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Before the Director (Securities Market Division)

In the matter of Show Cause Notice issued to

SAT Securities (Pvt.) Limited

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

Mumber and Date of Nobice Mo, MEW/SMDILSENM [5)2006/75 dated Septermbar 04, 2007
Date of Hearing September 18, 2007
Presamt al the Hearing: Mr. Shah Zeb Khan — General Manager

W, Asad Ulliah Javied (Advacata)

Dale of Order *January 10, 2008
ORDER
1, This order shall dispose of the proceedings initiated through Show Cause Notice bearing

Mo, MEWEMDVLSEN(S)2006/7S dated Septernber 04, 2007 (the SCN") issued to SAT Securties
(Pwt) Limited ("the Respondent”), member of the Lahore Steck Exchange (Guarantee) Limited ("LSE")
by the Securities and Exchange Commission of Pakistan {"the Commission”) under Rule & of the
Brokers and Agents Registration Rules, 2001 ("The Brokers Rules”) for viclation of Rule 12 of the

Brokers Rules and Clause A5 of the Code of Conduct contained in lhe Third Schedule of the Brokers
Rules.

2. The brief facts of the case are that the Respondent is a2 member of LSE and is registered with the
Commission under the Brokers Rules. An enquiry was Initiated by the Commission in exercise of its
powers under Section 21 of the Securities and Exchange Ordinance, 1969 ('the Ordinance”) and Ford
Rhodes Sidal Hyder & Co. ("the Enquiry Officer’) was appointed as the Enquiry Officer under the
above mentionad Section for the foliowing:

{a} to envuire inlo the dealings, business or any transaction by the Respondent during the perod
from dipril 01, 2006 to June 15, 2006 (the Review Period”)

{b) to identify any and all the acts or omissions constituting the violation of the Ordinance and the
Rules made thereunder.

{c) toidentify violations of any other applicable laws, including but nat limited to the Brokers Rules,
Regulations for Short Selling under Ready Markel, 2002 {“Short Selling Regulations”),
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Ceneral Rules and Regulations of LSE, Securities and Exchange Rules 1971 ("the 1971

Rules’) and irectives issued by the Commission from time to time.

The findings of the Enquiry Officer revesled several instances of potential non compliances with
applicable laws and regulations. A copy of thie Enquiry Officer’s report was sent {o the Respondent on
May 22, 2007 which required the Respondent lo provide explanations an the chservations of the

Enquiry Officer together wilh supporling documents.

after perusal of the Respondent's replies 10 ihe above mentioned letiar, which did not adegquately
axplain the pasition i respect of somea Instances, the SCN was issued to the Respandent under Rules
8 of the Brokers Rules stating that the Respondent has prima facie cantravened Rule 12 of the Brakers
Rules read with Clause A5 of the Code of Conduct contained in the Third Scheduls to the Brokers Fules

which are reproduced as under:

Rule 12- “A broker holding a carificate of registration under hese (ulas shall abide by the Code ol
Canduct specified In the Third Schedule”,

Clause AS of the Code of Conduct- *A broker shall abide by all the provisions of the Securities and
Exchange Commission of Pakistan Act, 1997 (‘the Act’) and the rules, regulations issued by the

Commission and the stock exchange from fime 1o ime as may be applicable to him'.

On September 04, 2007, the Respondent was called upon \o show cause in writing within seven days
and appear before the undersigned on Seplember 13 2007 for a hearing, 1o be attended either in
person andfor through an authorized representative. However, an Respondent’s requast hearing was
re-fixed for Septermber 18, 2007,

The hearing was attended by Mr. Shah Zeb Knan, Gerieral Manager of the Respondent and Mr. Asad
Wlah Javied, Advocate, who argued the case and alsp submited writlen reply dated
September 12, 2007,

A summary of the cantentions and objections thal were raised by the Respondent in its writlen
submissions and during the hearing and findings and conclusions of {he Commission on the same are

as follows:
Preliminary Objections

The objections raised by the Respondent on the Enquiry conducted by the Enguiry Officer are given 38
under:-

e The Enquiry Officer was not appoinied in accardance with the provisions of Section 21 of the
Ordinance. Far the purpose of enquiry under Section 21 of the Ordinance a 'person’ has 10 be
appointed as enquiry officer, whereas Ford Rhodes Sidat Hyder & Co. is neither d nalural

person nor a legal persan.
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In deleyation of powers under Section 10 of the Act on July 07, 2006 the Director [SM) did not
have powers lo order enguiry under Section 21 of the Ordinance. Further under delegation of
powers under SRO 1061 (112005 dated 18™ Cetober, 2005, the Director {SM) does nol have
the power lo issue a Show Cause Motice, hear or decide under Rule § and 12 of the Brokers
Rules.

The renuirement of Section 21 of the Ordinance is that an enquiry can only be conducted by an
“order in wriling” and it cannot be conducted by mere intimation. The Respondent was never
informed about the order, which was passed for conducling #s enquiry and neither the

Respondent was heard before passing such order of enguiry
Section 21 (4} of the Ordinance, provides following procedure of enquiry

The person holding an enquiry under sub-section (1) shall, for the purpose of such
enquiry have the same powers as are vesled in a cowd under the Code of Civll
Procedure, 1908 (Act V of T908), when frying a sufl, in respect of the following
mafters, namely -

(al enforcing the atfendance of & person and examining him on oath or

affirmation,
{b] compeliing the production of documents;
fc! issuing commissions for the examination of wilnesses;

and any proceedings before such person shall be deemed o be “judicial
proceeding” within the meaning of Sections 193 and 228 of the Pakistan Penal
Code (Act XLV of T860)."

The Enquiry Officer did not follow the aforementioned procedure in conducting lhe enquiry,
Mereqver, the Respondent was alse not provided a proper opportunity to provide evidence and
material in support of the contentions raised in the report. The statemants of the persons and
the documents marked as provided in Civil Procedure Code were nol taken under oath, The
Respondent asserted that the use of word "shall” in the abovementioned Sub-section makes it
mandalory for the Enquiry Officer to exercise these powers and conduct the enguiry
aceordingly,

Buring the hearng the Respandent {urher asseded thal the use of word "and” between the
clause 12 and 13 of the Rule § of the Brokers Rules cannects all the 13 clauses given under
the said rule, therefore, action under Rules 8 of the Brokers Rules can cnly be taken against
the Respondent if it has violated all the 13 clauses of the said rule.
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| have considered the contentions and the preliminary objections raised by the Respondent and the
issues raised therein and the same are addressed below:

-

The Respondent's assertion that lo conduct an enguiry under Section 21 of the Ordinance only a
natural or legal person can be appointed 2s an Enguiry Officer is not correct. In this regard
allention of the Respondent was broughl to the Section 201)(j) of the Ordinance which defines the

tenm "parson” as follows:

‘person” includes a Hindy undivided family, a firm, an association or body of
individuals, whether incorporaled or nol, a company and every other arificial juridical
persor;

Since Ford Rhodes Sidhat Hyder & Co. is-a firm, therefore, it falls under the definition of “person”
and can be appointed as Enquiry Officar under Section 21 of the Ordinance.

The assertion of the Respandent fhat Direclor (SM) does not hiave the power to order enguiry
under Hection 21 of the Ordinance, issue a show cause notice, 1o hear or decide under Rule 8
and 12 of the Brokers Rules is also nol correct The powars under Section 21 of the Ordinance
and Rule 8 of the Brokers Rules were delegated to Director (M) by the Commission under
Section 10 of the Act vide 5.R.0. 1075{1)2005 dated Ociober 21, 2005,

The contention of the Respondent that the Engquiry does not stand valid or enforceable as the
Enquiry Officer did not conduct the Enquiry in accordance with the procedure faid down In the
section 21(4) of the Ordinance, is not correct. It is not mandatory for the Enquiry Officer to
exercise (he powers conferred under the Section 21(4) of the Crdinance, 1 is his discration lo

adopt A suitable methad for carrying out an enguiry.

With regard to the Respondent's asserion that action against the Respondent under Rule & of
the Brekers Rules can only be taken if the Respondent has violated all the 13 clauses of the said
Rules s nol correct. The vse of word "and” between clause 12 and 13 of the Rule 8 of the
Brokers Rules does nol mean thal all the 13 clauses are connecled to each other. This is a self

garving interpretation and is not the intention and spirl of the law

Blank Sales | Issue No, 17

In terms of Regulation 4 of the Short Selling Regulations, Blank Sales are nat permissible and in lerms

of Regulation 5 of the Short Selling Regulations, it is provided that:

‘Mo [Aember shall make a Shorf Sale unless:

al Friar contractual borrowing arrangement has been made,
b The saleis made atan uplick, and
o The trade is identified as a Shorl Sale al the time of placement of ordar’
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The findings of the Enquiry Cfficer revealed 24 inslances of Blank Sales dunng the Review Period.

The Respondent made the following submissions on the issue:

» Inils entlier reply dated July 18, 2007 the Respondent stated that sales given in Annexure - A
(" the Annexure”) of the SCN were not Blank Sales and provided copies of letters from Y.5.
Securities (Pv) Limited, member LSE, which stated thal it authorized the Respondent o sell
shares of NBP and BOP an June 01, 2007 and June 08, 2007 respectivaly on its behall in
Respondent's own accoun!, Whereas, during the hearing the Respondent stated that the said

lrades were result of ermor as il made sales aver and above its CFE positions,

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

addressed by me below:

«  From lhe Respondent's stance taken during the hearing it is clear that the trades mentioned in
the Annexure are Blank Sales. The Respandent during the hearing and in its wrillen reply
failed to provide any documentary evidence of the pre-ewisling interest In the shares before
sale. However, in its earlier replies the Respondent provided documents to prove that the
Blank Sales mentioned in the Annexure were executed by it on behalf of ancther member of
LSE. However, during the hearing the Respondent changed it stance and stated that these

trades were result of errars,

Considering the above facls and the contentions of the Respondent, it is an established fact thal an 24
occasions Blank Sales have been made in violation of Regulation 4 of the Short Selling Regulations. In
ierms of Rule 8 of the Brokers Rules, sub rule (i) where the Commission is of the cpinion that a broker
has inter alia falled to comply with any requiremenis of the Act or the Ordinance or of any rules or
directions made: or given thereunder, in terms of sub rule {ili) has cantravened the rules and regulations
of the exchangs, in terms of and sub rule (iv) has falled to follow any reguirement of the Code of
Conduct laid down in the Third Sehedule, Ihe Commission may in the public interest, take action under
Rule 8(a) or (b) of the Brokers Rules.

In light of the above i.c. the facl the Respondent by making Blank Sales has violated the Short Selling
Regulations thereby attracting sub rule (iii) of the Rule 8 of the Brokers Rule and has also failed 1o
comply with Clausa A5 of the Code of Conduc! contained in the Third Schedule lo the Brokers Rules,
therety, attracling sub rule (iv) of the Rule 8 of the Brokers Rule. Accordingly, a penally of Rs. 10,000

(Rupees Ten Thousand only) is hereby imposed en the Respondent under Rule 8 (b) of the Erokers
Hules.

Account Opening Forms ("Issue No. 2")

In terms of Conmission's Directive Mo. SMD/SE/2(89) 2003 dated July 23, 2003 which requires all the
members-brokers fo maintain Account Opening Form(s) (‘the AOF(s)) in conformity with the
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Standardized Aicount Opening Form (‘the SAOF") prescribed by the Commissicn and subsequent
changes made o the SAOF vide letters No. SMOD/SE/2(8%) 2003, dated November 19, 2003 and
January 20, 2004, Subsequently this SAOF was also made part of LSE General Rules and Regulations
as Chapter VIIl. The said directives of the Commission require that

il Al the relevan! information / fields of the ACFs should be properly filled in,
i) Ceoies of cuslomers' CNICs should be attached with the ACFs,
iii} Atl=sted copies of customers' CNICs should be attached with the ACFs,

Findings of he | nquiry Officer revealad that,

i} All the relevant information / fields of the ACFs were nol proparly filled n
i) Cepies of customers’ CNICs ware not attached with the AOFs.
if) Aliasted copies of customers’ CNICs were not altached with the AOFs.

The Respondent made the following submission on these issues.

s The Respondent stated that during the enquiry it was in process of completing ils AQHs),

howewer, currently it has completed all the ADF(s).

° As for the missing and unatiesled copies of CNICs the Respondent stated that it has taken

corrective actions and now atlested copies of CNICs of customers are attached with all ADFs,

| have considerad the contentions of the Respondent and he issues raised therein and the same are
addressed by me below!

s From fhe aforementioned assertion of the Respondent it is ciear that the Respendent has
failed 'o comply with the requirements of SAQF. The SACF requires that all the figlds of the
AOFs should be properly filled in and in case a field is not applicable same should be marked
a5 "N/ in order to ensure that same is not amended by the braoker without the consent of the
clients Furlher the SAOF also requires that attested copy of CNICs of the client's should also
be attached with the AQFs. However, the Respondenl failed to comply with the said

require menl.

Considering the above facts and he contentions of the Respondent, it is established that the
Responden! has failed to comply with Commission's directives and General Rules and Regulations of
the LSE. In terns of Rule 8 of the Brokers Rules, more particularly sub rule (i}, (iv) and sub rule (v)
iherefore. where the Commission is of the opinion that a broker has inter alia failed to comply with
requirements of the any directions of the Commission and/or has comtravened the rules and regulations
of the Exchance andior has failed 1o foliow any requirement of the Cede of Conduct laid down In ine

Third Echéduie. it may in the public interes!, to take action under Rule B{a) or (b} of the Brokers Rules
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In light of the above i.e. the fact the Respondent failed to comgply with Commission’s diractives thereby
altracting sub rule {v) of the Rule 8 of the Brokers Rule. However, based on the Respondent's
statement that it has already taken comeclive actions and assured the Commissian that such violations
will not oeeur in fulure, | am inclined, on this occasion, 1o take a lenient view in the matter and will not
take any punitive action under Rule 8 of the Brokers Rules, As such, | believe a ‘caution’ in these
instances to the Respondent would suffice and | would futher direst the Respondent to ensure that full
compliance is made of all rules, regulations and directives of the Commission in the future for aveiding

any punitive action under the law.
Order Register ("lssue No. 37)
In terms of Rule 4(1) of the 1971 Rules it is provided thal .

“&ll vreers 1o buy or sell securities which a member may receive shall be entered, in the
chronological order, in a register to be maintained by him in a form which shows the
name and address of the person who placed the order, the name and number of the
securilies 1o be bought or sold, the nature of transaction and the limitation, if any, as lo

the price of the securities or the periad for which the arder is 1o be valid”

The findings of Ine Enquiry Officer revealed that the register as mentioned above was not maintained by
the Respondent during the Review Period.

The Respondent made the following submission on the aforementioned issue:

« The Respondent in its written reply asserted that electronic ledger as maintained today fulfills
the requirement of abovementioned Rule. The Respandent further asserted that the said Rule

was introduced when manual frading was prevalent in the stock markel.

«  During the hearing the Respondent stated that now-a-days due 1o high volume and speed of
frading it is practically Impossible to maintain manual order register. However, after the Enquiry
the Respandent has started to maintain the Order Register.

| have considerad the contentiong of the Respondant and | 2m of the view that aleclonic ledgers or the
Daily Activily Log as mentioned by the Respandent is not a substitute for the Order Register as requirad
under the Rule 4{1) of the 1971 Rules. The aforementioned Legs only record thase orders that are
placed by the Respondent into LOTS and not all the orders which wete received from the clients and
nat entered into LOTS, Further, the said Log only records the time of placement of orders inlo the

syslem and not the lima of receipt of orders.

The Commissicn is also cognizant of the practical difficullies associated with the maintenance of such
an Order Register manually. However, it is noted with disappointment that the brokerage house and

LSE were not atle to keep pace with evolution in technalogy and significant Increase in trading activities
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whereby a system should have been developed lo enable simultaneous recording of onders recaived
from clients and their incorporation in a database lo generale the Order Register as required under the
Rule 4(1) of the 1971 Rules,

Considering the above maticned fact | am inclined, on this occasion, 1o take a lenient view in the malter
and will not 'ake any punitive action under Rule B of the Brokers Rules, As such, | believe that a caution
in this instance to the Respondent would suffice and | wauld furlher direct the Respondent to ensure
that full compliance is made of all the laws, regulations and directives of the Commission in future for
avoiding any punitive action under the law

Separate Bank Account for Clients Funds {"lssue No, 47
In terms of Cammission's directive No. SMD/SE 2(20)/2002 dated March 4, 2005 which states hat:

"The exchanges are to ensure that brokers follow the practice of segregating clients' assets

from the broker's assets in arder to ensure lhat clients’ assets are nol misused.

For Ihis purpose brokers should have one separale bank account which includes all the cash

deposits of their clients along-with recordsibreakdawn of client positions."

The findings of the Enquiry Officer revealed that he Respondent was nol maintaining a separate bank
decount forclents’ funds,

The Respondant made the following submission on the aforementioned issue:

s The Respondent during the hearing assured that it will maintain 2 separate bank accoun! for
clien's’ funds and vide letter dated January 04, 2008 confirmed that it has started to maintain
separate accounl for clients’ funds with effect from November 07, 2007

| have considared the contentions of the Respondent and it is cfear to me that the Respondent has
failed to comply with the Commission's directive Mo SMDISE 2(20)/2002 dated March 4, 2005,
However, the Respondent after the hearing has confirmed that it has taken corrective sleps and is now
complying with the abovermentioned directive of the Commission, '

Considering the above mentioned fact | am inclined, on this occasion, o take a lenient view In the
matler and will not take any punitive aclion under Rule § of the Brakers Rules. As such, | bielisve that a
caution in this instance to the Respendent would suffice and | would further direct the Respondent to
ensure thal full compliance is made of all the laws, regulations and directives of the Commission in
future for avoiding any punitive action under the law,

As stated above:, the Respondent is penalized as follows

a) ' As regards |ssue No1, as staled atove, a penally of Rs. 10,000/~ (Rupees Ten Thousand
ovly) is imposed,
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b} Mo punitive action is taken in relation to lssue No, 2, 3 and 4 and a simple caution will

sulfice.

13,1 The matter is disposed of in the above manner and the Respondant is directed to deposit the fine with

the Commissior nof later than fillean (15) days from the receipt of this Order

|

Imrdn Inayat Butt
Director (SM)
Securities Market Divisian
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