SECURITIES & EXCHANG]T COMMISSION OF PAKISTAN
(Seerties whnhel Thv st

Eefore The Director (Securities Marliet Division}

In the matier of Show Cause Noticz issued to

KHS Securities (Pvt.) Limiled

Under Rule 2 read with Rule 12 of The Brokers and Agents Registration Rules, 2401

Murmiter and Cate of Motice Mo, MIWSMOLSEN 512008 o led November 08, 2007
Dateof Hearing Mowvember 18, 2007
Fresent at the Hearing: Mr. Rahman Saleem - Chigf Executive

Mr. Zutfigar Ahmed Bhalli - Account Managar

Mr. Al Mudassar - Legal Adviso

Date of Crder January 17, 2008
ORDER
1 This omder shall dispuse of the procesdings initialed through Show Cause Malice bearing Mo

MESWIEMDVLSEN (512008 dated Movember 08, 2007 [‘the SCN') issuad o KHE Securities [Pvt) Limited
(the "Respondent’), member of the Lahore Slock Exchangs{Guarzntee) Limiled {"the LSE") by the Secunties
and Exchange Commission of Pakistan (‘the Commission”) under Rule B of {he Brokers and Agents
Registration Rules, 2001 {'the Brokers Rules”) for viglation of Rule 12 af the Smokers Rules and Clause A5 of
the Cede of Conduct contained in the Third Schedule of |he Brokers Rules.

& The brief facis of Ihis case are (hal the Respendent is a mamber of _5E and is registered with the Commisslan
under Brokers Rules, An enauliy was inilizted by the Cormmission in exercise of its pawers undar Section 21 of
the Securhcs and Exchange Crdinance, 14952 (the Ordinance’) «nd Fard Rhodes Sidat Hyder & Co (‘the

Enquiry Cfficer”) was appeinted as the Enquiry Officer under the st ove mentioned Saction for the followng;

(a] o enquire nto the dealings, business or any transaction by the Respondent during the penicd from
Aol 11, 2006 to June 15, 2008 (‘the Review Period™

(b} o dentily any and all the acts or amissians constituting th= viglaton of the Ondinance and the Rules
maile theraune
{c) to denlify viclations of any cther applicable laws, including bul naol limiled to the Srokers Rulas,

Regulations for Short Selling under Ready Markel, 2000 {"Short Selling Regulations’), Genera
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Rufes anid Risyfations of LSE, Securities and Exchangs Rules 1971 (‘the 1971 Rules”) and

direclives tssuced by Commission from lime  tima,

The findings of the Enquiry CHicer revealed several inslances of polanlial non complances with applicable
laws and requlations. A copy of the Enquiry Officer's report was s=nt 12 the Respondent on Cclober 04, 2007
which requlred the Respondent to provide explanations on the chservatons of the Enguiry Officer togather with

supporting documents

After parusal of the Rospondent s replias to the above menticned ladte rowhich did not adequately explain Ihe
position i respeci of some instances, the 30N was issued to the Responoent under Rules 8 of the Brokers
Rules stating that the Faspondent has prima facie contravened Rula 1.2 of the Brokers Rules read with Clause

Abof the Code of Conductin the Third Schedule i the Brokers Rules vihich are reproduced as under

Rule 12- A braker holding a certificate of registration under these rulss shiall sbide by the Code of Conduct

specified in the Third Schedulg”

Clause A5 of the Codo of Conduct- *A broker shall abide by all the prvisions of the Securities and Exchangs
Commission of Pakistan Act, 1957 ("the Act”) and the neles; ragulations [ssued by the Commilssian and he

stock exchange from e o e as may be appheable o him?

On November 06, 2007, the Respondent was called upon to-show cause in writing within seven days and
appear before the undersigned an Movember 15, 2007 lor & hearing, lo be attended either in persan andfor
through an authorized representative. However, on Respondenl's reguest the date of hearing was re-fixed for
Movember 19, 2007

The hearing was atlended by M Rahman Saleem, Chig! Executive, Mr Zulfiar Ahmed Bhalli. Accouns
Manager and M All Mudassar, Legal Advisor of the Respondent who argued the case and also submitted
wrilten reply dated November 12, 2007,

A summary of contentizns and shiections thal were raised by the Respondent in ils witten submissions and

during the heanng and findings and conclusions of the Commission on e same s as follows:

Blank Sales ("lssue Mo. 1)

In lerms of Regulition 4 of the Shar Seling Regulstions, Blagk 52725 are nal germissible and in terms aof

Regulation § af the Short Sefling Ragulations, i s provided [hat;
Mo Mearriber shall make a Short Sale unless
a. Pricr contraclual borrewing arrangemenl has been made
b Tho sale ls made al an uplick, and
. The frade = identified as a Shon Zale at ihe time of placemoni of arder”

The findings of the Enauiry Ofhcer revealed 366 inslances of Blank Salis during the Review Feriog

{
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The Responde made he following sebmissions o the 15508

Tha Respondent assarted that the trades mentoned m Annesure — A ['the Annexure’) of lhe SCN
were e resull of mislake by its employges. These Irades wgre In fact B0 orders placed by it on

behall of three of its clients, which were-executed in parts and “esulied in 366 instanceltrades

During the hearing the Respendent asseried that the clignts, on behalf of which the said Blank Sales
were execuled, arg fis ok clients and usually providad delivery in past from their CDC accounts with
other brokerane houses or thelr COC nvestior Azcaunts. Therforg, basad on the chenls past histary,
the Respondent allowet the said clisnts 10 2 guer and aoow & thair postions with 1he assertion thal
they will provide delivery from ther Irvesior Accounts or SO0 accownts maintzined with other
brokerage houses. The Respondent further asserted that alter recaipt of Enquiry Report fram the
Commission, it bas writlen letters 1o the chents requesting them lo provide documentany evidence of
pre-existing inlerest in the shares mentioned in the Annexure, however, no reply has been receved
from them, However, vide lelter dated Movember 23, 2007 the Respondent provided a number of
borrowing agrsements claiming that the clients had prior borrowing agreements against the sales

maentianed iy e Anngxung

| have considered the contentions of the Respondent and |he ssues raised theren and e sames are

addressed by me below;

The Respondents assertion thatl the Blank Sales in question were resull of mistake of ts-employees
does not hold any weight, It may be noted that the Respondent is responsible for each and svery
order placed (hrough Bts fermingls and i must ansure that sl the arders placed by # comply with
applicable laws Furlhier, it is the duly of the Respandent to put in place proper system and controls 1o

check execulion of Irades which are in violation of applicabile + des and regulations

Furlher, the Respondenl's assertion thal in the past these chends provided delivenes from their
Investor Accounts or CDC accounts with other brokerage: ho ises when required does not absalve it
from its duly to ensure thal the clients had pre-existing interest in the shares baing soid by them: The
Feasponient should have obtained documentany evidance lovs nsyre fhat these clients had pre-esxsting
imerest in the shares balore placing =sles orders. Furher, |1 case the chents wanled fo Short Sell
then the Rezpondent should have ensured that all the recuirements of the applicable rules and

requlations have been compliad wilh

With regard 1o the Borowing Agreements provided by the Respondent il may be neled thal e
agreemens provided were on plain paper, withou! signatures of witnesses-and did nol menticn the
datg when 1l same were: made. Further, in case |ha Borroaing agreemenis are accepled as valid
ageaments + may be noled that Regulabion & of the Sharl 5 hing Reguiations sat forth prorequisies

for eaoculon af Shor Sales which noludes-that Shorl Sates < hould be identificd as Shos Sales a1 he

L
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time of placement of orders and for this purpose the LSE tading system has provided a separate

window which should be used for placement of Shon Sales rders. However, the Respandent did nit

Use e Shorl Salewandow thusnolaling the Begulaton § of he Short Seling Regulations,
Considering lhe-above facts and the contenlions of the Respondant, it s established that 265 (rades have been
made In viclation of the Short Seling Reguiations. In terms of Rule & of the Brokers Ruies, sub rule (il where
the Cammission |s of the opinion that a Braker has inter alia faled to comply. with any requirerents of the Act
ar the Ordinance or of any rules or directions made or glven thereunder, in terms of sull rule (i) has
contravened {he jules and regulations of the exchange and in terms of sub rule () has faled to follow any
requirement of the Code of Conduct lald down in the Third Scheduie. the Commission may in the public

interest, take action urder Rule 8(a) or (1) of the Srokers Rules

Iy light of the above l.e. the fact the Respondent by making Blark Sales has violated the Shor Seling
Regulations thereby atlracting sub ruie (i) of the Rule 8 of the Broker Rule and has siso falled o camply with
Clause A5 of the Code of Conduct contained in the Third Sthedule ' the Brokers Rules. thereby, altracting
sub rule {iv) f the Rule 8 of the Brokers Rule. Accordingly, a penaity of Rs. 75,000 (Rupees Seventy Fiva

Thausand enly) i hereby imposed anthe Respondent under Rule 8 (b1 of the Brokers Rules.
Order Register (‘Issua No. 2')
In terms af Rulad{1) ol fhe 1971 Rules it is provided thal -

‘Al srders to buy or sell securities which & mamber may recewe shall be entered, in the
chranoloaical order, in a register to be maintained by him in 3 farm which shows the name and
address of the person who placed the order, the name and nurabier of the securities to be bought
or solrl, the nature of fransaction and the imitation, if army, 8s !9 the price of 1ha securities or the

periad forwhich the order s Lo He vald

The findings of the Enquiry Officer revealed thal Ihe order register as 1entioned above was not maintsined by

the Respanden! duriny the Raview Period,
The Respondent made the following submissions on this issue:

» The Respondent asserted thal it is mamtaining Order Registe r as required and also provided a print

out ol Order Register gencrated through the Lahore Slock Ser ices 'LSS') system

= During the bearing the Responden! stated thal now-a-tays du : to high volume and spead of trading |1

is practically it possible to maintain manual order register

| have considerad |he tontentions of the Respondent and | am of the +ew thal eleclronic ledgers or the Daily
Activity Log as mentioned by the Respondent Is nol a substitute for th2 Order Register as required under the
Rule 4{1) of the 1971 Rules. The aforementioned Logs only record those orders thal are placed by the

Respandenl into LOTS and not all the crders which were received fron the chents and not entered inte LOTS
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Further, the said Lags only record the time of placemat 6f frders | o the system and not the time of regeip! of

orders

The Commissian is also cognizant of the sractical difficullies associied with the maintenance of surh an Ordar
Register manually. Howevar, it is nated with diszppeintment that 1he brokerage house and Brchanges ware
unabie o keep pace with evolulion in technoiogy and significant incisasa in Irading activites wheraby a system
should have been developed to enable simulanesus recording of orders received from clients and herr

incorporaticn in adalabase to generalg the Ordar Register as requir*d under the Rule 4{1) of the 1971 Rules:

Considering the above mationed fact | am inclired. on this cocasicn 1 take: a lemant view in the matler and
will net take any punitive action under Bule 8 af the Brokers Rutes s such, | believe thatl a caution in this
instance 1o the Respondent would suffice and | would further ¢rect the Respondent to ensure that full
compliance be maide of all the laws, requiations and directives of ne Commissicn in future for avalding any
punilive action under the faw,

As stated aliave, the Respondent is penalized as follows:

a) As iegards lssue no. 1, as siated above, a penalts of Re. 5000~ (Rupees Savenly Five

Thousand orly) is mposed
b} Mo puritive action is faken in relalion 1o lssue no. 2 anc 2 simnple caution will suffice

The matter s disposed ¢f in the abave mznner and the Respondsnt s directed 1o deposit the fing with tHe

Commissian not later than fifteen (15) days from the recept of this Order.

afl Butt

Securities Market Division
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