared that the clients had their deliveries in
Main Account of the house. Dunng the heanng, the Respondent was asked lo provide documentary
evidence ‘hal the shares parked in Main Account belonged to the clients: However, the Respandent
could not provide the same. Therefore, in absence of any documentary evidence 1o establish that
shares parked in Main Account belong te the clients the same can not be laken as presexiting Interes!
belore sals,

In case ol 25 inglances of Blank Sale where the Respondenl has claimed thal the clients had
delveries in their Inventor Accounts no documentary evidence was provided 1o substantiate tha same
The Respondent should have obtained documentary svidence fram s clients In case they had
deliveries in their Investor Accounts in order to ensure that no Blank Sales are executed on behalf of
clients. Just a mere claim by the Respondent can not be taken as evidence that the clients had pre-
existing interest before sale of shares.

Wilh regard 1o the 38 instances of Blank Salss where the Respondent claimed that the clicnts had
CF5 positans, The Respondent was asked to provide any documentary evidence that the clients had
prior purchases agains! which CFS facility was availed. However, the Respondent could nat provide
any docurentary evidence for the same

Considering the above facts and the contentions of the Respondent and keeping in view the non-provision of

documentary evidence, it is clear thal on 128 occasions Blank Sales have been made in violation of Regulation

4 of the Short Selling Regulations. In terms of Rule 8 of the Brokers Rules, sub rule (i) where the Commission

is of the opinion that a broker has inter alia failed to comply with any requirements of the Act or the Ordinance

ar of any rules or directions made or given thereunder, in terms of sub rule (i) has contravened the rules and

regulations of the exchange and in terms of sub rule (iv) has failed to follow any requirement of the Code of

.
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Conduct lais down in the Third Schedule, the Commissicn may in the public interest, take action under Bule
B(a) or (b) of the Brokers Rules

In hight of the above le. the fact the Respondent by making Blank Sales has vinlated the Short Selling
Regulations theraby aftracting sub rule (i) of the Rule 8 of the Brokers Rule and has also failed to comply with
Clavse AS of the Code of Conduct contained In the Third Schedule o the Brokers Rules, thereby, altracting
sub ule (iv) of the Hule-8 of the Brokers Rule. Accordingly, a penally of Rs. 50,000 (Rupees Fifly Thousand

only] is herety impased on the Respandent under Rule 8 (4) of the Brokers Rules,
Group Account ["1ssue No, 2)

AND WHERZAS, the Commission vide directive No. 1{8} CDC/POLMS97 dated January &, 2005 prohibited use
of Group Actouni,

AND WHEREZAS, the findings of the Enguiry Officer revealed CDC-sub account of 3 clients werg not ppened by
the Respondent and their shares were taken lo mainfhouse account of the house sffectively using mainfhouse

account as Croup Hccount,
The Respondent made the [ellowing subsmission on this lssus:

» This practce has been ceased during the year 2006 when the exchange prohibited it Only three CDC
sub-accounts could nol be opened due lo non-availability of necessary documents like CHIC of the

clients. These clients’ accounts stand closed and are not in cperation,

- Fuilher the Respondent assered thal said violation has aleady been detected by COC during their

Insnection and & warming has already been ssued.

| have considered |he conlentions of lhe Respondent and @ Is clear that (he Respondant failed 1o follow the
requirements of Commission's direclive no. 1(6) CDC/POLIS97 dated January 6, 2005 which prohibiled the
use of Group Accounis, Il was the responsibility of 1he Respondent to cpen CDC sub-account of #s clients
before alloweng them to trade from it's house.

Ini light of tht abovee i e. the fact the Respondent faled to comply with Commission's directive thereby attracting
sub rule (v) of the Rule 8 of (he Brokers Rule. Hawever, based an the Respondent's statemnant that he has
aiready laken correclive actions and assured that such viclations will not occur in Tuluie | am inclined, an this
occasion, to lake 2 lenient view in the matter and will not lake any punitive action under Rule & of tha Brokers
Fules, As such, | believe a 'caution’ in lhis instance to the Respondent would suffice and | would further direct
the: Respondent to ensure that full compliance be made of all rules, regulations and directives of the

Commission in the lulure for avoiding any punitive action under the law
Separate Bank Account for Clients Funds (‘Issue No. 3"
Interms of Commicsion's directive No. SMDISE 2020)/2002 dated March 4, 2005 which states (hat:

"The exchanges are to ensure that brokers follow the practice of segregaling clients’ assets from the
brokers assets in order fo ensure that clients’ assets are nol misused.
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For this purpose brokers should have one separate bank account which includes all the cash deposits
of their cliznis along-with records/breakdown of cliant positions

The findngs of the Enquiry Oflicer revealed thal the Respondent was not maintaining separate bank account

for chants” Tunds.
The Respondent miade the follawing submission on this issue:

* The Respondant stated that it was @ misunderslanding on its part that a separate bank account has lo
be maintzimed for each client which is praclically impossible. However, after the violation was pointed
out by Enquiry Officer and some clarificalion sought form LSE it has now started to maintain separate
bank account for clients' fuads.

. The Hespondent further slated that the same violation has aleady been painted out during he
System Audil and it has already paid a penally lo LSE

I have considered the contentions of the Respondent and it Is clear that the Respondent failed to understand
the Commission direclive no. SMD/SE 2{20)/2002 dated March 4, 2005, The said directive requires the

members o mainlain ona separate bank account in which only clients’ funds are placed in arder to stop the

member from using clients' funds forits own purposes:

In light of the abova (e, the fact the Respondent failed to comply with Commission's directive thereby aliracting
sub rule (v) ol the Rule B of the Brokers Rule. However, based on the Respondents statement that it has
already laken corrective action and LSE had alresdy penalized the Respandant for the same viclation | will not
lake any punitive action undar Rule 8 of the Brokers Rules. As such, | balieve a 'caution’ in this instancs to the
Respanden! would suffice and | would further direct the Respondent to ensure that full compliance is made of
all rules, requlation s and directives of the Commissian in the future for avaiding any punitive action under the

[aw,
As stated above, lhe Respondent is peralized as follows:

a)  Asregards Issue Nol, as stated above, a penalty of Bs. 50,0005 (Rupees fifty Thousand anly) is
impoaed.

b) Mo puntive aclion is taken in relation lo lssue Mo, 2 and 3 and a simple caution will suffice.

The matier is disposed of in the above manner and the Respondent Is directed to deposit the fine with the

Commission net laler than fifteen (15) days from the receipt of this Qrder

mran Inayal Butt
Director (SM) :
Becurilies Market Division



