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Jefore the Director (Securities Market Division)

I the matter of Show Cause Notice issued to

Capital Vision Securities (Pvt.) Limited

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

Murrioer and Date of Nelos o, MSWESMDILSEN (512 0IGT 3 dated Septsmber 26, 20067
Diate of Hearing Gelabar 09, 2007
Present al the Hearing; Mirea Mahmood Ahmed, Legal Caunge!
Date of Qider Januanry 23, 2008
ORDER
1 This order shall dispose of the procesdings initisted |brough Show Cause Motice bearng

Mo, MSW/SMDILSEM{5Z006/73 dated September 25, 2007 [the SCN") issued 1o Captal Vison
Seuuriies (Pvt) Limited (the Respondent’), member of the Lahare Stock Exchangs {Guaranies)
Limiled {"LSE’) by the Se-urilies and Exchange Commission of Fakistan {the Commission’) undar
Rule 8 of the Brokers and Aganis Regisiration Rules, 2001 ("the Brokers Rules') for viglation of Rule
12 of the Brokers Rules and clause A3 of the Code of Condus! contained in the Third Schedule of the

Brokers Rules,

Z The bref facts of the case are thal the Respeondent is a member of LSE and Is registered with the
Commission under the Brokers Rules. An enquiry was initiated by the Commission in exercise of ifs
powers under Seclion 21 of the Sacuribies and Exchange Osdinance, 1969 (‘the Ordinance’) and
KPMG Tases Hadi & Co the Enguiry Officer’) was apponiled as the Enquiry Officer under the

above mentiosred Section [ the fallawing

(@) toenquire inlo the deakngs, business or any iransaction by the Respondent during the: period
from April 07, 2005 lodune 15, 2005 {'the Review Period”).

(b) lo dantify any and all the acts or cmissions constititing a violalion of the Qrdinance and lhie

Fulas made therender,

(£] todentily viclation: of any sther applicabla laws, ngluling Bl nod lImited to-the Brokers Rulas,

Fegulalions e Shart Belliig under Beady Markel 2002 ("Short Selling Regulations”)
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General Rules and Regulations of LSE, Securities and Exchange Rules 1971 {‘the 1971

Rules'} and directives issued by the Cemmission from time (o time:.

The findings of the Enguiry Cfficer revealed saveral inslances of potential non complances wilh
applicable laws and rcgutanens. A copy of the Enauiry Off cers report was sent {o the Respondent on
May 14, 2007 wiich regured the Respondent lo provide exanabons on Ihe chzarvations ol the

Enguiry Sfficer 1Ggethar wit sigpaming documenis;
q i g

After perusal of the Respandent's replies to the sbove mentoned lstier, which did ol adedqualely
explain the position in respect of some instances, the SCN was issued to the Respondant under Rules
8 of the Brokers Rules stating that the Respendent has prima facie contravened Rule 12 of the Srokers
Rules read with Clause A5 of the Cede of Condutt contained in e Third Schedule totha Brokers Rules

which are reproiuted 25 uirarn

Rule 12- “A broker holding a certificale of regsiration under (hese tules shall abide by the Code of
Conducl specilied intha Trd Schedulg”

Clause A5 of the Code of Conduct- “A broker shall abide by all the prowvisions of the Securities and
Exchange Commission of Pakistan Act, 1997 ('the Act') and the rules, reguiations issued by the

Commission and the siosk exchange from time to time @s may be applicable to mim”,

On Septembar 25, 2007, e Raspondent was caled upon to «how cause in wrlting within: seven days
and appear belore the uncersigned on Octaber 08, 2007 for a hearing, 10 be attended cither In person
andfor through an autharized represeniative, however, on the Respaondent's request hearing was re-
fixed for October 09, 2007

The hearing was attended by Mirza Mahmaod Ahmed, legal counsel of the Respondent, who argued
the caze. The Legal Counsel also submitled wrlten replies on the behalf ol the Fesponoent

A summary of the contentions and obiettions that were: rased by the Respondent n ils written
submissions aiid dutitg 1= neanng ard fridings and congluzans of the Commission on the sams are

-as follows
Preliminary QObjections
The abjeclions raised by he Respondent, penaining to the Enculry, are given as under-

o The Enquirg Offcer did not conduct the Enguiry in & proper manner and halfway through fhe
gnruity the Snouiry Officer lefl without providieg an spporiunity Lo the Respondent 1 furmish

documentary eyl jenee which rould have cleared the rbiections raised in the Enquiry Report

« Thete |s a procodural requirement that in order to initiate an Enquiry the Cammission must
have a reason, ke 3 complamt efo. However, in this cage the Commissicn did not have any
reason 1o condust an Enguiry.

. |Ll 2




Hu UREITES & PXCHANGE COMMISSTON 0F PAKISTAN

Cmeclrities sarker 13y sian)

B

Trese Enguiries wete a "hehing and roving exerciss srid 8% per prior court decisions no
Reguiatery Autharity '3 authorized Lo conduct MVEIOUS ERCUITNES in suppert of its argument the
lagal counsal also provided copies of @ number of such coun ordars. These are!

4 F H

a)  Order dated March 08, 1992 in the matter uf Cwil appeal Nos: 38K ta 404,

Assistant Tirgctor Intglligence and Imvestigatan, Karachl ws BE. Heman and
thers,

bl Onder dates October 10, 2003 m the malter of Canstilution v Petition Mo, 1353 of 1998
and Constiuion Patiion No. 177 of 2002 - Karach' Administrative Employee
cooperatie Housing Sooiety Lad v Governmer! of Sindh, and

] I drcher date:d e ctermber 20, 2004 in 1he matie: of Custons App neal Mo K-T79I04 -
ubiammad Ateeg Parasna & Othars vis The Siate:

e The Comimission has converted the Enquiry into an Audi

B2 | have considered the contentions and the preliminary obiections rased by the Respon dant and the

issues raised (herain and the sams are addressed below

« The Respondent's ssertion (hat Il was not provided an apperunity to furmsh decumentary
evidence o clear oflerent violations repered in the Erauing Repor s nel correcl. iU may be
voted {hat the Enauiry Officer farwarded drafl Enquiry Report to the Respondent for g ==
?nd provision of ary doguments in order 1 ciear vislaions reported thergin Further, before
issuance of the SCN by the Commission, Ihe Enquiry Regort was forwarded 1o the Respondent
in ardar |o provide (4 with anather apportunity 1 clear any vialation reported in it. Based an the
replies and documents provided by the Respendenta ni imber of issuss raported n the Enguiry
Reporl were dropped and only these yiglations were taken up in the SCH where: the
Respondent could not provide sufficient evidences. Mherefore, sufficlent opocrumty was

mrovided 1o the Raspondent to clearany violation reported in the Enguiry Report.

e The assarion of the Respondent that the Enquiry was conductad without any ressonfoompliant
is false, It may be noled thal the Review Period was a period of high velatility for Siock Market
and in order 1o idantify the reasons for such velatility the:Commission conducted an initizl
Enguiry info the affairs of various members of LSE, inc uding the Respondent The findings of
initial epsquiry e’ fied number of areas which resded lirther in-depth review for dentfication
of possible viclatons of sscutities markel rules, regulations: Therefore, L was deamed
necessary o comduct enquines In-order 1a determing |f tiere was any violation of applicabls
rules and reguiations by the members. Further, it may be noted thal “Section 21 of the
Ordinaice allows the Commission to initiste an Enquiry on it @wn maotien, when ever it deamis
MECEssary.

s The |asponder! = contention thal the Engquiry wes .3 fishing and roving exercise’ IS

unfautdas. As sloted above the Erguiry was commeced hased on the findings ot the initial
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enauiry condusted by the Commission thal identified difierent arsas which required furfher
reviewfenguiry. The membars: were selected on the Lasis of trading volume in certain scrips
during the review penod. Furlher, the Enguiry Officer was: given specific tasks that limited s
scope to enquiny into-and identifying any wolation of the applicable rules, reguiations, Al the
areas covered by he Engquiry fficar were eritical and rart of thesscops of Enguiry assigned 10
it 1L is furtfier sbiod that the Commission I§ primany responsibie for regulating the capilal
markels and peot cton of investars under the sl and e Ordinance. Further, the Commission
Is not expacied o take a reaclionary aopreach and wail for complaints fo bie broughl before o
after the damage has already been caused Itis for this reason that the Commission hias suo
matto powers as slated above; to initisle an enquiry inle the affairs and deaiings n an

Exchangs ar lts mambers.

o Thp Fasorncent s assertion hat the Commission has conuerted the Enguiry nte an Audit is
not carrect 1t may be noted thal the scope of the Enguiry was imiled and covered only speciic
areas and did nol cover the auditof the enlire francials of the members. The Enquiry
principally covered compliance of the Securities Market Laws,

9. Blank Sales [“lssue Ne. 1)

81 In terms of Regulation 4 cf the Shon Selling Regulaticns, Blank Sales are not parmissible and in tenms

of Reculation & of the Shorl Selling Reguiations, i1is provided that
4 g

‘Ma [dember shat make a Shon Sale unless:

a) Prior conlractual borrowing arrangement has been mage
b The sale is made al an uptick, and
o The tracle is identified as a Short Sale al the time of placernent of order”

8.2 The findings of the Enquiry Officer revealed 12 262 instances f Blank Sales during the Review Period,
93 The Respanden] made th ‘ollawing submissicnsan the 1ssUe

« The Responden' in its wrilten reply dated Gotober 04, 2007 to the SCN denied gxecution of
Blank Sales and sialed that in some of the cases its clients instruct execution of sales orders
and underiake 1o deliver securities lo the Respondent. Later on if the client falls to deliver the
said securities te sale entry may cutstand withoul defivery of shares, However, 1his is nol due
fo any laull, incompelency or llegality an the part of the Respordent. All sueh transactions are
latel on sauarel Lp by the cients and 1t is possibie thal many fransactions mentioned in the

Annasure - A ('the Annexure | of the SCN were of tHis nallre

« During the heanng, the Respondent again denied the! the sales mentioned in {he Annexurs are

Biank Sales and agreed to provide documentary evicence of pre-existing interest of the clients
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in this regard. Howeyer, vide letter cated November 20, 2007, the Respondent provided
printouts of statements vide which it tried to show that the clients first bought and Wen sold the

shares mentioned In e Annexure

| have considercd the contentlo s af the Rpspomdent and the 15sues raized therain and e 5ame are

addragsed by me baiow!

« The Respondent's assertion that i executer it clients' ordar on ihei urideriaking that they wil
provide deliveries ta the Respondent when required can not B taken as evidence that the
clients had pre-existing interest in the shares being sold by them. |t may be roted hat the
Respondent is respersitle for each and every order execiied through & hause, theretore, e
Respondant should have obtained documentary evidence of pre-existing imerest in thie shares
baing sold by ts dligrs, iee yndertakings by the elisnts <o nal prove the pre-gxiting interest
of the chents in the shares being soid and (1 dees roe absolve the Respongent from its

obligation o ensure compliance of Short Seling Regulation

o With regard to the siatements provided vide letter daleg November 20, 2007, review of he
same do not show that the cienis had pre-existing inlerest in the shares before sales
mertione:d in the Ancexure. The statements made-incanect calculations in order 0 shaw thal
the cients had buy posttions before gale. |n some of neoslalemets the Respondant anly
moved the buy fradrs above the sale frades hawaver, e time of thesa trades showed thal
buying wiere always mace aftar szles. Fortner, n mostof e cases N2 Respondent frgated he
buying trades, thal were made to square up eadier sales, as buy nositions against Lhe

subsequent sales which is not a corect mothod of caleulation, as net positions of the chents at

any point of time should be considered. It may ba noted that the sales mentioned in the:

Annexura only inchides those sales which were made when the clients had zero of net
negativa posilicn cnd the Enauify Officer did tase 119 seeount the purchase of snares.
Therelore, in absente of any further documentary eyidenne s clear that the sales mentiongd

in the Annexure are Biank 5ales

Cansidering the above facts and the comentions of the Respontent, il is clear thal 12362 Blank Sales
haye been made In viclation of Reguiation 4 of the Shor Seling Regulations. Interms of Rule & of the
Brokers Rules, sub rule (i) where the Commissian is of the opinon that a broker has inter alia failled
comply with any requirements of the At or the Ordinanca or af any rules or directions made or giver
{hareunder, in teims uf sub rle (i) has confravenad the rules ond regulations of the exchange and in

serms of sub rule (v) hias faded to follaw any requirement of the Code af Conduct iaid dawn in the Third

Sehedule; the Commisgsion may in the public interesl, lake action under Rule 8{a} or (b) of the Brokets

Rules
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I lightt of the abive Le the facis the Respondent by making Blan. Sales s violated the Short Selfling
Regulatians themby attracting sub rule (i) of he Rule 8 of the Hrokers Rule and has also failed 0
comply wilh Clause A5 of the Code of Conduct containad in the Third Schadule o 1he Bokers Rules,
{hereby, attracting sub rule (iv) of the Rule 8 of the Brokers Rule. Accordingly, & penalty of Rs, 75000
(Rupees Seventy Five Thousand only} is heseby imposad an the Respondent unger Rule 8 () of the

Brokers Rutes
Account Opening Forms (Mssue No. 27)

I lerms of Cammizsion’s Di=ctive No. SKMOVSERARD) 2003 dated July 23, 2003 which requires gl the
members-brokers to mainiein Acoounl Tpening Formis) (‘the ACF(s)) in conformily wilh g
Standardized Account Openng Farm (the SAOF") prescribed by the Commissian and subseguent
changes made 1o the SADF vide letters Noo SMOVSES2(B9) 2003, dated November 18, 2003 and
January 20, 2004, Subsequelly this SACE was also made part of LSE General Rules and Regulations

Pt

as Chapter VI The said dicc -hves:of the Comnussian raquirg tha

i List of Trangaeton fee, Commission 10 be charged by the Brokerand other COC charges
to bie |evied shiould be gitached with the AQFS.

il Aftesied copy of CNIC of the clients should be attached with the ACGF.

iii) ADFs should be duly signed by the winessas.

i) Margins 1o be maintained by tne clients should b mationed on AGFs.
Findings of he Enquiry Qificer revealad that,

i|  Listof Transaction 12¢, Commyssion to be charged by the Raspondent.and ether COC charges
1o ba levied were net altached with the ACEs,

i) CHNIC's of the clients enclesed wilth AOFs were nol atfesiad.

iii) AOFs were not signed by the witnesses,

iv) Marging 1o be maintained by the clients were nol mantioned on ACFs,
The Respondent imads thi following submission on thase issiues

» Wilh referance to - clation of not atlaching st of cherges wih the ACFs the Respondon
asserled that Comnission slabis and Transackon Chargss are given by the Respondent e ils
clients through Trade Confirmations which are seat dally and through LedgerfAccount
Statement which is sent weekly. Tha Respondant further stated that it is inprocess of reclifying

this ermor,

s With reference to visiation of unatiested copies of client CNICS the Respondent assered that
it s munning. its hevse smoe 2001 when SAOT was nol presaribed by the Commission ner il
was required that CHICs may be annexed with the ACF- However, it Is currenily rectifying the

arrar and has requestod s dients 1o provide altested copies of CNICs
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® With reference fo the violation of missing sigratuies of witnesses on the ACFs, the
Respondent stated {hal it starled the brokerage house in 2001 and at that time slonalures o
witnesses on ADFs were nol mandalory, Therefere, in same of the cases signatures of
witnesses are missing on ADFs, however, currently 1l is in process ol getting new AQOFs
execuled from s clients and said onissions wl ba tecti 2d snom.
. With regard 1o nal centioning of amount/ persentage of magin to be maintaingd by the clients

the Resoondent st:tod thal [t Is 3 rmatter batwaan cligst and Ihe Respandenl as il lreats all its
clients based an ther credentials, Because of fhis the rmargin amouni/percentage varias from
client to client, therciore, same is not mentionad dn AGFs. However, clients 2re infermad about
the percentage of margin deposit and they aie siso issued margin calls notices as and when
Hieir margin amoun! 's insufficient

104 | have considen | the cone tinns of the Hesponcen! una the 12 a0es raised therein and the same are

addressed by ma below,

’ | have considered 1he contertions of the Respondent iegarding missing list of chargas with
AQFs and do not agree with the Respondent that giving commission rales on the account
slatementsiirade confirmations suffices the requirement of attaching the list of charges with the
AQFs. Therefore, by not attaching the said list with the AOFs the Respondent has failed to
comply with the dir clives of the Commission. It may be noted that enciosing the list of charges
with the ADF makes it part of the A0F which & the basi agreamant between the broker and
his chants. In case of any dispule anses bebween ther all (he matlers arg resaived an the

basis of clauses of the AOF,

. With regard to Respondent's assertion on vislation of ur-atlested copies of client's CNICS, it is
clear thal the Respondent faiied to comply with the abovementionsd directives of the
Lomimission, The Fesponden! asserfion regarding unarssted copies of CNICs of old clients
does nor holt grosrds on the basis that SASF was preseribed oy the Commssion in
Movemtbrer, 2003 an | since thes slong fims has passed however. the Respondent has sl not

camplyed with the roquirements of ACFs

. With regard to violalions of missing signalures of witnesseg an AGFs it may be noted that it is
the requirement of 1he SAOF prescribed by the Commission thal AOFs should be signed by
the wilnesses and Hespondent's assefion clearly shows thal it has failed 1o comply with the

said requitement of SA0F

. With regarnd Lo the espondents assertion regarding ne' mentioning of percentage of margi
deposit on ACEs, it may be nated that it Is the requiremant of SACF that the same should be

mentioned on AQFs Verbally informing the client about the percentzge of margin deposit dogs
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hel suffices the said requirement of the SAQFS. In |his connestion | may further be noted thal
Wity percentiga of margin depusit an A0Es makes |t - part of ADF Therefers, mentioning
o parcentage of margin deposit on ADEs a3 saletuands the mierasts of the clients and the
broker

105 Consfderlng the above fects aq-d e contentions of the Respondent, it i3 esianished lhal e
Respondent has failed o comply with Commission’s directive ind General Rujes and Ragulations of the
LEE In tenns of Rule B he Biokerg Rules, rars paricilas v subrute () and sub rile {v) Iherele,
where the Coiliniss on s -+ the opinion (hat @ Broken Has inter alia falied to-comply with requiremens of
any directions of fhe Corrussion and'or has contravenad the rules ang reguiations of the Exchange
andfor has failed to foligw ay requirement of Ihe Code of Conduct laid down in the Third Sehadule. it
may in the: public interest, to take action under Rule Siaj or (b} of the Brokers Ryles

106 In light of the abowe ie & fact the Respondent failed 1o corply with Commission's directive therety
altracling sub rule (v) of the Rule § of the Brokers Rule Howeyir tased on Ihe Respondernts statement
that i has already taken ~rractive stiicns | am melined, onth's decasian 1o take-a lement view n the
matter and will net take a ¥ punitive achon under Rule 8 of the Brokers Rules: As such | beliove e
caution” in these instances to the Respondent would sufice ard | would further direct the Respondent
e ensure thal full compliarce is made of all rules, regulations and airectives of the Commission in tha
future for avoiding any punitive actics under the law

. Order Register (“Issue No. 3"
1.1 1% larms of Rule 4(1) of the "071 Rules i s provided fhat -

"All orders (o buy oo sell securilies which a membar may reccive shall be entered, in |ha
chronolegical order, in 3 register 1o be maintainad by him in & form which shaws lhe:
name and address of the parsan who laced the order, the name and numker of (he
securifies 1o be bought or sold. the nature of transaction and the limitation, if any, as 1o
the price of the securities or the period for which the arder is to be walid,"

112  The firiclinngs of 1) & Enquiry Cficar reveaiad thatthe registar as mr nllanag aliove was net maintained by
the Responden| during the 4. ey Feriod.

1.3 The Respondent made he following submission on the alorementianed lssus

» The Respondent in iis written reply asserted that electronic ledger as maintainad today fullilis
the requircment of ahovementioned Rule. The Respanden! further assered that the'said Rule
was Introduced when manual frading was pravalent in Ihe stk marke:

ity [h hearmg the Respondan: stated {that now-a-davs due to ligh volume and Yelocily of

tradiitg ity racheally ninossibia to ITAMRAIN manual ords: 1eostor
i b =
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114 | have considered e o emliore of the Respondant and | am of the view that elecironic ledgass or (he

Qaily Activity Lag as menlinied by the Respondant is not a substitute far the Order Hegister as required
under the Rule 4(1) of the 1871 Rules. The aforementionas Logs enly record those: orders thal are
placed by the Respondent into LOTS and not all the orders which were received from he clients and
not entered Inle LOTS. Further, the said Log only records tha time of placement of ordars inte the

systern and not the lima of recelnt of orders

11.5  TheCommissicn is alse cognizant of the praciical d #iculliss ssECiaed wath Ihe maintenanie of such
an Orcer Register manusly. However, it i noted with disappointment thal the brokerage: howse and
LSE were net ible 1o keep pace with evolution in technology 2nd significant increase i irading activities
whereby a system should have been developed 1o 2nable sinuianeaus recording of orders recelved
from clients and their incorporation in 2 database 1o ganerale the Crder Reister as required undar the
Rule 4{1) of the 1971 Rules

116 Considaring the above menlioned fact | am inclined on this socasion fo take a lefient view in the
matter and will not take any punitive aclion under Rule 8 of the Brokers Rules. As such, | believs that a
caution in |his'instance to the Raspondent would suffce and | would further direct thiz Responden! {o
ensure thal full compliance be made of all the laws, regulatinis and directives of the Commisslan in
future for avoiding any purilive acticn under the faw

2 As staled above, the Respandent Is penalized as follows:

Al Asregards Issue-Not, as stated above, a penally of Rs. 75,0005 (Rupees Sevenly Fre

Thuugand erly) is mpozer
bl Ho punilive: wciien s taken in relation to Issue Mo, 2 and 3 and a simple caution wil
siiffica.

121 The maller Is disposed of in the above manner and the Respendent is direcied to deposit tha fine with
the Commission not later than fifteen (15) days from the recefpt of this Order

C—Irrl N Inayat Buit
Director (SM)
Securities Markel Division



