Sl CURITIES & EXCHANGE COMMISSION OF PAKISTAN
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Before The Director (Securities Market Division)

In the matter of Show Cause Notice issued to

Escorts Investment Bank Limited

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

Mumber and Dale of Motica No. MSWISMDILSE!1(5)2006 dated October 08, 2007
Date of Hearing Oelober18, 2007
Present al lhe Hearing: Mr. Kamran Nasir — Chief Financial Officar

W1, Jawail Akhtar — Head Capilal Markels Division

Date of Order January 16, 2008
ORDER
1 This order shall dispose of the proceedings initiated through Show Czuse Notice beanng Mo

MSWISMDILSEN (£)2006/2 dated Ocioher 08, 2007 ('the SENY ssued 1o Escotls Investment Bank Limited
{"the Respondent’), member of the Lahore Siock Exchange (Guaranleg) Limied ["LSE") by the Secunties and
Exchange Comrigsion of Pakistan {'the Commission’) urider Rule 5 cof the Brokess and Agernts Registeration
Rules, 2001 {"the Brokers Rules’) for wiclation of Rule 12 of the Brokers Rules and Ciause AS of tha Code of
Conduct contained in the Third Schadule of the Brokers Rules.

pl Briet facts of the case are that the Respondent is @ member of the L3E and is reqistered with the Commissian
under Brokers Rules. An enquiry was inftizted by the Commission in exercisa of ils powers undar Section 21 cf
the Securilics and Exchange Ordingnce, 1989 (‘the Ordinance’) and Ford Rhodes Suat Hyoer & Co, ("the

Enquiry Officer’) was appointed as the Enouiry Officar under the above mentionad Seclion far the following:

{a} 1o enquire inlo the dealings, busingss or any fransaction by the Respondent durng the penod lrom
April 01, 2008 to June 15, 2006 (‘the Review Period”)

(b} to identify any and all the acts of omissions constituting the violation of the Ordinance and the Rules

made (hareunder,

{g) to denlify viclations af any other applicable laws, including but not limited o he Brokers Rules,
Requlations for Short Selling under Ready Market, 2002 (“Short Selling Regulations’}, General
Rules and Regulations of LSE, Securities and Exchange Rules 1971 [‘the 1971 Rules”) and

diractives issued by Commission from time to time:
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The findings of the Enguiry Officer revealed several inslances of patential non compliances with spplicable

laws and regulations. A copy of the Enquiry Officers report was sent to lhe Respondent on Septembar 07,
2007 which required the Respondent o provide sxplanations on ihe opservations of the Enguiry Officer
together wilh supporting decuments,

After perusal of the Respondent's replies to the above menticned letler. which did nat adequately explain the
position in respect of some instances, the SCN was issued to the Hespondent undar Rules 8 cf the Brokers
Fules stating that the Respondent has prima facie confravened Rule 12 of the Brokers Rules read with Clause
A5 of the Code of Conduct contained in the Third Schedule lo the Brokers Rules which are reproduced as

under:

Rule 12- * A broker halding a cerlificate of registration under these rules shall abide by the Code of Sonduct

specilied in the Third Schedule

Clause A5 of the Code of Conduct- “4 braker shall abide by all the provisions of the Securilies & Exchange
) E
Cornmission of Pakistan Agt, 1997 ('the Act’) and the rules, regulations issued by Ine Commissian and the

stock exchange from time to time as may be apolicable to mim’

b On Cetober DB, 2007, the Respondent was called upon to show cause in writing within seven days and appear
hafare the undersigned on October 18, 2007 for a hearing, to be altended either in person andfor through an

aulhorized representaliva

B The heanng was attended by M. Kamran Nasir, Chief Financial Gfficer and Mr Jawad Akhar, Head Capitat
Markets Division of the Responden! wha argued the case.

i A summary of the contentions and cbjections thal were raised by the Respondent in its wrillen submissions
and during the hearing and findings and conclusions of the Commissicn an the same are as follows:

B Blank Sales ("lssua No. 1)

8.1 In terms of Regulation 4 of the Shert Selling Regulations, Blank Sales are not permissile and in terms af

Regulation 5 of the Shorl Seling Regulatons, it is provided (hat
o Membershall make a Short Sale uniess:

a. Prior contractual barrowing arangament has been made
b. The zale is made al an uplick, and

& The trade is identified as a Short Sale 8t the time of plasement of arder”
B2 The findinigs of the Enquiry Officer revealed 882 Instances of Blank Sales during {he Review Periot
B3 The Respondent made {he folliowing submissions on (he issue’

« The Respondent during the hearing stated that in case of some Blank Sales relaling o chents M,

Sateem and Nahead Khanum Shermani bearing codes 4024 and 7012 respectively, the said clienls
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had avaiied Margin Financing from banks which is reflected in the ledger statements af the chenls
provided vide |etter dated Novemuer 15, 2007,

The Respandent further stated thal some of the Blank Sales mentioned In the Annexure — A [‘the
Annexure’) of the SCN wera due to Use af wrang client codes, In order 1o sybstantiate its claim the

Respondent provided copies of a numter of "Key Punch Eror Forms” which showed the wrong and

corrent cliont codes and was duly signed by the officials of the Respondent,

o Further. with reference o (he Blank Sales relzting 1o Mr. Babiar Al Hamayun, (he Respondent stated
that the said cllent undertook 1o provide deliveries of shares sold by him but later on he squared up his
position. The Respondent during the hearing further stated that it had aliowad soma of its ciignis 10
sall small amount of shares over and abave their posilions as they usually provide delivery from ather
houses or from their Investor Accounls However, for high volume trades pre-exisling interest is

always checked belore placing the orders

o Afer the hearing, the Respondent vide letiar dated November 15, 2007 provided further documents 10
substantiale its claim thal the clients had nre-existing Inlerest against the sales mentioned in the
Annexure. With regard 1o soma of the sales given in the Annexure, the Respandent provided “Dalivery
Arrangement Request signed by both Respondent and #s clients vide which Respondent agreed 1o
provide delivenes 10 clients who wanted to Short Sell the snares For the rest of the cases (he
Respondent provided unilaleral s uthorzation letters from Engr. Mian Sajid Masood, member LSE
undar which the said member authorized the Respondent's siants to sell his shares and further

undertaok 1o provide deliveries to Respandent's clients in case they needsd the shares

B4 | have considered the conlentions of the Responcent and {he ssues rased therein and the same arc

addressed by me belaw,

e With regard to Respondent's assadion that two of lts clients ¥ Salaem znd Naheed Khanum
Sherwani bearing codes 4024 and 7012 respectively had pre-gxisting interest in the shares before
sale as they had shares avallatle in margin findrce. The Respondent pravided ledger stalamenis of
lhie said clients which showed thal the clients had opening positions. After a review of the clienls
trading data it was cbserved that sale mentioned at sefia: nos. 117, 118, 123, 4571488 and 834-835
were not Blank Sales and clients had CFS/imargin finance posilion before sales. Hawever, rest of the
sales of these clients were made over and above their apening pasitions. n order 1o cover Ihe saies
over and above the opening balance Respondent provided a number af autharty Istters/Delivery
Arrangement Requests, These authority fettersiDelvery Amangement Requests are discussed in the
siibsequent paragraphs.

« \Wilh regard 1o the Respondent's assertions regarding use of wrong client codes, after a review of "Hey
Punch Errar Forms', it was observed that sales mentioried at serial nos. 479-480, 637, 638 and a1

8173 were not Blank Sales, However, with regard to the Blank Sales mentioned at serial nos. 211:213

S 3
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the "Key Punch Error Form’ showed tal the client had purchased shares m wiony account, However,
time of purchase of these shares showed that same were made afier sales, therefore, 1he client did
niot have any prior purchase position hefore eales mentioned al serial nos. 211-213. However, in order
1o cover oversold pasificn, the Respondent provided a number of authoriy lpttersiDelivery
Arrangement  Heguests. The Compmission's observalions on these authority letiersiCelivery

Arrangement Reguests are givan i subsequent paragraph

« Wit regard to the Respondent's qesertion that il allowad some of its chents to execite Shor Saie on
ihe assumption that they always provide delivery whan required does ot hold any weight, It may be
noted that it is the responsibility of the Respendent 1o ensure [hal its clients have pre-gxisling interest
in the shares being sold by them The Respondent should always chiain suffigent documeniary
evidence from its chients for their pre-existing interest in the shares being sold and should not rely

merely on lhe clignts’ previous recoit Since the Respandent s responsible for ll the trades executed
theaugh s house thersiare. it shouid ensure that all the orders placed by W on the syslem are i
accordance with the applicable rules and regulations Therefore, the Apspondent's said assertion can
fiat be taken as sufficient evidence io prove At fhe clisnts had pre-exsting Inieres! against the sales

menlioned in the Annexure,

o With regard 1o the authority ettersiDelivery Arrangement Requesls provided by the Respengent it may
be noted thal the copies of aulhony leers/Dativery Arrangement Regquests provided by the
Respondant show thal same wers made on lain paper and et judicial paper, Further, e authonly
lettersiDelraery Arfangement Heﬁues:s pravided Dy the Respondent did rot contain the terms and
conditions of the agreement and can nat be accepted as valid borrewing agreementsicontracs
Hawever, in case if these authorily lelters/Delivery Arrangement Reguest afe accaped as vald
barowing agreements it may be nated that Reguiation 5 of the Shont Selling Regulations requires thal
Shart Sales can only be made after fulfilling the pre-requisiles which incluce that trade must be
identified as Short Sales at the tme of placement of order, Far fhis purpose the trading sysiem of L5E
has provided & separale window for Short Sales. Sirice the Respondent did not use the separale
window to indentify these trades as Shon Sales. therefore, by execuling the frades giver in the

Annexure, the Respondent failed to comply with ihe Regulation 5{c)af the Shiort Selling Regulations.

Considering the above facts and the contentions of he Respondent, it is estabiished that 851 trades were
executed by the Respondent in violation of Shor Sgling Requlations. In terms of Rule 8 of the Brokers Rules,
sub rule (i) where the Commission is of the opinion thal @ broker has inter atia failed to comply with any

requiremants of the Act or the Ordinance or of any rules or directions made or given thereunder, if 1nms of

sub rule (i) has contravened the rules and regulations of the exchange, andl in terms of sub rule {iv] has fafled

to follow any requirement of the Code of Conduct faid down in the Third Schedule, the Commission may in the

public interest, take action uider Rule 8{a) or (b) of the Brokers Rules.
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B In fight of the above i e the fact the Respondent made sales in violation of Short Salling Regulaticns lharehy
attracting sub rute {ii) of the Rule § of the Brokers Rule and has also failed 1o comply with Clause A5 of the
Code of Canduct cantained in the Third Sthedule o the Brokers Rules, thereby, attracting sub rule (i) of the
Rule 8 of the Brokers Rule. Accordingly, a penalty of Rs. 75,0001 (Rupees Seventy Five Thousand only) is

hereby imposed on the Respondent under Rule § {b} of the Brokers Rules,
9, Account Opening Forms ('Issue No. 2

a1 I terms of Commission's Directive Mo, SMD/SE/2(BE) 2003 dated July 23, 2003 which requires all the
members-irokers 1o maintain Account Opening Form {'the AQF(s)) in conformity with the Standardized
Account Opening Form ('the SAOF") prescribed by the Commissian and subsequent changes made lo the
SAOF vide letters No. SMDISE/2(89) 2003, dated Novembsr 19, 2003 and January 20, 2004. Subseguently
this SAQF was also made part of LSE General Rules and Regufatiors as Chapler Vill. The said direclives of

ihe Commission reguire that:
i) AOF of all the chents should be maintained by the membzats.
ii) Each page of ACF should be signed by the clhent and the member of his aulhonzed

representalive,

iiil Gopy of clienf's CNIC should be attached with ACFs.
i) Attested copy of CHIC of the client should be attached with the ACFS
V) List 6f Transaction fee, Commission fo be charged by the Broker and other CDC charges o be

lavied should be atlached wilh the ADFs
9.2 Findings of the Enquiry Officer revealad that,

i) The AOFs ol 17 clients were not availzble wilh the Respandent

i) Each page of AOFs was not signed by the Respandent orils authorized represantative

iii) Copies of CNICs of clients were not attached with ACFs.

iv) Copies of clients' CNICs enclosed with ACF were not altested.

v) List of Transaction fes, Commissicn to be charged by the Breker and other COC charges to be levied
was not attached with the ADFs

g3 The Respondent made the fallowing submission on thess ssues,
2|

. With relerence to the missing ACFs the Respondant stated thal these belonged to corporale clients

and during the review period these accounts were inactive

. With reference to the Respondent's missing signatures on the AQFs, the Respandent stated that al
the pages of AOFs are signed by the clients and Respondent. However, in some cases ils signatures

wera missing due to mistake. However, after the enquiry the errors have been rechfied.

1
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With regard to missing CNICs of the cliems, the Respondert asseried thal in some Case CHICs of old

and nactive accounts are missing. Since these clients are inaciive and out of contact, therefore, the

Respondent coutd nol obtain ihe new CHICs of these cligpts

With reference to viclation of unallesied copies of chents' CNICs, the Respondent asserted thal

instead of oblaining altested copes of clienls’ CNICs il has been sesing the original CNICs al the lime

of apening of account,

- Wilh relerence o violation of not attaching st of charges with the ACFs, the Respondent stated that
cansaction fees are mentioned on ihe account sigtements which are accepled by the clents.

Hawever, alter enguiry i has starled 1o attach list of frangactian fee with the ACEs.

. During the hearing the Respondant infarmed that after erguiry it has pul in place praper system 16

ensure full compliance with the reguirements ol BAOF

G4 | have considered the conlentions of the Respondent and 1he sSUES raised herein and the same 2k |

addressed by me below:

. in case of missing ACFs it is generally sheerved that non-submission of AQE by imstitutional clisnts is
ai1 industry-wide problem which i faced by 2l t1e brokers. Furtner, the Respondent aiso sialed that |

the missing AOFs belonged to the actounts which are inacive since 1ong

. The Respondent during the heanng and i its writien reply acknowledged that i some Cases s
signaltures were missing on pach page of some of the AQFs. It may be noted thal SAOF requires thal ‘
each page of AQF shoutd be signed by the clients and the member. Therefore, by nat signing eacn
page of AOFs the Respondent has failed 1o comply with the shove menticnad directives af the

Commission

. With regard to the Respondent's sesartion on violation of un-atlested copies of clients' CNICs copies |
do not agree that by just seeing the original CNIC of the ¢lient the Respondent 1 complying with the
SAQF requirement of obtaining atlested coples of CNICs The enclosure requirements of the SACE
clearly state that allested copy of the-client's CNIG should be attached with ACFs. Therefore, it was
{he responsibility of the Respondent thal before opening an account it should obiain stiested copy of
chent's CHIC

J | liava considered the contentions of the Respondent regarding missing list of charges with ACFs and
div nol agree with the Respondent's argument thal giving commission rates on the sccount
statementitrade confirmation suffices the requiremant of altaching the ligt of charges with the ADF. It
may be noled that enclosing the list of charges with the ACF makes it part of the ACF which Is the
basic agreement batween the broker and its chents. In case any dispule arises belween them all the
malters are resolved on the basis of clauses of the AOF Therefore, by not altaching the said st with

the ACF the Respendent has failed 1o comply with 1he directives of the Commission




SECURITIES & EXCHANGE COMMISSION OF PAKISTAN

CReurles Market Thivisiond

e

Considering the abova facts and the contentions of the Respendent, it is established thal Respondent has
failed to comply wath Cammission's Directive and General Rules and Regulations of the LSE. In terms of Rule 8
of the Brokers Rules: more particulady sub rule (i), (i} and sub rule (v} tharefore, where the Commissian is of
the opinion thal a broker has inter alia failed to comply with requirements of any directions of the Commission
andlor has contravened the ruies and regulations of the Exchange andlor has failed to follow any requiremen
af the Code of Conduct laid down in the Third Schedule. it may In the public interast, 1o take action under Rule
Bia) ar (b) of the Brokers Rules.

G5 In light of the above 12 the fact tha Respondent failed 1o comply with Commission's directive thereby attfacting
sub rule (v) of the Rule 8 of the Brokers Rule. However, based on the Respondents stalement that it has
already taken comective actions and assured that such viclations wil not ooeur in future. | am inclined, on this
srcasion, o lake a lenient view in the matter and will not take any purnilive action uader Sule 8 of the Brokers
Rules. As such, | believe a 'caution’ in these instances to the Respondent would suffice-and | would further
direct the Respondent to ensure that full compliance be made of 2l reles. requlations and direclives of the

Commissian in the Future for avoiding any gunitive action Unger tha law
i Order Register {'lssue No. 3]
101 intemsof Rule 4{1] of the 1871 Rules it 15 provided that

"All orcders 1o buy or sell secunties which a mamber may receve shall te antered, n the
chronological erder, i a register to be maintained by him ina form which shows the name and
address of the person who placed the arder, the name and numier of the secunties 'o be bought
or sold, the natura of iransaction and the fimitation_if any, as 1o the prica of the sscuarilies or the

period for which the crderiz to De vald "

102 Thefindings of the Engquiry Officer revealed that the order register as menticnad above was not maintained by

the Respondent during the Review Pericd
10.3  The Respondent made:the fallowing submission on this (ssue

s The Respondent stated that most of the orders are placed by ils clents on telephones connecled to a
yoica recarding syslem. The vaice recording system maintains time wise record of all the calls: Thus
{he voice recording system compiies with the reguirement of the Rule 4({1} of the Securifies and

Exchangr Rules 18971

104 | have considered the contentions of the Respondentand | am of the view that the voice recording system does
not record the orders placed by clients present in the house However, the Respondent’s efforl to meel the
requirement of law through other means is laudable. Tha Commission is a'so cognizant of the praclcal
difficulties associated with the maintenance of such Order Reglster manually,

105  Considering the above motloned fact | am inclined. an this occasion, to lake a lenient view in the maltar and

will not take any punitive action under Rula & of the Brokers Rues. As such, | believe that a-caution in this
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instance to the Respondent would suffice and | would further diract the Respondent to ensure that ful

compliance is made of all the laws, regulations and directives of the Commission in future for avoiding any |

punitive action under the law,
/ 11, As staled above. the Respondent is penalized as follows |

al  As regards Issue no 1, as stated above a penally of Rs. 75,000~ (Rupses Sevenly Fue |

Thousand anly) s impesed. |
by Mo punitive action is taken in relation to Issus nos: 2 and 3 and a simple caution wilt suffice

111 The matler is disposed of in the above manner and the Respondent s directed to deposit the fine with the

Commission not later than fifteen (15) days from the receipt of this Order ‘

Imrdn Inayat Butt .
Diractar
Securities Market Division |

I |
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