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SUMMARY OF RECOMMENDATIONS

1. The primary recommendation of this project is that the Colombo Stock Exchange provide for
govemance by a Board composed only half of members and the other half representatives of listed
companies, institutional and individual investors or their attormey and accounting professional
representatives.

2. As a base for improved self-regulation, CSE should publish a manual for members, their
employees, agents and customers, organizing by subject relevant parts of Sri Lankan law,
securities council rules. 2ud CSE articles and rules now in 20 different documents.

3. Establish a full time exchange staff with investigative accounting and securities experience for
member surveillance with initial close attention to review of trading, capital and profitability of each
member. Provide competent foreign orientation for this staff,

4. To enhance mensber profitability after exchange surveillance capacity is developed, there should
be regulatory options permitting choice by firms to maximize money management profits, to
promote liquidity by regulated firm trading, to charge more than the fixed commission in certain
instances, and to use customer credits to finance other customers fuliy collateralized debits.

5. Exchange rules should require both net capital and security deposits which fluctuate with
volume ard the risks of each member: business. At times, the new exchange requirements would
be less than the present overriding Securities Act, at other times the Exchange capital requirements
would be greater than those of the Act.

The security deposits could be met by bank guarantees but the liquid capital requirements should be
met by a minimum positive capital equity reduced by assets not readily converted to cash and
allowances for market risk in such conversions te cash. Provision is made for members now

relying on advances from affiliated companies and baiik overdrafts to convert such financing to
subordirated debt acceptable for capital purposes.

Priorities are established for use of security deposits, and provision is made for pro-rata charging

of other members if a failing member's security deposit is insufficient to cover net losses on close
out of open contracts.

6. Deposit problems should be corrected by:

invalidating any guarantee with less than two months to run (thus encouraging earlier renewals or
extensions and providing a discovery period);

clarifying the purpose of the guarantees as stated in CSE Article 18 to (a) completion of exchange
open contracts of defaulting Members, (b) debts to the Exchange, and (c) unsatisfied claims of
customers;

providing that the guaranteeing bank has no right of set off against other membe; assets it might
hold; and

removing any question as to whether the guarantee could be used to protect contracts entered on the
exchange hut not processed through the clearing system.

The September 15, 1989 rules on separate bank accounts for customer funds should be amended

(as in 703) to permit customer credit balances to finance other customer fully collateralized debits
and then enforced. The proposed rule 703 would also establish legal integrity of the required
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customer bank accounts as customer property, improving prioriiy distribution to customers under
provisions of the Compensation Fund amendments being prepared by the Securities Council.

8. Clarify the obligation of a hroker to his customer when the contra broker does not perform.
Previde for borrowing of securities against cash collateral to fzcilitate tirneiy deliveries.

9. CSE should provide prudent regulation of margin business for its members and their affiliates.

10. Minimize risk of employee fidelity through supervision and control rules. In addition, the
exchange should investigate the feasibility of required fidelity insurance for members.

Require audit confirmation of customer accounts and mailing of customer security statements by
CDS rather than members

11. Impose qualification requirements for agents similar to those proposed for sales employees of
members. Encourage members to protect themselves by a countract with the agent indemnifying the
member for any liabilities arising from the agent or its empioyees.

12. Form a committee to look into further centralization of post trade processing functions, such as
a common computer system, a mailing facility for communications of companies to securiiy
holders, direct receipt and delivery of securities between the central depository and customers, etc.

13. Form a second committee to plan CSE role in training of sales personnel, media promotion,
and centralized educational campaign direction. A full time exchange officer for promotional
planning and execution should be a future objective.

14. Review fixed commission levels and Exchange financing,

15. Fill critical gaps in CSE rules by adopting specific rules proposed in Exhibits to this report,
summarized as follows:

Organization and Governance - ex=cutive committee balance between members, listed companies,
investors; comer control; liability for use of facilities; nominating committee; chief executive officer
powers.

Listing - approval criteria, proxy procedures, listing agreement.

Trading - change of ownership timing, responsibility to customers for settlement, cross (parcel)
exposure, auction and customer order priorities, discretion by traders, cash and delayed delivery
transactions, erroneous repotts, order records changes and definitions, short selling.

Settlement - introduction of accounts between members, qualification for carrying and settling
accounts, ciose outs, good delivery and reclamation, assignments, signature file, delivery against
payment, borrowing securities, securities loans, signature guarantees, credit extension (margin),
partial deliveries.

Qualification of members, agents and personnel - conditions of qualification of members, trading
attomeys, employee representatives soliciting customer business, agents and agent representatives,
other approved persons; reporting of changes, authority for investigations, authority over
employees, investigation of new employees, empioyee records, acceptability hearings.

Ethical Conduct - .;00d business practice, conflicting employment, gratuities, reporting of
questionable conduct, sharing in customer accounts, misleading names, rumor cirzulation, privacy
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of regulatory infonmation, standards for communication with public, account transfers, fair
corporate financing, free riding and withholding, disclosure of conflicis.

Supervision & Control - supervision structure, duties of supervisors, know your customer rule,
numbered accounts, employee accounts, control of public communications, prevention of
confusion with associated entities.

Financial & Operational - capital and settisment fund requirements, audits, financial statements to
customers, reports to exchange; hypothecation, custody and borrowing of customer securities:
buy-ins, securities movements.
Discipline - summary access prohibition for 1ailing member; disciplinary bases, penalties and
procedures by hearing panels; appeals, discipline by stipulation and consent, right to counsel,
discipline of suspended par:ies.

Arbitration - controversies arbitrated, arbitration procedures, arbitration agreement.
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IMPROVING COLOMBO STOCK EXCHANGE REGULATION

A Project Financed by - AID/SRI LANKA
Executed by the Intemational Sci: ice and Technology Institute

by Robest M. L shop
retired Senior Viee 5 r=sident,
Chief Regulacory O:Ticer
New York Stock Exchange

Background of this Project

Under the general heading of "Colombo Stock Exchange (CSE) Surveillance and Enforcement”
this project is a short term component of the long term capital markets project being performed by
the Intemational Science and Technology Institute (ISTI) under contract with USAID/Sti Lanka.

The primary focus of the project is on capitai adequacy of requirements for CSE members, and
reduction of major risks or exposures. The project is also to focus on conflicts of interest of CSE
members, exchange supervision of members and their empleyees, and identification of any
unnecessary duplication between the Securities Council (SC) and CSE in regulating the stock
market.

The project was accelerated by the consultant’s December 1989 project in Colembo assisting the
Securities Council in preparing  practical plan for implementation of a Compensation Fend and by
rewrite of his computerized book on "Model Rules for a Stock Exchange” already a‘!aoted for use
in 10 other start-up or developing small exchanges.

The report following is in three volumes. It begins by discussing in this first volume the major
risks needing attention by the Colombo Stock Exchange and proposing specific rule
recommendations. The second volume is a "Cut and Paste” compilation of the securities market
regulations now existing in Sri Lanka organized in ten subject areas. Upon retumn to the U.S., this
volume is to bz converted to a computerized regulatory manual.

The third velume is a detailed commentary on the present rules, plus four indexes by different sorts
of the topics of the present and proposed rules.

Profitability Risk

The ever-present greatest risk to the viability of broker dealers is that of negative profitability. It is
the ultimate cause of most failures of exchange members - sometimes causing a slow death, other
times sudden and unexpected.

Losses weaken the will of vulnerable humans to remain honest, ‘eading to falsificatiun of records
to conceal losses, ovzrtrading of customer accounts to boost income, even theft. Slow losses result
from the peaks and valleys of brokerage volume. Sudden losses result from customer reneges,
from market breaks, from theit discoveries, from vncovered maripulations, from listed coinpany
adversities.

A priority feature of exchange surveillance of its members, therefore should be a close watch on
profitability. A base for that capability is built into attached rules on capital (701) and clearing
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guarantees (704). But the Exchange will also need a staff to operate a surveillance system on that
base.

Sri Lanka brokers face ancther hazard to profitability. Government and exchange policy inhibits
their engaging in iwo of the most profitable parts of the stock exchange business in other ccuntries:
money management and firm trading.

Brokerage commission business is at best a break-even activity in most countries. It demands
fixed expenses against vanable income. It rarely produces sufficient income to finance growth in
professional sales forces, branches and investor education or incentive for expansion.

It does produce a basic busizcss which can support profitable money management through margin
accourts, interest on float of funds in transit, short term financing through repurchase brokerage
and stock lending, ctc. It also produces a skilled group of personnel close to the market who can
trade in a regulated environment without comnmissions, profiting while fumnishing market liquidity
to short term imbalances in supply and demand.

Even in exchanges which prohibit member trading, as in Sri Lanka, there is inevitably a perception
if not a reality, that there is underground firm trading. Regulated firm trading on the exchange
floor is relatively transparent and market friendly. Sri Lanka alseady has in place direct regulation
of some elements of firm trading control such as insider trading restrictions. Others such as giving
priority to all customer orders over firm orders at the same price and prohibiting short sales in
declining markets are easily written and enforced.

Although not usually profitable in the carly stages of exchange market development, firm trading as
exchanges grow becomes a major part of firm profits in times of low volume as well as high.
Regulated shor sales are an important component. Exchange rules do not mention short selling - a
topic treated differently and with great conviction in different world markets. CSE members appear
to agree that, at their present level of trading, short selling is undesirable; it probably also would
not be profitable and subject to extreme risk of loss, They also recognize that the Act providss for
borrowing of securities which ordinarily is a mechanism to support short selling, and that short
selling may be desirable in the future to assist market liquidity, particularly as market making
develops. (See proposed 212 for immediate clarification, but reconsidera’ion wiil be needed as the
market grows).

Sri Lanka's flat requirement that all customer moneys be kept in separate bank ac:ounts also limits
broker opportunity for profit from temporaiy use of these funds. For example, the U.S., which
strictly prohibits use of customer funds to finance firm positions or operations, does permit
customer credit balances to be used to finance fully collateralized debits of other customers. The
interest differences are a strong income stream for members. Even when interest is paid by
orokers on custonier credit balarces, there is an interest profit from higher rates on customer
debits.

RECOMMENDATIONS - The exchange should begin its member surveillance
system by clcse attention to profitability of each member.

To enhance profitability after CSE builds a sirveillance capacity, Sri Lankan law
should be changed to permit a securities firm to be both 2 broker and dealer under
appropriate Securities Council and Exchange regulation. CSE skould change its
articles and rules to permit dealer members even before the law is changed.

The provisicens for separate bank 2ccounts for customer funds should be modified
to permit use of customer credits to finance other customer’s fully collateralized
debits.
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Regulatory Risk

To a degree experienced by few othier types of business, stock exchanges and stock broker/dzealer:
have a substantial regulatory risk which is both financial and personal to those engaged in sucl
business.

The securities business is subject to detailed govemnment regulation and exchange self-regulation
as well as communications media attention. Infractions are subject to discipline, arbitration
criminal prosecution, and civil lawsuit. Publicity may accompany most such actions, althouglt
exchange self-iegulatory enforcement actions are likely to remain private where a not guilty
determination is reachad or where the infraction is minor.

Enforcement actions have a high potential for member customer business loss, monetary loss, anc
even viability. Dramatic examples are the U.S. examples of Drexel Bummham and Princeior
Newport going out of business.

Runs on members by other broker dealers hastening to close out contracts and refusing to ente:
acw contracts are not unusual when certain types of regulatory actions start. Ivan Boesky anc
Ronald Li are well known examples of prison sentences for individuals who tock extreme
regulatory risk.

With growth of the Exchange there appears to have been little activity in rule making anc
enforcement. Some new rules have never been circulated to the membership or public. Existing
regulations are in 20 different documents without any integrating manual or index.

One result is that government through the Security Council is rapidly constructing a body c
regulation which over time is likely to be less knowledgeably administered and less flexible tc
changing securities industry conditions than exchange self-regulation would be. Regulatory risk i
thus being increased for membess, their employees and agents.

The exchange is presently searching for a staff member to concentrate on self-regulation of
members, supplementing the present staff specialist in listed company regulation. Several
consuitants during the last two years have recommended areas of self-regulation which deserve
implementing exchange action. Certainly communication on self-regulation should be improved
through publication of regulatory proposals for comment before adoption, and through a manual
integrating all securities regulations in an oiganized manner, and through cooperation with the
Securitics Council.

RECOMMENDATIONS: A framework for a regulztion manual is suggested at the
beginning of the recommended rulcs section of this report.

Exchange member surveiilance employees being hired should preferably have
backgrounds in investigative accounting and securities markets. Their initial
attention shouid be on possible trading abuses and financial surveillance through
regular reporting and field examination. Orientation by a foreign surveillance
expert in Sri Lanka is likely to be more effective than visits to other exchanges.

Exchange surveillance staff should be insulated from undue influence by Brokers.
For this purpose, the Exchange Executive Committee should be composed at least
half of non-brokers, exchange cmployees should not be hired by the Executive
Committee but by a strong Chief Executive, and periodic reports by the
surveillance staff shouid be made on significant investigations to the Securities
Couacil.
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Conflict of Interest Risk

An assignment for this project was tc develop guidelines where CSE members have affiliated
companies involved in quoted companics secretarial services, margin trading, unit trusts,
investment management or osher services closely invoived with stock market activiyy in general.
These guidelines were desired to deal with reporting requirements, separation of business,
director/employee disclosure and share (or unit trust) market participation limitations.

Approach to these questions is circumscribed by the Securities Council Act’s prohibition at 31 of a
broker or any affiliate acting as a dealer.

Two wieeks ago in revponse to widesprezd perception not formally substaatiated that there were
practices violating this provisicn of the Act, the Securities Council issued rules clearly stating that
members may not execute anv trades, even to execute nnsolicited orders, in listed securities in
which they "have an interest,” tha: personnel and close families of members mav not trade through
their own firms, but can through other firms, and that members shall report to the exchange the
names of all parties to all margin trading accounts.

These rules are consistent with the Act but are likely to have little praciical effect in preventing
possible abuses of concemn. Our experience is that trading in potential conflict of interest sitvations
is better controlled against abuse by regulated openness tha. by gross proaibition.

Proposed rule 605 is designed to neutralize the negative effect of requiring member personnel and
affiliates to place security orders through other brokers. It requires written permission of an
employee to open a securities account with another entity and duplicate account statements to be
sent to the employer. [t binds the member executing such orders as well as the employer member.

RECOMMENDATYION: With the regulatory positions already takeu, the only
effective release for business flexibility appears to be repeal of the restrictive
provision in the Act against dual broker/dealer functions. This will doubtless
depend on the CSE dewmnonstrating a capacity for surveillance and enforczment of
the underlying potential abuscs such as frontrunning customer orders, insider
trading, and price manipulation.

Capital Adequacy Risk

Exchange conduct rule 13 requires monthly reports to the CS¥ and SC of statements of "assets and
liabilities, net capital, and aggregate indebtedness” but there are no such reports at either agency
and the requirement is not further defined. This 1ule was adopted by the exchange executive
committee on September 15, 1989. Asa part of this project a draft questionnaire fr this purpose
has been prepared for the Exchange which will need amendment as experience is gained with
member capability cf supplying the information.

There is no Exchange requirement for minimum capital of a member at admission or later.
Securities Council Rule 25 required a member to have issued and paid up capital of not less than
Rs 500, 000 but compliance with this rule is not apparent from annual audited financial statements

required to be filed by members with the Council. There are no filings for several firms recently
reorganized as corpo ations solely in the brokerage business because they have not been in
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business long enough to have a required audit. Rule 25 has been omitted from a revision by a
government drafting attomey, perhaps because capital requirements by Securities Council rule are
not specifically authorized in the enabling Act.

Further the SC rule would not seem to prevent the erosion of total capital below the Rs 500, 000
figure by negative retained earnings.

Out-of-date statements currently on file show several members with negative net worth - an excess
of liabilities over assets. They reraained operational by means of unsubordinated loans and
advances from affiliated companies and bank overdrafts. These accommodations are apparently
callable without notice and some are collateralized by fixed bank accounts and property or
guarantees of affiliated parties.

Capital adequacy of each member is a primary protection to exchange members as they are not
permitted to make a business decision on trading with other particular members, but must accept
coniracts for large amounts which are open to market risk for up to three weeks oy more. In the
past, financial responsibility judgment of the exchange and its members has been abrogated to
banks through dependence on bank guarantees as a substitute for capital liquidity. This may be
acceptzble for backing up compietion of open exchange contracis, but not for protection of
customers whose property is held by members, or of general creditors.

Under Sri Lankan bankruptcy law, customer property held by members has no priority for return
to customers, instead customers would sharc pro-rata with other creditors such as banks writing
security guarantees or granting overdrafts, and affiliated companies maring advances. There is no
legal certainty that a parent or affiliated company will assist 2 member in sudden financial trouble.
Indeed it may be a fiduciary duty of such parents and affiliates to deny any assistance in exercising
their fiduciary obligation to their own sharcowners. Members with negative equity and not
mecting capital liquidity requirements clearly should aot be continued as exchange members.

The CSE Articles of Association 17-18 require two types of deposit ~vith the exchange. The first
of Rs. 40,000 by a new member is a guarantee for observance of the Articles, subject to refund by
the Executive Committee without definition.

The second is a security deposit which varied until recently from Rs 250,000 to | millicn
depending on the date of entrance and full or associate member status. This article was changed on
December 19, 1989 to conform to a recommendation of the CSE to SC substantially implemented
in a decree by the Minister alco requiring a deposit with the exchange pursuant to Part I11d of the
brokers’ registration application. Eoth requirements may be met by market value of government
securities transferred to exchange name, or bank guarantee.

The Minister has decreed and the exchange article now provides that such security shall vary
between a minimum of Rs 500,000 and a maximum of Rs 1,500,000 with variation between these
figures computed at 0.5% of annual turnover (in contract values). Actual deposits in 1989 were Rs
6.1 million based on 1988 rupee volume of 380 million but protecting transactions in 1989 of Rs
225 million. The average open value of contracts in 1989 is estimated to have been about Rs 23
million. The 1989 volume produced a 1990 deposit requirement totaling Rs 6.3 million but
turnover values in 1990 during the first nine months were about Rs 1.4 billion. Thus bank
guarantees were protecting open contracts about 7 times as large as the base on which the
guarantees were calculated. The 1990 volume will result in a far larger deposit requirement in
1991 which is almost certain to be a lower volunie year than 1990.

Obviously a once a year variation in contract value protection in a highly volatile financial business
crates excess protection and member cost in slow markets, and insufficient protection in active
markets.
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RECOMMENDATION: The recommended rule cxhibits attached (701, 704)
suggest exckange rules which would require both net repital and security deposits
which would fluctuate with volume and the risks of cack member’s business. At
times, the new exchange requirements would be leas than the present overriding
Securities Council rules, at other times the Exchange capitai requirements would
be greater than those of the Council.

The security deposits zould be met by bank guarantces but the liquid capital
requircments would be met by a minimum positive capital equity reduced by
assets not readily converted to cash and alloewances for market risk in conversions
to cash. Provision is made for members now relying on advances from affiliated
companics and bank overdrafts to convert such financing to subordinated debt
acceptable for capital purposes.

Related Bank Guarantee Problems

According to the exchange form of guarantee document, the bank guarantees are callable by the
exchange to the extent of liabilities which become due and payable by the member under the by-
laws of the exchange. The guarantees are not subordinated to the claims of other creditors. They
are acceptable as security up to their expiration date for debts not claimed before the expiration
date. There is no renunciation of the right of bank set-off of such guarantee paymert against other
assets held by the bank for account of the member. Indeed the bank guarantees typically are
collateralized by specific assets of the Member or its affiliates or guaranteed by third parties.

Thus the guarantees are evidence cf liquidity for a going concem, protecting against market risk in
delayed completion of open exchange contracts, but are not insulation againsi loss resulting from a
failing member for customers and other creditors,

CSE Article 18 specifies that the required security is applicable to payment of monies due to the
exchange, other members or clients as determined by the exchange executive committee. Use of
the guarantee to replace missing securities is not mentioned. The guarantee form required,
however, is broad enough to cover replacement if delivery of securities were a rule requirement of
the Exchange. Rules of the exchange may be considered bye-laws. Trading floor rule 10.3 creates
obligations to deliver securities and pay sums due through the clearing house and to pay fines for
related lateness. There is no requirement for transactions between two customers of the same
broker to be entered into the clearing house. Although SC rule 19g requires share centificates to be
sent to buyers, a guaranteeing bank might deny payment to replace missing securities of
customers.

Possible third priority use of deposits to assist customers of a failing member should be retained
as protection from the proposed Compensation Fund will assist only custoimers with limited
values in accounts.

The primary purpose of these security deposits is for completion of Exchange contracts of a
defauiting Member. It would therefore be logical to transfer such security 1o the Central
Depository System (CDS) when it becomes operational. Bank participation in CDS may also
motivate transfer of the deposit to a CDS fund.

After such transfer, it might become legally difficult to sustain use of any remainder of the security
deposit to meet unsatisfied obligations to the Exchange itself or castomers. Further, the Act now

improving Colombo Steck Excrange Requlation - Page 9



requires that such a deposit be "lodged” with the Exchange. Therefore, while the Act remains as
is, the deposits should remain with the Exchange, subject to a contract with CDS when it beging
cperation giving a priority claim to losses on clearing open contracts of a defaulting Member.

In addition as recommended in my report of December 29, 1989 on implementing a Compensatior
Fund for Sri Lanka and amendmients then drafted for CSE Article 18(i), advice of competen
bankruptcy counse] should be obtained on how best to insulate such security deposits fren
classification as assets of the general estate in bankruptcy, and particularly whether use of the fun
for meeting exchange and customer claims should be dropped in order to strengthen maintenanc
of the security deposit for completion of contracts only.

Provision should also be made in related Exchange rules and a contract with CDS that an
deficiency in completing contracts of defaulting Members will be met by assessment of othe
members pro-rata to their security deposits at the time of default.

RECOMMENDATION: The draft mmles would correct the deposit probl=ms (704
by invalidating any guarantee with less than two months to run (thus encouraging
carlier renewals or exiensions), would subordinate claims of the guarantecing
bank to claims of customers, would clarify that the bank has no right of set of
against other member assets it might hold other than those specifically pledged
would remove any question as to whether the guarantee could be used to protec
contracis entered on the exchange but not processed through the clearing system
and would establish priorities for use of called deposits. Net losses on clase out:
of exchange contracts of failing members would be charged pre-rata to othe:
members based on their security deposit requirements.

Retention of the Security Dep_sits as an Exchange Fund after the Centra
Depository System is activated is recommended rather that transferring the fund
to the CDS in order to provide breadth in use of deposits and because the Act
requires such a Fund to be lodged with the Exchange, providing that bankruptc)
counsel supports this approach.

Customer Funds Bank Accounts Risk

Business Conduct Rule 11 was formally adopted on September 15, 1989 by the exchangt
executive committee. It requires deposit of customer moneys in bank accounts separate from thos
of the firm’s operating accounts.

Hewever as noted above, there is no priority in bankruptcy for funds in such a separate account tc
be returned to customers - instead as presently constituted such funds would be part of the
bankrupt’s general estate. There is no provision in a contract with the bank protecting suct
customer funds from diversion into the general estate or set off against other unsatisfiec
obligations of a defaulting Member to the bank.

Further, there is a very serious cost problem as the rule is presently written. The similar Americar
rule permits moneys of customers with credit balances to be used to finance fully collateralized
debits of other customers. The CSE nile does not. Members do not seem to have perceived tha
their sule in effect prevents their paying from the customer bank account tke net money amount of z
settlement when some customers have not yet paid for their purchases. Instead the CSE rule
mandates the firm financing all customer failures to pay before settlement or extension of credit on
margin accounts.
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RECOMMENDATION : The September 15, 1989 rules should be amended (as in
703) to permit customer credit balances to finance other customer fully
collaterzlized debits and then enforced. The proposed rule 703 would also
establish lcgal integrity € the required customer bank accounts as customer
property, improving priority distribution to customers under provisions of the
Compensation Fund amendments being preparcd by the Securities Council.

Conditions of Sale Risk

The "Conditions of Sale” bye-law of the exchange creates an obligation of a selling broker to remit
proceeds to the seller after delivery of valid documents, under proper circumstances to pay over
dividends, rights and the like to beneficial owners. There is no obligation under exchange rules to
deliver securities to buyers, but there is under SC rule 19g.

It is not clear under exchange rules that brokers once having made a floor contract on behalf of a
customer are obligated to pay proceeds or deliver securities timely to the customer, whether or not
the contract is compieted and settled with the contra broker,

There is no provision in exchange rules for borrowing securities against cash collateral for the
purpose of making timely delivery on shares not timely delivered by selling customers or
otherwise.

RECOMMENDATIONS: Draft rules attached clarify the obligation of a broker to
his customer when the contra broker does eot perform (202). Provision is zlso

made for borrowing of securities against cash collateral 1o facilitate timely
deliveries (309, 717).

Credit Extension (Margin) Risk

CSE and SC have no separate rules for conduct of margin (credit extension) accounts. One
member carries margin accounts. The affiliate of another does s0.

Credit extension on securities collateral is a major business in many countries for exchange
rnembers. It is usually less attractive for banks because of their lesser facility in handling frequent
changes in securities ownership, staying current with collateial adequacy, eic. Instead, banks
prefer to make loans to brokers collateralized by customer securities but protecied also by the
capital and margin management expertise of the broker. Brokers loan 1ates to customers above
their rates on borrowings from banks provide an attractive inconie.

But from a risk standpoint, margin lending should nect be permitted to become leverage
competitive, i.e. to compete for margin business by the peicentage of credit extended on securities
collateral. Failure to regulate margin required can lead to severe risks such as that which was a
basic cause of the 1929 market crash when credit extended by brokers competitively was 90% of
market value. These risks are threats not only io the firms extending credit, but are aiso sometimes
the cause of failures which cause loss to other firms. The major failure of an NYSE member firm
in the 1987 market break was from a credit extension.

In the U.S. margin lending is regulated at several levels. The Federal Reserve Bank on behalf of
government determines margin which must be posted with brokers, banks and other finance
organizations for any new purchase, and further prohibits customer violation of such standards.
The exchanges regulate the amount of margin which must be maintained in such accounts by
members and affiliated entities if market values decrease. Other countries have similar rules.
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RECOMMENDATION: G35ri Lanka should bave prudent reguiation of marg;
business. CSE should ptovide such regulation (311) for ite members and the
affiliates. This jurisdiction io affiliates can be provided cither by requirir
affiliates engaged in any phase of the securities business to he approved by ti
exchange and in compliance with exchange rules, or requiring members to sev:
affiliation with any cntity engaged in margin lending not meeting exchange ru
stan)clards. The former approach is used in the recommend rules attached (40
405).

Risk of Theft, Employee and Agent Fidelity

Perhaps the most difTicult risk to control for a securities firm is that of employee dishonesty. In §
Lankz as noted above, that risk extends also to agents which is in some cases can be indemnifi
by employers of the sub agents.

The methods of minimizing losszs from employee dishonesty are legion. They start with caref
employee pre-employment investigation, alert supervision, physical security measures, specializ
audit techniques, frequent security counts, money reconciliations, etc.

In many countries employee fidelity insurance is available at reasonable cost. It is usually requir
by exchange rule as failures arising from employee infidelity can cause losses to the rest of t|
member community.

RECCMMENDATIONS: There are numerous provisions in the attached draf
(403, 406, 503, 601, 602, 7i2. 802) to minimize risk of employee fidelity. |
addition, the exchange should investigate the feasibility of required insurance fi
members (718). A group policy may help reduce cost and increase availability
insurers become convinced that exchange requirements significantly reduce tl
pesribility of fidelity losses.

Audit confirmation of customer accounts, perhaps including mailing of custom
security statements by CDS rather than members.

Risks Related to "Agents”

The suggested rule revisions (401fT) adjust to the recent approval of "agents” of members who w
not themselves be registered broker/dealers.

The responsibility accepted by CSE members for such agents go far beyond that general in oth
countries. Itappears to run to liability for unsuitable or misleading recommendations of securitic
thefts of money or securities never forwarded to the member, forgeries of customer instructior
etc.

No obligation is currently imposed on such agents to be subject to the rules of the Exchang
including the conditions of sale.

RECOMMENDATIONS: The proposed rule additions would impose qualificatic
requirements (401fi) for agents similar to those proposed for sales employees
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members. The rules would cncourage members to protect themselves by a
contract with the agent or its employees (403). Agent and ciployees handling
securities orders would be required to sign an agreement to be subject to
exchange rules (403).

Opportunity Risk in CSE Functions

Exchanges worldwide recognize that their social function goes beyond mere trading of securities,
extending also to prom:»ting standards of good business conduct among members and listed
companies, representing their constituencies of brokers, listed companies and investors with
government, post trade processing, and both professional training and public education on
securities ownershin.

Some of these functions appear underdeveloped by the Colombo Stock Exchange and thus
constitute opportunity risks.

The growth in volume of CSE trading has not been accompanied by equal attention to promotion of
good business conduct, strengthening support for favorable government policy toward the private

sector, or a campaign for expansion of securities ownership. There has been progress in current
developmen .f post-trade processing.

Indeed there is some indication that the areas of under attention are already generating negative
perceptions of and business inhibitions for the exchange and its members.

RECOMMENDATIONS - Suggestions for minimizing loss of opportunity in these
areas are made in the sections below.

I. CSE Govemance

It is very common for stock exchanges to be viewed as "clubs” acting as cartels in the interest of
broker members, stifling competition from new entrants to the brokerage business. Perception that
brokers intercede ahead of customer orders is also very widespread whether or not exchange rules
prohibit trading by members. Government and institutional owners of securities eventually
become counter-forces in curking broker control through regulation and negotiated commissions.

During the past 20 years, devcloped exchanges have iaken the 1971 advice of William McChesnev
Martin, first full time chief executive of the New York Stock Exchange and :7-year chairman of
the U.S. Federal Reserve Board: ihat exchange governance should be by a body balanced between
listed companies and investors as well as brokers.

Such governance has clarified an exchange voice as a spokesman for securities ownership, and
indeed modified the advocucy of exchanges to a clearer expression of public interest rather than
broker interest. It has blunted the perception that brokers cau take advantage of customers without
penalty. It has resultzd in favorable working relationships between exchanges and capital markets
authorities nf governments.

The government of Sri Lanka in legislating its Securities Council has recognized the wisdom of
broad business representation in council membership for this agency. The Colombo Stock
Exchange economically is highly dependent on listed companies who pay more than half of the
exchange operating expense. Members derive nearly 100% of their revenue from investors and
listed companies.
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RECOMMENDATION - A primary recommendation of this project (101
consequently is that thc Colombo Stock Exchange provide for governance by i
Board composed only half of members, and the other half representatives of listec
companies, institutional and individual investors of their attorney and accounting
professional representatives. This consultant observed the New York Stocl
Exchange for 15 years under a broker doeminated Board and 20 years under 1
balanced board. The balanced board clearly was an advantage to the exchange
and its members as well as listed companies, investors and the gablic interest.

2. Good Business Practice

Exchange meinbers are pzculiarly subject to loss of confidence (and loss of business) in the entirt
membership arising from abusive practices or financia! failure of any member. Examples abouad
Singapore’s simultaneous failure of 10 firms in 1985, New York’s paper work crisis of 1968-70
Paris’ scandals of the late 1930’s, Hong Kong’s response to the 1987 market break.

Further, exchange members may suffer crippling losses or "domino effect” failure from oper
contracts with another failing member.

Exchange members therefore are usually more aggressive and efficient self-regulators thas
government. This selt-interest is reflected in detailed codes of conduct, capital rules, unc
enforcement. In comparison with other exchanges, there are large gaps in Colombo’s self-
regulatory rules and practices.

RECOMMENDATION - This project through the attached rule additions suggests
filling critical gaps in CSE rules by proposing specific rules which ars briefly
listed at the end of the Summary to this report.

3. Post trade Processing

The Colombo Stock Exchange is developing an advanced trade clearance and depository systerr
which will put it in the forefront of developing stock exchanges in post-trade settlement.

CSE members should also look forward to their own future mushrooming costs o!
computerization. Development of computerization by the exchange for individual firm usage coulc
substantially reduce future member cost in comparison to each firm deveioping its own system anc
the constant change in such systems that growth in volume and variety of future business wil
necessitate.

RECOMMENDATION - The exchange and its members skould form a committee
to look into further centralization of post trade processing functiocs, such as a
common computer system for processing customer accounts, a data base for
sccurities analysis, a mziling facility, etc.

4. Promotion of Shareowner-*ip by Sales Force Growth
A reality of the securities business is that savers do not buy securities without education, that

"securilies are sold not bought.” It follows that salesman face-to-face educators must be trained
and supported by a variety of media devices.
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Centralization of these training and promotional efforts is highly economic in a developing
securities industry. Indeed some aspects of such promotional centralization remain highly effective
for a developed exchange.

Initiative in this arez has been taken by the Securities Council, the effective Westpac training

program, and a soon to be launched media campaign, largely financed by USAID and the Asian
Development Bank.

The ISTI report on securities education and the continued occasional availability of the head of the
Dublin Stock Exchange expert in this fizld for consultation are available to the exchange for
defining its major role in this continuing program.

RECOMMENDATION - The Exchange should form a committee to plan its role in
training of sales personmel, media promotion, and ceniralized educational
campaign direction. A full time exchange officer for promotional planning and
exccution should be a future objective.

5. Commissions

CSE fixed commissions are somewhat lower than rates for average transactions in many otner
countries, they are fixed maximums and minimums rather than minimums only as in other
countries, and they lack common marketing features.

Commission rates ordinarily vary with the value of the transaction and the number of shares as a
reflection of the work involved. For very small transaciions, there is usually a minimum which
may be below cost as an accommodation. Small trades within the normal range are likely to be
about 2% of the value. The percentage of commission ordinarily decreases as the number of round
lot: and values traded increase. The percentage on institutional size blocks is sometimies as small
as a fraction of 1% or a few cents per share.

In unusual cases, such as negotiation of unlisted securities trades or extensive efforts to find contra
customers for large block buys or sells, the commission may be permissible in the 2-5% range.
Primary or secondary distribution tompensation is substantially higher than commission rates,

There are variations for faimess and marketing purposes, such as volume rates for large
transactions, very small trade minimum rupee rather than percentage rates, round turn reductions
for the second side nf trades open only for a short period of time, common sales account rates for
employee stock purchases and sales in their own company plan, service fees for such matters as
transier of private transactions, custody of inactive accouats, assistance in claims for lost
securities, etc.

Bond transactions are ordinarily in greater dollar amounts per unit than shares and bond
commissions consequetitly are ordinarily less.

Commission rates should be high enough to support the promotion and education which the
investing public of the country needs, with adequate incentive to brokers. At the same time, they
should be low enough and sufficiently varied by values and work involved to give investors a
sense of faimess. As an economy becomes developed, commissions may become negotiated, but
fixed commissions are appropriate in communities where policy to encourage the growth of capital
is more important than competitive lowering of the cost of investing,
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RECOMMENDATION: CSE should consider a more varied minimsm commission
schedule and supplement its rule by a clearer prohibition of rebates (21 1).

6. Exchange Finance

The surveillance, educational and promotional activities desirabic as continuing activities of the

Exchange represent potential operating costs. Financing of the Exchange has been insufficiently
explored in this study but deserves analysis.

The annual fees of listed companies taken alone appear very modest in relation to service to their
sharcholders and the companies themselves. But in total, these fees were 62% of 1989 Exchange
income. Skould they revertheless be increased to help finance improved Exchange regulation and
markets?

With the 1990 increase in volume, are b.2ker fees reflecting their improved ability to contribute to
Exchange operating cost? A major component of developed exchange financing is a percentage of
commissions charged by Members. Should an increase in fixed commission rates be devoted to
financing surveillance and education, both by firms directly and through the Exchange?

RECOMMENDATION: Exchangc fees should be increased to support functions
vital to market integrity, member compliance with regulation, and market growth.

Publication of Sri Lanka Securities Regulations

Securities regulations for Sri Lanka now appear in 20 different documeats in different formats with
different numbering systems. Some have never been published to all members and the public.
Compliance with regulation is thus severely inhibited by exchange membess, their employees and
agents and listed companies. Education of profe: sionals and customers is also handicapped.

Further, properly nresented exchange ruies constitute contractual terms between customers,
brokers, and contra brokers.

Organization in ten sections by subject matter is recommended, with a consecutive numberin
system allowing 100 numbers for each of the ten sections, whick would result in unused numbe
in each section for future use.

The ten sections would be:

1. Organization and Governance

2. Registration and Listing of Securities
3. Exchange Trading

4. Settlement of Contracts

5. Qualification of Members, Agents anc their Personnel
6. Ethical Conduct

7. Supervision of Customer Accounts

8. Financial and Operational Responsibility

9. Discipline

10. Arbitration
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The following recommended additions and amendm
section organization format. The rule numbers u
changed in the completed manual to place all regula

Four indexss to the existing 20 diff=rent regulatory documents and propcsed new rules were

tions within a section in a logical sequence.

presented in Volume 3 of this report as prepared in Sri Lanka.

USAID/Sri Lanka at the conclusion of the on site visit authorized the preparation in the U.S. of
such a "Consolidated Sri Lanka Securities Regulations” book. The indices to the finished volume

will vary from the original.

Colombo Stock Exchange, Recommended Rules
November 8, 1990

Section One - Organization and Governance

P1. Governance - (This concept to be
substituted as gnpropriate for differe Ing
provisions of Articles 47-50 of CSE
Articles of Association)Governance of the
Exchange shall be by a Executive
Committee of between 6 and 14 persons
elected by majority vote of the
membership composed half of Chief
Executives of Members. and the other half
representatives of listed companies and
'ndividual and institutional investors.
each category 1In such proportion as
determined from time to time by the
Committee. plus a Chief Executive Of f1cer
elected by the Committee who shall nct be
associated with a Member or listed
ccmpany or other f.nancial Institution
The Committee may elect a Chatrman and
Vice Chairman of the Committee from
among 1ts number. but if so these of f1ces
snall rotate 1n alternate years between a
representative of Members and 3
representative of Non members Each
Executive cr Nominating Committee
Member naot associated with a Memher
shall be deernad to have agreed to uphold
the rules of the Exchange.

Other Additions to CSE Articles of
Associztion

P2, Corners - Whenever in the op1nion
of the Committtee. 3 carner has been
Createc in a security, the Committes may
poswoone the time for delivery or girect

the settlement of such contracts by
payment of money at a fair settlement
price agreed to by the parties or
determined by the Committee after giving
an opportunity toall interested parties to
be heard.

P3. Liability for Use of Facilities
- The Exchange shall not be liabie for any
damages sustained by a Member growing
out of the use of or enjoyment by such
Member. 1ts employees. representatives.
and customers for the use of the facilities
afforded by the Exchange to Members for
the conduct of their business

P4, Nominating Committee - The
Executive Committee shall appoint a
Nominating Committee for a two year
term. representative of the constituencies
of the Exchange 1n the same proportion gs
that for the Board. Current Executive
Commtttee members shall be ineligible
for this committee. The Nominating
Committee shall solicit suggestions for
nominees to the Executive Committee. ang
select nominees for the next annual
election of the Executive Committee and to
f11l the unexpired term for any vacancy
cccuring on the Executive Committee
between elections. The Committee insofar
as possible shall provide for orderly
rotation of one third of Executive
Committee members at ezch election
Nomnations may also be made by petitien
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of 1L or more Members, or 10 or more
institutional Investcrs. or 10 or more
individual investors for vacancies in those
cateqor tes of Committee rnemberhip.

PS. Comrittee Members term of
off12e - Committee Members shall be
elz:ted for two year terms and shall be
Ineigible to serve as such for more than
SIX consecutive years.

P6. Chief Executive Officer - The
Chief Executive Officer shall be
responsible for the management and
administration of the affairs of the
exchange and shall be the official
representative of the Exchange 1n all
public matters He may appoint such
of ficers. (other than the Chairman or Vice
Chatrman of the Executive Committee).
other employees of the exchange. counsel
and expert or professtonal advisers as he
may determine are required for the
ef fictent management and operation of the
exchange and fix thelr duttes.
responsibilities. terms and conditions of
employment and termination of
emp loyment.

Section Two
Registration and Listing of
Securities

P101. Approval for Listing - The
Executive Committee shall approve L 1sting
and Deltsting of Securittes for trading
based on their finding that
1. There are or are not sufficlent
securities outstanding. security
values. and security holders to
support an auction market in the
trading style of the Ex change
2. The 1ssuer enters Into a Listing
Agreement as prescribed by the
..Xchange and continues to comp ly with
such agreement

P102. Proxies - Whenever a person
solicitingproxtes shall furnish aMember
\/1th a) coptes of all soliciting material
which such person 1s sending to registered
holders. and b) sattsfactory assurance
that he will reimburse the Member for all

out-of -pocket costs incurred. including
reasonabie clerical costs, such Member
shall transmit to each benef ic1al owner of
stock 1n 1ts possession and control the
material furnished

The Member shall transmit with such
material elther a) a signed proxy
Indicating the number of shares held for
such beneficial owner. a symbol
identifying the proxy with the Member's
proxy recorgs. anda letter concerningthe
Importance of being represented at the
meeting. or b) a8 request for woting
Instructionsand an explanation of whether
the M=mber may vote the shares without
Instructions under the conditions
following After 3 reasonable time with no
response from the benef 1c1al owner. such
shares may be voted by the Member 1f
there 1sno known contest on act!on to be
taken at the meeting or authorization for
merger. consolidation of any other matter
which may affect substantially the rights
or priviieges of such stock .

P103. Listing Agreement - L1sting
Agreement. - Any issuer applying for
l1sting of 1ts securities on the Exchange
shall enter into ¢n Agreement in the
following form. but nothtng tn the
Agreement shall be construed to require
the issuer to do any acts 1n contravention
of law or 1n violation of any requlatton of
any public authority exercising
Jurisdiction over the 1ssuer.

L 1sting Agreement

(hereinafter
called the Issuer). In consideration of the
l1sting of the securities covered by this
application, hereby agrees with the
Colombg Stock Exchange (heretnafter
ralled the Exchange). as follows:

1. Any notif ication or report required to
be made to the Ex change 1n th1s agreement
willalso promptly be publicly announced.

2. The 1ssuer will promptly notify the

Exchange of

a) any change In the general character or
nature of business.
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b) any changes of principal officers or
directors.

) any disposal of any property or any
stock Interest in any of its subsidiary
or controlled companites f such
disposal will mater1ally affect the
financial position of the tssuer o- the
natureor extent of 1tsoperations.

d)any change In. or removal of . collateral
deposited under any mortgage or trust
Indenture under which securities of
the 1ssuer l1sted on the Exchange have
been 1ssued.

e) within ten days after tne close of 3
fiscal guarter. in the event any
previously Issued shares of any stock
of the 1ssuer listed on the Exchange
have been reacquired or disposed of .
directly or indtrectly. for the account
of the 1ssuer during such fiscal
quarter.such report showing separate
totals for acgu isitions and dispositions
and the number of shares of such stock
soheldby 1t at the end of esch quarter.

f)all facts relating to the purchase. direct
or Indirect. of any of 1ts securities
'1sted on the Exchange at a price In
excess of the market price of such
Security prevatlingon the Exchange at
the t'me of such purchase.

@) any zction by 1t or by others which
beccmes kriown to tt which will result
In (he redemption. cancellation or
retirement. In wholeor 1n part. of any
of 1ts securities listed on the
Exchange.

n) action taken to fix a stockholder's
reccrg date. or to close the transfer
books. for any purpese (and will take
Such action al sucn time as wili permit
giving the Exchange at least ten
bisiness day's notice in advance of
sucn record cate or closing of the
books.

1 any ciminution of the supply of stock
avaiizdle for the market occasionad by
depcsit of stock under voting trust
agreements. 1f any knowledge of such
actuzi or proposed deposits should
come to the offictal attention of
of ficersor directors of the issuer.

1) 1f 1t cnanges 1ts independent public
acceuntants regularly auditing the

books and accuunts of the 1ssuer, with
the reasons for such change.

3. The tssuer wil} furnish to tive Ex change
on demand such other information
concerning the issuer as the Exchange may
reasonably reguire.

4. The 1ssuer will f1le with the Exchange

a) four coptes of all mater1al mailed by
the 1ssuer to its stockholders with
respect to any amendment or proposed
amendment to 1ts certificate of
Incorporation,

b} a copy of any amendment to its
certificate of 1incorporation. or
resolution of directors tn thenature of
an amendment. certif ted by competent
authority,

) a copy of any amendment to 1ts by-
laws. certified by a duly authorized
of ficer of the Issuer. as soon as such
amendment shall have become
effective.

S The 1ssuer will publish at least once a
year and submit to its stockholders at
least f1fteen days in advance of the annual
meeting of such stockholgers and not later
than triree menths after the close of the
last preceding f scal year of the issuer-

a) a balance sheet as of the end of such
fiscal year. and a surplus and 'ncome
statement for si'ch fiscal year for the
ISsuer as a separate entity and of each
other entity 1n which 1t hoids directly
or indirectly amajortty of the equity.
or in lteu thereof. eliminating all
Intercompany transactions. 3
consolidated balance sheet of the 1ssuer
and 1ts subsidiaries as of the end of the
last previous fiscal year. and a
consolidated surplus statement and 3
consoltdated 1ncome statement. |f any
such consolidated statement shall
exclude entities a majority of wnose
équity stock 1s owned directly or
indirectly by the 1ssuer:

1) the caption of . or a ncte to. such
statement will show the degres of
consolidation,

1) the consolidated tncome account
will reflect, etther 1n a footnote or
otherwise, the parent company’s
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proportion of the sum of. or
difference between., current
earnings or losses and the
dividends of such unconsolidated
subsidiaries for the period of the
report: and

111) the consolidated balance sheet will
reflect. etther in a footnote or
otherwise. the extent to which the
equity of the parent iIn such
subsidiaries has been increased or
diminished since the date of
acquisition as a result to prof its.
losses and distributions.
Appropriate reserves. in according
with good accounting practice. will
be made against profitsarising out
of transactions with unconsolidated
substdiaries In either parent
statements or consolidated
statements. Such statements w111
reflect the ex 1stence of any default
in interest. cumulative dividend
reguirements. sinking fund or
redemption fund requirements of
the i1ssuer and of any controlled
entity. whether consolidated or
unconsolidated. Such statements
shall be 1n the same form as the
corresponding statements
contained In the listingapp l1cation
In connection with which this
l1sting agreement 1s made. and
shall disclose any substantial
items of unusual or non-recurrent
nature. Issuers shall publish
efther quarterly or mid-year
statements of earnings on the basis
of the same degree of consolidation
as In the annual report. Such
statements will disclose any
substantial 1tems :7 unusual or
non-recurrent nature and will
show either net income before and
after income taxes or net income
and the amount of ‘income taxes.

b) the number of its shares of stock
1ssuab le under outstanding options at
the beginning of the year: separate
totals of changes In the number of
shares of 1ts stock under option
resulting from issuance. exercise.
expiration, or cancellation of options:
the number of shares 1ssuable under

outstanding cptions at the close of the
vear, the number of unoptioned shares
avatlable at the beginning and the
close of the year for the granting of
options under an option plan. and any
changes In the exercise price of
outstanding opttons through
cancellation and reissuance. or
otherwise. except price changes
resutiting from the normal operation of
anti-dtlution provisions of the
options.

All financial statements contained 1n
annual reports or proxy statements to
shareholders witll be audited by
independent pub!ic accountants qualifted
under the laws of Srt Lanka and 1n
conformance with Sri1 Lanka generally
accepted auditing practice. and will be
accompanied by a certif icate made by them
with respect to their audit of such
statements show1ng the scope of such audit
and the qualif ications. 1If any. with respect
thereto.

6. The tssuer will not select any of 1ts
securities listed on the Exchange for
redemption otherwise than by lot or pr
rata. and will not set a redemption date
earlter than 15 business days after the
date the issuer action 1s taken to authorize
the redemption.

7. In case securities to be issued are In
temporary form. to order permanent
engraved securities within thirty days
after the date of l1sting

8. The 1ssuer will make application to the
Exchange for the listing of additional
amounts of securittes listed on the
Exchange suffic'-.inly prior to the
issuance thereof to permit action in due
course upon such gpplication. The 1ssuer
w1ll not make any change In the form or
nature of any securities listed on the
Exchange. nor the rightsand privileges of
the holders thereof . without giving twenty
days’ prior notice to the Exchange of the
proposed change. and having made
application for the listingof the securities
as changed 1f the Excnange shall so
require.
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9. The 1ssuer will use its best efforts
with any large holders to make reasonable
amounts of stock avatlable for loaning
purposes on the Exchange 1f at any time
such need should develop.

10. The tssuer will not make. or permit
any subsidiary controlled by 1t to make.
any substantial charges agatnst cap ital
surplus without notifying the Exchange
and 1f so requested by the Ex change
submitting such charges to stockholders
for approval or ratification.

11. The tssuer will not make any
substantial change. nor permit any
controlled substdiary to make. any
substantial cnange 1n accounting methads,
In policies as todepreciation and dep tetton
or in bases of valuation of inventor tes or
other assets. without notifying the
Exchange and disclosing tihe effect of such
change In 1ts nex t succeeding interim and
annual report to its stockholders.

12. The issuer will maintain a) at least
two members of 1ts Board of Directors or
similar governing body who are not
of ficers or controlling persons. and b) an
audit committee of 1ts Board with 3
majority of its members not of f icers or
contralling persons.

13 The issuer wtll maintain in the City
of Colombo in accardance with Exchange
requirements:

(A) an of fice or agency wnere.

aj the principal of and interest on all
bonds of the issuer listed on the
Exchange shall be payabie and where
any such bonds whia are registerable
as to principal ar interest may be
registered

b) all stock cf the issuer listed on the
Excnange snall be transferagle.

c) Checks for dividends and other
payments with respect to l1sted stock
may be presented for immediate
payment

d) Scrip 1ssued to hulders of listed
securities and representing a

fractional interest in a l1sted security
willbe accepted for such purpose.

e) Listed convertible securities will be
accepted for converston. and

(B) a Registrar where listed stock of the
Issuer shcli te registerable. Such
Registrar shall be a bank or Trust
Company not acting as Transfer Agent far
the same security.

14. The 1ssuer witll not appoint a transfer
agent. registrar or fiscal agent of . nor 3
trustee under @ mortgage or other
instrument relating to. any listed secu rity
without prior notice to the Exchange. The
issuer will not a) appoint a registrar for
1ts l1sted securittes un less such registrar
at the ef fective date 1s qualif ted with the
Exchange as a registrar or b) select an
officer or director of the issuer as a
trustee under a8 mortgage or other
Instrument relating toa listed security

15. The 1ssuer will maintain a suff icient
supply of certif icates ‘o meet the demands
for transfer. If stock certificates do not
recite the preferences of all classes of its
stock. 1t will furnish ta stockholders on
reguest and without charge a printed copy
of such preferences.

16. The tssuer will not 1ssu= any common
ownership shares without voting rights
and all such shares shall have an equal
vote

17. The 1ssuer will sclicit prox tes for all
meetings of sharehaolders.

18. The 1ssuer will publish Immediately
ta the halders of any l1sted securities any
action taken by 1t with respect to
dividends or to the allotmen of rights to
subscribe or to any rights or benefits
pertaining to the ownership of listed
securities. and will give prompt notice to
the Ex change of any such actton: and will
afford such holdersa proper period within
which to record thelr interests and to
exercise their rights. and will 1ssue such
rights or benefits in form approves by the
Exchange and will make the same
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transferable. exercisable, payable and
deliverable in the City of Santo Domingo

19 The 1ssuer will 1ssue new certif icates
for lsted securities replacing lost ones
forthwith upon natification of loss and
receipt of proper indemnity. In the event
of the 1ssuance of any duplicate bond as 3
replacement and subsequent appearance of
the original in the hands of an innocent
holder. either the orig'nal or the duplicate
bond will be taken up and cancelled and the
1ssuer will deliver to such holder another
bond theretofore 1ssued and outstanding.

20. The tssuer will pay when due any
applicable l1sting fees establtshed from
time to time by the Ex change

Agreement to be dated and signed for the
issuer by an duly authorized party

Section Three - Trading

P201. Change of Ownership - An
orally agreed trade between authorized
trading attorneys of Members on the
Exchange constitutes a binding contract
pursuant to the rules of the Exchange.
Ownership of the traded secur ittes changes
at the time of such agreement. with a1l the
rights and privileges of that security as
approved for trading by the Eschange at
that ttme. sub ject to close aut on default
by etther party.

P202. Member Responsibility to
Customers - Members are responsible
to their customers for completion of open
trades whe'her settled with contra
membersor not.

P203. Crosses (Parcels) -
Members holding orders to purchase and
sell the same secur ity at the same price (3
possible cross or parcel), shall announce
their intention to the trading session and
shall satisfy of fers to buy or sell at better
prices before executing the cross.

P204. Auction Order Priorities -
Customer orders shall always have
priority for execution at the same price

over ordsrs of Members, their employees
and 1mrig¢diste families.

P20S. Customer Order Priorities
- Each customer order shall be recorded
by a Member in writing with the time and
date recetved. Priority of execution shall
be given by Members to customer orders
In the same security at the same price in
ar~ardance with a system approved by the
C. - nittee. The presently approved
altr rative systems are:

(1) Lxecuttons at the next trading session
shall be in the qued order of time recelved.
Limited price orders which become
executible shall be entered into the que at
their entry time.

(2) All customer orders held by 3
Member at the time trading opens shall be
gven parity. sharing in proportion to the
size of each order 1n the total executions of
such member 1n that trading sesston up to
the total of such orders at the average
price for such orders executed by the
Member. Limitedprice orders held by the
Member as such trading opens shall be
Included 1n the allocation to theex tent that
they would have been individually
executible during such trading Customer
orders recetved after trading opens shall
be qued by time and executed after the
Member comp letes ex ecuttons of orders on
the same side of the market held at the
opening as tn (1).

P206. Discretion by Trading
Attorneys - Member attorneys
participating tn an auction shall be
prohibited from exercising discretion for
customers except for time and price.
Orders as transmitted to the Auction
should not disclose the identity of the
Customer .

P207. Cash or Delayed Deltvery
Transactions - All transactions shall be
for settlement at the settlement date f 1x ed
by the Committee unless made for cash or
for a stated delayed delivery date. Cash
transactions are for settlement on the
same day

P208. Erruneous Reports - The
price at which an order was executed and
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locked 1n shall be binding notwithstanding
the fact. that an er roneaus report in
respect thereto may have been rendered.

P209. Records of and Changes in
Orders - Every order shall be recorded
In writing at the time recetved. Including
the name and amount of the security. the
terms of the order. the time when
recelived. the time when transmitted.
whether agency or principal, and the time
at which any cancellation or execution
report Is recelved. and the name or
designation of the account for which the
order 1s to be executed. Nochange In the
account name or destgnation shall be made
unless authorized in writing by a
principal executive of f icer of the member
who shall be personaily informed as to the
essential facts relative thereto.

P210A. Securities Definitions -
The term “"security” or "securities” shall
have the common meantng of stocks. bonds
and simtlar financial instruments.

The term “"stock” includes voting trust
certificates. certificates of deposit for
stocks. rights. warrants. and other
securities of a type classif ted for trading
as stocks by the Exchange.

The term “bond” Includes debentures.
notes. certif icates of deposit for bonds.
deoentures or notes and other securities of
a type classtfied for trading as bonds on
the Exchange

P210B. Permissible types of
orders - Cash - 3 transaction for
settlement the same day between brokers
directly.

Regular Way - atransaction for
settlement on the Settlement Date as
estzblished by the Board. Any default 1n
setzlement by a broker creates a new
contract for a fatl-tg-deliver vs. 3 fail-
to- recetve.

Ceiaved deltvery - a transaction fixed by
ceniract of the parties far settlement

directly between brokers at a date later
than regular way settlement.

Market - an order to timely buy or sell a
specific quantity of a security at the best
price avatlable in the exchange market
pursuant to the procedures of the
exchange.

Limit - an order to buy or sell all or part
of @ spec:fied quantity of a security at a
stated 1im1it price or better as soon as
possible pursuant to the procedures of the
exchange.

All or None - An order to buy or sell a
specific amount of a security larger than
one trading unit simuitaneously and not
partially - but the total may be to more
than one broker.

Not-held - An order to buy or sell ali or
pa:t of a specific amount of a security
using thebroker's judgement as to timing.
and not holding tnebroker responsible to
acquire or dispose of the max imum
guantity for which without timing
Judgement he might compete in the
market.

Long - a sale of a security owned.

Shori - Asale of a security not owned but
tobedeliveredby a security bor rowed.

P210C. MNot-held prohibition - A
market maker 1in g security shall not
accept a not-held order in the same
Securtty in which he 1s makinga market.
A dealer shall not ~xecute an order for
account of the member or associated or
related party while holding 3 not-held
order for a8 customer in the same secu rity.
P117. Commissions - The comm1ssion
to be charged on brokerage transactions 1n
securities traded on the Exchange shall be
not less than the rates estab l1shed by the
Exchange from time to time without any
rebate. return. allowance or discount in
any shape or manner whatsoever or by
any method or arrangement direct or
Indirect or by any bonus. percentage or
portion of a commission. ancd no
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remuneration shall be given. paid or

allowed by or on behalf of a Memher

directly or tndirectly to any person for
business sought or secured for any

Member. except as follows:

a) to Agents on transactions for their
customer accounts but not for own
account - up to 50% of the non-
member commission.

b) to employee representatives of the
Member for their customer accounts.
but not for own account. up to 49% of
the non-member commission.

¢) to other Members bt whom customer
advice. order soliciting or servicing.
execution. settlement or carrying of a
customer account is performed. such
division of commission as 1s mutually
agreed

Conf trmations of qualified transactions to
non-members shall be rendered with the
full amount of non-member commission
and any permissable discount allowed
shown separately.

Required Minimum Non-Member Rates -
To be established by CSE. See prior
discussion under Commissions.

P212. Short Scles - Members shall
not accept or ex ecute orders to sell
securities not benef tctally ownedby the
seller (short sales). (Note- When with
growth of the market. this rule 1s changed
topermit short selling. 1t shouldbe
replacedby rules requiringevery order
tobe markedas snort or long. prohibiting
short sales accelerating a declining
market. and requtringmargin for short
sales. Provisions for borrowingtomake
deltvery are in Rule 721)

Section Four - Settiement
of Contracts

P301. Introduction of Accounts - A
member who does not wish to have custody
of customer funds and securities. to clear
and settle exchange contracts. or
otherwise carry customer accounts may
contract with another member to carry its

customer and proprietary accounts on a
disclosed and confidential basis and to
settle all transactions entered intnon the
exchange. Such a8 member may execute
transactions on the exchange or engage the
@rrying member to do so. Transactions
self-executed shall be given up to the
carrying member for settlement The
Introducing member shall be responsible
for 1nvestment adv ice. accuracy of receipt
and transmission of oerders. other
services to its customers and comp lance
with securities regulations in fits
servicing of customer accounts.

The carrying member shall receive.
deltver and maintain custody of all
custoner and proprietary securities and
cash. shall confirm transactions to each
party promptly. shall render statements
of account as required by these rules.
shall ef fect transfers. claim dividends and
other distributions. and otherwise have
responsibility for proper conduct of each
account Where a single customer has
transactions introduced by different
brokers. separate accounts shall be
maintained.

If an tntroducing member as a conventence
to @ customer accepts securities or
moneys from. or transmits securities or
moneys toa customer, such property shall
be transmitted to the recelving carrying
member or customer on the same day

The carrying member shall confirm
transactions and render statements
Indicating that the account 1s Introduced
and serviced by the introducing member
and carried by the carrying member. The
respective functions shall beexplained to
each customer at the opening of the
account in a form of letter approvedby the
Committee which shall explain the
respective functions and responsibilities
for at least the following: a) opening.
approving. and monitoring of accounts. b)
extension of credit. ¢imaintenance of
tooks and records. d) recetpt and delivery
of fundsand secur1ties. e) safequarding of
funds and securities. e)confirmations and
statements. f) acceptance of orders and
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execution of transactions. g) Investment
information and advice.

Introducing members shall be financially
responsible to the carrying member for
the completion of any contract entered by
the Introducing member on the Exchange.
and for timely payment of rnontes or
deltvery of securities by introduced
customers. and for any lack of fidelity or
other loss caused by Its personnel or
agents. The carrying member shall be
financially responsible to customers for
the functions specified for carrying
membersabove and for any iack of fidelity
by personnel of the Introducing member
or ts agents In deltvering securities or
moneys entrusted for deltvery to or from
theaarrying firm

tach Introducing member shall maintain
on depostt with the carrying member such
sum as mutually agreed as a guarantee
aginst 1tsobligations.

P302. Self-Carrying of Accounts -
With the approval of the Committee upon
showing of appropriate financial and
operational capab'ltty. a Member may
carry 1ts own and ntroduced customer
accounts, and settle ex change transactions

P303. Settlement Date -
Transactions mace regular way shall be
recorded In cusiomer accounts and
celtiveredor recorded as delivered between
e Mempbers executing the transaction on
2 settlement date fixed by the Cornmittee
Settlement date on transactions for casn
shallbe same day. and for delayed delivery
as agreed at the transaction All contracts
'n securities falling due while the
transfer books of such securities are
closed shall be settled on the opening of the
Dooks

Any Member falling to meet 1ts obligattons
at @ settlement In an amount nct larger
than 1ts ceposit in the settlement func
snall be suspendea from making any
transactions other than liquidating
transacttons at subseguent trading
sessions until sucn obligation 1s satisfren
vor failing to meet 1ts coligations 1n an

MIrosNg Lziomzs Sty
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amount larger than 1ts deposit In the
settlement fund. a Member shall be
deemed Insolvent.

P304, Good Delivery and
Reclamation - The seller of securities
IS responsible for the genuineness and
comp lete regularity thereof and a secu rity
which 1s not valid or Is not In proper
negottable or transferable form shall be
replaced forthwith by one which 1s valid
and 1s in proper negotiable or
transferable form.

A security with an irregularity which has
been deltvered may be returned or
reclaimed on a settlement date through the
settlement after notice has been given to
the other party at least one day prior to
the settlement. The party to whom the
Irreqular security Is beingdelivered shall
substitute 3 ltke security in good delivery
form or pay the current market valye
thereof and be deemed to be failing to
deltver Securities with title called Into
question. reported to have been lost or
stolen. or the transfer of which 1s
prohitibed or restricted by law or
governmment action shall also thus be
returned to the party originally
Introducing the certif icate to the market.
Securities partially called may be
returned to the party holding such
certifiate at the time it ceased to be 3 good
deltvery

P305. Asstgnments - A registered
Security as a good delivery shall be
accompanied Dy 3 proper assignment
executed etther upon the certif Icate 1tself
of on a separate paper for each such
certif icate. When the name of 3 party has
been inserted 1n such an assignment as
assignee. a power of substitution shall be
S1aned In blank by such party When the
name of a3 party has been Inserted as
substitute 1n such a power of substitution.
a new power of substiuticn shall be
executed In blank by such substitute
party

Anv glteration or correction In an
essignment. pcwer of substitution or
Gtner :nstrument shali be accompanted by
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an explanation or the original instrument.
signed by the party executing the same.

The signature on such documents shal! be
technically correct. 1e. 1t shall
correspond with the name written upon
the certificate 1n every particular without
alteratton or enlargement or any change
whatsoever, except that in the case of a3
firm “and” or "& or "Company” or "Co"
or "Co." may be written either way.

Certif icates shall be good deltvery only if
in a farm and with authorizations as
requtred by Rule 156 and for transfer
under the laws !f the country of
Jurisdiction

Standard forms used for Assignments and
Substitutions are cublished by the NYSE
following 1ts Rules 225and 259

P306. Signature file - The Exchange
shall maintain an authorized signature f1le
of persons authorized to sign for Members
and others frequently delivering
securities. Parties registering with the
signature ftle shall submit legal
documents author1zing the signature(s) to
be used and thereafter snhall promptly
notify the Exchange of any changes in such
authorizations with proper documentation
for any replacement signature(s). The
Exchange shall make avallable
reproductions of the authorized signatures
for Members carryingaccounts and others
having a legitimate Interest for a
reasonab le fee

P307. Delivery Against Payment -
Delivery of securities sold or payment for
securities purchased may be delayed until
the exchange of money and securities in
good deltvery form can be made in the
instance of accounts prohibitedby law or
nattonal practice fron paying or
deltvering without receipt of value. but
Interest shall be charged for related
financing.

P308. Closing of Obligations -
When a Member 1s found 1nsolvent by the
Exchange. other Members holding open

contracts with such insolvent member
shall without unnecessary delay close out
sudh contracts unless the Board orders a
deferrment.

Application may be made to the £xchange
for temporary deferment of close-out for
unusual circumstances and unsuccessful
efforts toborrowand If the Exchange finds
that a fair market in which te close the
contract 1s not avatlable but no such
deferment will relieve the party in default
from any resuiting damages.

A Member receiving notice that a contract
1s to be closed out shall immediately re-
transmit such notice toany other Member
from whom the securities involved are
due. and a subsequent close out against the
contra Member snall also close out against
the retransmitted Member Any money
difference resulting from a contract
closing shall be specified in immediate
statements to contra and retransmitted
Members and shall be paid at the next
settlement.

When a laan of money 1s not paid before
the end of the day upon which 1t becomes
due. the borrower shall be considered in
default and the lender may. without notice.
sell sufficient of the the sec:rities pledged
therefore to liquidate the loan.

P309. Borrowing and Lending
Seaurities - Every reasonable means to
borrow securities in order to make
delivery on open contracts shall be
emp loyed by members. Members shall not
lend or borrow any security to or from
any non-member except pursuant to a
written contract or confirmation
providing a. least for: terms for the
simultaneous transfer of securities
against money cr equ tvalent colizteral and
the reverse thereof on demand or a date
certain and liquidation rights to the
Member 1n any event of insoivency by the
non-member

P310. Signature Guarantee -
Signatures authorizing transfer of
securities shall be guaranteed by the
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the carrying Member .

P311. Credit (Margin) - A Member
or Approved Person may extend credit to
an account collateralized by readily
marketable values In such account
pursuant (o the rules of the Exchange or
such more stringent standards as
determined by the Member or App roved
Person

Interest shall be charged on any balance
unpaid by settlement date in either a
regu lar account or a credit account.

No Member shall permit a customer or
emp loyee to make a practice of meeting
payment obligations oy lquidating the
sdme or other security or delivery
obligations by buying the same seaurity

Credit accounts shall have a minimum
equity of Rs 20.000 (An  amoun:
sufficient todiscourage credit purchases
by cusiamers who should not af ford risk)

Minimum equity for a new purchase In a
credit account shall be at least SOR of the
values to be In the account after the
purchase. Whenever values in a credit
account decline to a3 35% equity. the
customer snall be called to restore the
equity toat least 40% Values shall not he
allowed In an account for this purpcse
which exceed for eacn security that
amount which can oe readily 11quidatea at
g ciscount of 10% from the market price

Whenever a person extended credit on
securitles falls to meet a call for equity .
sufficient securities snall be soid oyt at
the next traging session to bring the
account into compliance with the above
requirements unless the Exchange on
app l1cation of the resnonsible Member
finds that a fair market would not be
maintzined

No Member cr Apprzved Person shail
arrangs for the extension of credit on
securities sil better terms than such
Member or Approvec Person can offer
pursuant toExcange rules

P312. Partial Delivertes - | n
Instances where for good cause a Member
may be unable to deltver the full amount
of shares executed 1n a transaction on
settlement date. part!al deltvery in round
losts shall be accepted. (Also see 309)

Section Five - Qualification
of Members, Brokers,
Deal2rs, Prirncipa! Officers,
Employee Representatives,
Agents, Agent
Representatives, Trading
Attorneys, Approved Persons

P40t Approvals - Each Member.
principal officer. trading attorney,
employee representative. agent. or agent
representative? of 3 member. and each
other person required to be app roved shall
meet the qualification standards of the
Exchange and be approved in the Capacity
app lted for

P402. Members - The Committee shall
not approve a co.poration as a Member
and a corporation shall not continue as 3
Member unless:

a) each director of such corporation. each
person who controls such corporation.
and every person which engages in a
securities or kindred business and is
controlled by or under common control
with sucn corporatiun 1s an approved
person

b) every principal executive officer.
every person who 1s an employee
designated to trade on the Exchange.
and every person who solicits and
services securitties business as an
employee representative. agent or
agent representative 1S approved by
the Exchange as such.

¢} The Board of Directors of such
corporation destgnates its principal
executive of ficers who shall exercise
senior principal responstbility over
the various areas of the business of
such corporation in such areas as the
rules of the Exchange may prescribe.
Including operatton. finance and
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credit. comp l1ance with law and rules.
sales. underwriting. research and
administration.

d) The corporation. 1ts officers.
emp loyees. representatives. agents.
agent representatives and approved
persons agree to comply with
applicable rules of the Exchange as
they ex1st or may be amended in the
future.

Control Preventton - Whenever an
approved person of a Member fatls or
ceases to be so approved. the Member
shall promptly redeem or convert to a
fixed income security such of f1ts
outstanding voting stock as to terminate
that party's ability. if any. to exercise
controlling Inf luence over the management
or polictes of such Member

For this purpose. each certificate of
incocrporation of a Member shall contain
provision authorizing the Member to
redeem or convert to a fixed income
security all or part of the outstanding
voting stock owned by any person required
to be approved by the Exchange who fatls
or ceases to be approved as may be
necessary to reduce such party's
ownership of voting stock below that level
which enables such party to exercise
controlling inf luence over the managernent
or policies of such Member

If the certificate of incorporation provides
that a8 stockholder may compel
redemption. 1t must provide that without
the prior written approval of the
Exchange. the redemption may only be
effected on ¢ date not less than six months
after receipt by the Member and the
Exchange of a writeten request for
redemptior: given no sooner than six
months after the date of original 1ssuance
of such ahares or any p redecessor shares.

Prohibitions - Without the written

approval of the Exchange. no Member

shall:

a) reduce 1ts equity or debt capital other
than by loss or amend 1ts charter,
certificate of incorporation. or by-

laws. The Exchange may at any time 1n
1ts discretion require the Member to
restore or Increase 1ts capital o
surplus, or both.

b) 1ssue any fixed debt in a form
qualifying as canitzl of the Member.
c)amend. modify or cancel any agreement
made by 1t or any of its stockholders
relating to the management of the
Member or the issue or transfer of

securities of the Member,

d) redeem or repurchase any shares of its
stock on less than 1x months notice
given ta the Exchange not less than six
months af ter the original 1ssuance of
such shares or any predecessor
shares. and shall notify the Exchange
If any redemption or repurchase 1Is
postponed because prohibited by this
rule,

e) 1ssue stock except for cash or such
other constderation as the Exchange
determines will not impatlr the
financial responstbility and
operational capability of such
Member.

P403. Principal Erecutives.
Offticers. Trading Attorneys.
Employee Representatives. Agents
or Agent Representatives - The
Exchange shall not approve persons as
principal executives. officers. trading
attorneys. employee representatives,
agents. agent representatives or
indtvidual Members unless satisf 1ed that:
a) the applicant has honestly submitted
application Information as required
and 1s of legal age.
b) the applicant i1s of good business
reputation and integrity
c) the applicant meets such other
requirements as the Securities Counct|
or Exchange may establish from time
to time as to sponsorship, experience
In the securities or eguivalent
business. written or oral examination
of knowledge, or otherwise. and
d) such person In writing agrees to
comply with the rules of the Exchange
as they ex 1st or may be amended.
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The terms “empioyee representative.
agent. agent representative’ refer to
persons engaged In the <olicitation of
orders for the purchase or sale of
Securities or simtlar instruments for the
accounts of customers or members or In
the solicitation of management 1nvestment
service on a fee basis by a member.
Members are responsible to customers
without 1imit for the acts of such persons
In conduct of securities business. but may
be indemn1fied by contract with agents for
any losses arising from the conduct of
agents or thelr agen: representatives.

P404. Changes - A Member shall
promptly give notice to the Ex change tn
writing of:

a) The death. discharge. retirement or
other termination of associatton of any
person who reaquired Exchange
approval. together with the reasons
therefore.

b) dissolution of the corperation

c) any mater1al change In the stockholding
of any approved person

d) any proposed change in the directors or
principal executives

e) any proposed change In the charter.
by-laws or other documents on file
with the Exchange. or

f) any fatlure to comply with all the
conditions of approval specified tn
P20

Each approved person shall promptly
notify his Member of zny material
acquisition or disposition of stock of the
Member

P405. Approved Persons - The Board
shall not approve persons otherwise
required to be approved uniess they
satisfy the cond'tions of sections a). b)
and d) of the first paragrapn of P403

P406. Investtgatton Authorization
- Each person recuired to be aoprovead by
the Excnange in any capacity shall
authoi'ize in writing “the £xchange ang
any agent to conduct an investigation of my
character. credit worthiness. abtltty,
knowledge. business activities.
educationei backgrouna. previous
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ernp loyment and reason for ermination
thereof. |authorize and reguest any of my
former employersand any other person to
furnish tothe Exchange and 1ts agents any
Infarmation they may have concern ing me
In those respectsand | hereby release each
such emp loyer or person f rom any and all
lab1lity of whatsoever nature by reason
of furnishing such information to the
Exchange and 1ts agents. | recognize that |
will be the sub ject of an Investigative
report ordercd by the Exchange and
acknowledge that | have been 1nformed of
my right to request Information from the
Exchange concerning the nature ana scope
of the Investigation requesied.”

P407. Employees of Members - The
Exchange may requireany information to
be furnished by any emp loyee or
registered representative of a Member. or
by any Member concerning such a person
to permit 1t to enforce compliance with
Exchange rules. The Ex change may
discipline any such person or disapprove
his/her employment by a Member.

Employee Investigation - Members shall
make a thorough Inquiry Into the previous
record and reputation of persons wiiom
they contemplate emp laying. Including at
least personal conversations with
emp loyers duringthe prior three years.

Employee Records - Members shall obtain
before employment. maintain as changes
occur during employment. and preserve
for at least three years after termination
of employment the following 1nformatton
for each employee and emp loyee
representattve. agent or agent
representative,

a) name and address.

b) starting date of employment and dates
of promotions or 3pprovals to new
responsibilities.

c) educational Institutions attended with
aates and whether graduated.

d) comp lete consecutive record of
DusIness connections for the prior ten
y€ars. including resson for leaving
each. and whether fuil or part time,
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g) any denital of approval for membership.

registration or 2therwise or any
dtscip linary action or injunction or
any finding that he was a cause of a
disciplinary action or injunction In
any securities. financial or k indered
business

f)any arrest or indictment for any felony
or misdemeanor, except minor traffic
violations

g) any other names by which he has been
known or has used,

h) whether any surety bond has ever been
dented. revoked or surety pald because
of such person

1) a recent photograph at emp loyment and
at ten year intervals thereafter.

P4a08. Acceptabtlity Hearings - The
Excnange may disapprove the app lication
of a prospective Member or of any person
required tobe approved by the tx change.
or any change In status cf such aperson
requiring Exchange approval after being
given the opportunity tobe heardby an
Acceptability Committee pursuant to this
rule.

Any gpplicant being considered for
disapproval shall be furnished with a
written memorandum setting forth the
pertinent information relevant to the
applicant’s acceptability. including
specificgrounds for disapproval under
consideration. at least i S calendar days
before an Acceptability Committee 1s tG
consider the matter. The applicant shall
havean opportunity to reply 1n wi'iting
and to aupear before the Acceptab1lity
Committee and present any relevant
information or witnesses.

An Acceptab 111ty Committee shall consist
of three persons designated by the Chief
Executive Of f icer. nut ex cluding himself,
from the of fficers and executive staff of
the Exchange and members of the
Executive Committee. Each Acceptabtlity
Committe shall destgnate one fruii. . ..iong
themselves as Chairman. Thedccistons of
amajority of the members of an
Acceptability Committee shali be final.
except sub ject to appeal as otherwise
provideo.

Section 6 - Ethical Conduct

P501. Good Business Practice -
Every Member and each emplcyee. agent
and agent representative of a Member
shall at all times adhere to the principles
of good husiness practice in the conduct of
his or 1ts business af fairs, andshallact in
a manner consistent with enhancing the
welfare and reputation of the Exchange.

P502. Other Employment -
Individual Members. and employees and
employee representatives. agents and
agent representatives of Members shall
not create conflicts of interest with the
business of their Member employer by
other employment. or potential confusion
by customers as to which employer 1s
represented. For this purpose. any other
ernployment by such persons shall be
requested In writing and approved 1in
writing: for Principal Executives of
Members by the Exchange. and for
emp loyees and emp loyee representatives,
agends and agent representatives of
members by such Member. Simtlar
request and approval shallbe required for
any non-emp loyee type of engagement in
any other business. or compensation by
others. or financtal interest In any other
securities, financial or k indred business.

P503. Gratuities - Except with the
prior written consent of the employer. no
Member. member employee or emoloyee
representative. agent or agent
representative snall employ or
compensate any person or give any
gratuity to any principal. officer. or
employee of the Exchange. 1its
subsidiaries. the Securities Counctl,
another Member. financial tnstitution.
news or fiiancial information media. or
non-member broker or dealer 1In
securities. commodities or money
instruments.

Agiftof any kind 1s considered a gratuity.
Records shall be retained for at least three
years of all such gratuities and
compensation for inspection by the
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Exchange. When close relatives work 1n
different financial organizations. gifts
arising from the family relationsh1o are
net sub ject o this rule.

PS04. Reporting of Questionabie

Conduct - Each Member shall oromptly

report to the Exchange whenever such

member or any employee or emp loyee
representative. agent or agent
representative

a)has violatedany rule of the Exchange or
any law or regulation (other than
minor traffic violations) or has
engaged 1n conduct which 1s
Inconsistent with just and equitable
principles of trade or deterimental to
the interests and welfare of the
Exchange.

b) Is the sub ject of any written customer
complaint involving allegations of
theft or misappropriation of unds or
securitiesor of forgery

c) Is arrested. arraigned. Indicted. or
convicted or pleads guilty or no contest
to any criminal offense (other than
minor trafficviolations)

d) 1s associated 1n any way with any
financial argantzation disciplined by
any jurisdictional organization or
which 1s convicted of or pleads no
contest toany felony or misdemeanor

e) 1s the sub ject of any claim for damages
or a detendent or respondent in any
civil litigation or arbitration which
has been disposed of by Judgement.
awarcd or settlement for an amount
exceeding (a signtficant amount in
national currency).

f) is disciplined by the Member by
suspension. termination. withholding
of compensation or fines In excess of
(a significant amount) or any other
significant Timitation of activities for
cause.

Each employee or registered
representative. agent or agent
representative shall promptly report to
his/her employer the ex Istence of any of
the conditions specifted in the prior
paragraph

P505. Guarantees and Sharing 1n
Accounts - No Member. employee o-
emp loyee representative. agent or agent
representative shall guarantee the
payment of a debit balance in another
person’s account. or guarantee a customer
against loss. or represent that the
Member will guarantee a customer against
loss. or take or recetve or agree to take or
receive a share in the prof its or losses of
any o.’stomer’s account or transaction.

This rule does not prohibit participation
‘N 3@ Joint account or investment
partnership with the prior written
consent of the Member. It does not
prohibit the sharing in losses after the
Member has establ1shed that the 1oss was
caused In whole or 1n part Jy the action or
inaction of such Member. employee or
registered representative

P506. Misleading Names - No
Member shall do business under a name
found by the Exchange tobe mislerding. No
aJent or agent representative shall
represent that 1t 1s doing a securities
business 1n any name other than that of
the member represented.

P507. Discretion - No employee or
emp loyee representative, agent or agent
representative of a Member shall exerrise
any discretionary pawer in a customer's
account without the written author ity of
the customer and without first notifying
and obtaining the approval of another
person delegated by the Member with
authority toapprove the handling of such
accounts.  Every order entered on a3
discrettonary basis must be so tdentif 1ed
on the order at the time of entry. Such
accounts shall recetve frequent
appropriate supervisory review by a
delegated person who 1s not exercising
such discretion pursuant to a3 written
statement of supervisory procedures.

No emp loyee or employee representative.
agent or agent representative shall
exercise and no Member shall perm:t the
exercise of discretion in any customer's
account to effect purchases or sgles of
Securities which are excessive in size or
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frequency 1n view of the financial
resou rces of such customer.

The provisions of this ruleshalinot apply
to discretion as to the price at which or
the time when an order given by a
customer for the purchase or sale of a
def inite amount of a specified security
shall be executed.

P308. Rumor Circulation - No
Member or employee or employee
representative. 13gent or agent
representative thereof shall circulate 1n
any manner rumors of a <ensational
character which might reasonably be
expected to ef fect market conditions on the
Exchange generally or In particular
securities. Discussion of unsubstantiated
information published by a widely
ctrculated putlic rnedia or the sub ject of
broad inquiry within the financial
community is not prohibited when Its
source andunsubstantiated nature are also
disclosed. Report shall be promptly made
to the Exchange of any circumstances
which give reason to believe that any
rumor or unsubstantiated information
might have been originated or circulated
for the purpose of influencing prices 1
l1sted seaurities.

P509. Privacy of Regulatory
Information - The Excharige. Members.
employees or empigyee representatives,
agents or agent representatives thereof
shall maintain the privacy of all financial
and other competitive information
obtained in their capdcity as regulators
and servicers of securities business.
except in response to process of law or
Exchange rule. Matters of such privacy
which may merit attention of the
Committee shall be first reported by the
Exchange Chief Executive Of ficer to the
Chatrman or a designated Committee
Member who 1snot representing Members
for dectston on the extent of such
information to be reported to the
Committee.  Otherwise Committese
Members are not entitled to access to
private financial and competitive
Information cbtained by the Exchange.
This rule does not apply to communication

between Members concerning accounts
introduced by one Member to another
Member.

PS10. Communications with the
Public - Traditional standards of
truthfulness and good taste s-311 apply to
any form of communtcation Ly Members.
their employees and employee
represertatives. agents or agent
representatives. Specifically prohibited
are.

a) any untrue statement or omission of a
mater1al fact or communication which
1s otherwise false or misieading.

b) promises of specific results.
exaggerated or unwar ranted claims.

c) optnions for which there 1s no
reasonable basits. or

d) projectionsor forecast of futureevents
whcih arenot clear ly labeledas such

Recommendations (even thcugh nnt labeled
as such) must have a basis which can be
substantiated as reasonable. When
recommending a8 purchase or sale or
switch of specific securities. supporting
information must be provided or of fered.
The market price at the time of
recommendation 1s made must be
indicated.

Disclosure shall be made (excliuding
extemporary interviews) n
recommending purchase or sale of specific
securities If the Member usually makes 3
market In such security or the transaction
1S to be on a principal basis with the
Member. or the Member was manager or
co-manager of the most recent public
offering of the 1ssuer. or 1f any director
or principal executive of the Member or
Its employees preparing the
communication have positions 1In
securities or options of the issuer or 1sa
director of such issuer.

Performance records or statistics of past

recommendations or actual transactions of

the Member shall be balanced and

a) confined toa specific universe that can
be fully tsolated and ctrcumscribed
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and that covers at least the most recent
12-month period.

3) Include the date and price of each
In1t1al recommendatton or transaction
and endof pertod when liquidation was
first recommended or ef fected. Such
detatl may be summar 1zed. averaged or
of fered rather than provided provided
that there is Included the total number
of 1tems recommended or transacted,
the number that advanced or declined
and an offer of the complete
Information on request.

c) disclose relevant costs and all material
assumptions used for annualization.

d) indicate general market conditions
during the pertod covered and any
comparisen to an overall market
Indicator such as an 1ndex arevalid,

e) that the results presented should not
and cannot be viewed as an Indicator of
future perfermance. and

f) documents and work Ingpapers on which
the record 1s based are retained for
Exchange review for at ieast three
years.

Projections and predictions must contain
the bases or assumptions upon which they
are made ang offer the bases and
assumptions of such materials used

Comparisons with 8 Member's service.
personnel. factlities or charges with those
of others must be factually supportable

Cating of renorts shall be approorate
with 1dentification of any significant
information which 1s not reasonaply
aurrent

Sources shall be disclosed of
communications not prosared under the
direct supervision of the Member

Testimon:zls concerning the quality of
Investment aavice must make clear that
SucCn statement may not be renresentative
of the excerience of other cltents and 1s
not indicez've of future performance or
success if more than a nominal sum 1s
pald for the testimonial. the fact that '+ 1s
8 pald testimcntal shall be ndicated |If
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the testimonial concerns a techn ica) aspect
of 1nvesting. the person testifying must
have knowledge and experitence to form a
validopinion.

Exchange review of all or particular
communications with the public by
Members in advance of or following
publication may be required by the
Exchange.

PS11. Account Transfers - Upon
notice from a customer of his Instruction
to transfer his account(s) or the
servicing of his accounts from one
Member toanother. such transfer shall be
expeditedby any carrying Member. Upon
fatlure of prompt transfer upon
application of any party and opportunity
to be heard by all parties, the Exchange
may direct the establishment of
collateralized fatls between the carrying
parties

P512. Fair Corporate Financing -
Members shall not partipate in any
distribution of securities when the
underwritingor other arrangements In
connectton with or related to the
distribution. or the terms and conditions
relating thereto. areunfair or
unreasonab e,

PS13. Free Riding and Withholding
- AMember and 1ts associated persons
shall not fatl to make a bona-f 1de public
distribution of apublic offeringwhich 1s
expected to or does trade atapremium in
the secondary market whenever such
secondary market begins. Members and
associated parties shall

a)not continue tohold any such securities
acquired by underwritingor otherwise
In own account(s)

b) not sell any such security to any
person assoctated with any
broker/dealer: or to any senior
of f icer or person tradingor broker'ng
securities or Influencing securities
tradingor brokering for any financial
Institution: or toany finder n rescect
to the pub'ic offering. or to gny
figuctary to the managingunderwricer

- -



or the issuer such as attorneys.
accountants and financial consu ltants:
or any member of the immediate
fam1ly of any such person to which
such person contributes support: or to
any broker/dealer. bank or other
conduit without assurance that such
purchase 1s not for such prohibited
parties.

C) except that sales are not prohibited to
such parties where both the aggregate
sold to such parties and the amount to
each individual 1s Insubstantial and not
disproportionate as compared to sales
to membvers of the public and 1n
accordance with the normal
investment practice of the purchasers.

P514. Disclosure of Conflicting
Interest - Disclosure shall be made 1n
advance of any transaction to any customer
where 3 Member or associated person has
a conflicting interast. Including but not
limited to

a) instances where compensation 1S to be
paldby thecontraparty

b) 1Instances where the broker is
distributing or acquiring securities for a
fee. or recetvinga fee

c) positionsare held by thebroker

Section Seven - Supervision
and Control

P601. Business Supervision - 3)
Each office. department or business
activity of a Member shall be under the
supervision and control of the Member
establishing 1t and of the personnel
delegated such authority and
responsibility. Each person employed as
an agent or agent representative and each
office and department of an agent
conducting any securities business shall
be by contract sub ject to control and
Inspection of 1ts securities business by
the Member or the Exchange

The person In charge of a group of
emp loyees .r employee representatives.
agents and agent representatives shall
reasonably discharge his duttes and
nb ligattons in connection with supervision

and control of the activities of those
persons related to the business of the
Member and compliance with securities
laws and regulations

b) The directors of each Member shall
provide for appropriate supervisory
control and shall designate a cintef
executive officer to assume overall
authority and responsibility for internal
supervision and control of the
organization and compliance with
securities law and regulation. This person
shall:

(1) delegate to qualified employees
responsictitty ond authority for
supervision and control of each of f 1ce.
department or business activity. and
provide for approprtate procedures of
supervision and control.

(2) establ1sh a separate system of follow-
up and review to determine that the
delegated author ity and responsibility
1sbeingproperly exercised.

c) The prior consent of the Exchange shall
be obtained for each of f 1ce estab l1shed by &
Member other than the main office, by a
showing that proper supervision and
financing for the of f Ice and business to be
produced 1savallable.

d) Qualified persons acceptable to the
Exchange shall be 1n charge of any of f ice of
a Member. any reglonal or other group of
of fices. any sales department or acttvity.
Any person who is a candidate for
acceptabtlity under th1s rule should havea
creditable record as a registered
representative or equivalent ex perience,
and 1s to demonstrate In such other
manner as the exchange may determine
that he has the knowledge and competancy
tosupervise the proposed activity.

e) the amounts and types of credit
ex tended or guaranteed by a Member shall
be supervised by employees qualified by
experience for such control In the types of
business for which credit 1s ex tended.

f) Duties of supervisors of employee
representatives. agents and agent
representatives ordinarily should include
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at least approval of new accounts and
review of correspondence of employee
representatives. agents and agent
representatives, transactions. and
customer accounts. Appropriate records
should be maintained evidencing the
carrying out of supervisory
responsibtlities such as a written
statement of the supervisory procedures
currently in effect and Inttialling of
correspondence, transactions. b lotters or
Statements reviewed 1n the supervisory
P rocess.

g) Members shall provide for the
supervision and control of each general
ledger bookeeping account and account of
Itke function on the basts specified in
P353.

P602. Offices of Members - shall be
physically located or organized in such a
way as to eliminate any confusion by
Customersas to the entity with which they
are doing business.

P603. Diligence as to Accounts -
Every Member ts reguired through a
principal executive or person des!anated
under theprovisions o7 P300 to

a) Use due diltgence to learn the essential
facts relative to every customer.
every order. every cash or credit
account accepted or carried by or for
such Member and every person holding
power of attorney over any such
account.

b Supervise dtligently all accounts
handled by employee representatives.
agents and agent representatives of the
Member

c) Specifically approve the opening of an
accountprior toor promptly after the
completion of any transaction for the
account of or with a customer The
person appraoving the account shall be
personally informed as to the essent1a]
facts relative to the customer and to
thenature of the proposed account and
srall indicate approval in writingon a
document which 1s part of the
permanent records of the Member

For a credit (margin) account of a non-
member corporation. def intte knowledge
houldbe had that the corporation has the
right under 1ts Charter and By-laws to
engage tn credit transactions for 1ts own
account and that the persons from whom
orders are recetvedare duly authorized to
S0 act by the corparation. Ceptes of the
corporate charter., by-laws and
authorizations are advisable. otherwise
the Member shou:d file a signed
memorandum of reasons for belteving that
credit transactions are legal and
authorized.

For a cash account of a non-memoer
corporatton, the Member should assure
itself through a principal of ficer of the
corporation that the person entering
orders has the author ity to do so.

For an agency account. the name of the
principal for whom the agent 1s actingand
written evidence of the agent's authority
should be cbtained.

For estate and trustee accounts. Members
should have counsel's advice as to
documents to be obtatined.

Information as to citizenship of a
customer 1s an escsential fact.

P604. Designation of Accounts - No
Member shall carry or guarantee an
account In the name of a person other than
that of the customer. except that an
account may be designated by a number or
symbo! provided that the Member has on
ftle @ written statement signed by the
customer attesting the ownershtp of the
account.

P605. Employee Accounts - No
Member shall carry or guarantee an
account or effect a transaction. without
the prior written consent of the emp loyer.
In which an employee. agent or agent
representative of another Member. or an
emp loyee of the Exchange. 1ts subsidiar tes
or the Securities Council 1s directly or
Indtrectly interested.
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Duplicste reports and statements shall be
sent promptly to the employer. attention
of a designated principal executive. other
than the interested employee.

No Member shall carry or guarantee a
credit (margin) account or transaction.
without the prior written consent of the
employer. in which an employee of a
financial tnstitution or business is
directly or indirectly interested.

No employee. ageni or agent
representative of a Member and no
employee of the Exchange. or its
subsidiaries shall open an account or
enter orders for transactions with other
Members. non-member broker/dealers
or barks without the prior written
consent of a principal executive other than
himself designated to sign such consents,
and shall arrange for duplicate
confirmations and statements to be sent to
such person.

P606. Public Communications -
Any comunication generally distributed or
made available by a Member to customers
or thepublic shall be approved 1n advance
by a principal of ficer or other delegated
person qualified for such supervision

Such comunication includes but 1s not
lim1ted to advertisements. market letters,
research reports. books. sales literature,
electronic communications of 11ke content.
comrunications with or by means of the
media. and wires or memoranda to
branches. employees or employee
representatives. agents and agent
representatives which are shown or
distributed to customers or the public.
Letters containing investment advice or
information by employee representatives,
agents and agent rep resentatives shall also
be reviewed in advance of matling by a
competant delegated person.

Research reports are generally def Ined as
an analysis of individual companies.
industries, market conditions. securities
or other investment wvehicles which
provide information reasonably sufficient
upon which to base an investment

decision, and shall be prepared and then
approved by different tndividuals
competant for such preparation and the
supervision thereof Supervision may be
by employees of the Member or part time
competant consultants retained for that
purpose. When In Sri1Lanka securities
analysis becomes a developed profession.
the Exchange shall establish qualification
standards for supervisory analysts and
require approval of research reports by
such persons. Basic analysis in research
reports by a person without technical
expertise In some areas of the report shall
be co-approved by a product specialist so
qualifed.

For this purpose approval of the Ex change
of specificarrangements shall be required
for any off1ce jointly occupted with any
other business. Acceptab le methods of
differentiation of businesses in joint
tenancy include cetlinghigh or partial
walls with prominent signage at
entrances. wearing of badges by

emp loyees. barring of any customers from
the space. different telephone numbers.
and no stationery or advertising showing
bcth organizations

Section Eight - Financial &
Operational Responsibility

P701. Capital Required - A Member
Introducing all accounts on a3 disclosed
basis to the Settiement Agency shall
maintain net wortn of Rs 1 m1llion.

A Member carrying customer or
proprietary accounts and settling
exchange transactions shall at all times
maintain minimum net cap1tal equal to the
greater of Rs 1 million or 7 percent of
aggregate debit items computed with the
Formula for Determination of Reserve
Regquirements for such Members below.
The 7% requircment shall be sub ject to
adjustment by the Executive Committee as
experience w'th this reguirement 1s
gained.

The term net capital means the net worth
of the Member adjusted by
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a) adding or deducting unrealized prof its
or losses with all long or short
Security positions marked to their
market value.

b) excluding l1abtlities subordinated
pursuant ta a satisfactory
subordination agreement approved by
the Exchange.

c) deducting fixed assets and other assets
not readily convertible to cash such as
real estate. furniture and fixtures,
exchange fees not amortized: prepaild
items., goodwill: unsecured or
partially secured advances. loans,
Customer and other accounts: fixed
bank accounts not callable (usable)
within 10 business days. assets
doubtful of collection.

d) deducting the market value of all short
security differences unresolved 14
days after discovery. and the market
value of any long securities
differences sold bofore adequately
resolved less any reserves estab l1shed
therefore.

e) Deducting for securities or money
market Instruments 1In the
proprietary or other accounts of the
Member 5% of the market value of any
Security issued cr guaranteed by the
government of Srtlanka. 30% of the
market value of any l1sted secur ity up
to the guantity which 1s readtly
marketable at 3 10% discount. and
100% for all other securities (Lesser
deductions will be allowed for
Securities accepted as adeguate
collateral by a bank at the percentage
loaned by the bank. or where a ready
market on a foreign Exchange and
currency convertibtlity can be
demonstrated).

f) deducting the amount of cash required
in each carried or guaranteed account
of a customer. employee or registered
representative needed to meet the
maintenance requirement of the
Exchange for credit extension accounts
and outstanding f tve business days or
more.

P702. Formula for Computing
Aggregate Indebtedness - Add the
following

I. Amount of customers' money balances
required to be held In separate bank
accounts.

2. Moneys borrowed collateralized by
customer securities.

3. Contract values of customer securities
purchased by open exchange contract and
funds not yet recetved from buying
customer or securities not received 1n
good deltvery form f rom selling customer-.

4. Moneys payable against customer
securities lganed.

5. Market value of stock dividends. splits
and simtlar distributions recetvable
outstanding more than 30 days.

6. Market value of securities in transfer
more than 40 calendar days and not
confirmed as in process by 1ssuer or
transfer agent during that time.

7. Unsecured and unsubordinated bank
overdrafts and borrowings from banks or
others.

8. Drafts or checks not yet ref lected in
any bank balances.

P703. Customer Reserve Bank
Account (Replacement for CSE Rule
of Conduct #*11, Separate Bank
Accounts - Each Member carrying
Customer accounts shall maintain with 3
bank or banks "Spectal Reserve Bank
Account for the Exclusive Benefit of
Customers” and shall at all times maintain
In such accounts cash or qualifited
Securitles totalling the cash held without
lten for customers less such customer
Cash used to finance other customer s fu 1w
secured debt tn respect to securities
transactions

"Qualifted securities” means Sri Lankan
government securities with a market
value at least 105% of the sum they
represent In such reserve bank accounts.
‘Cash held without lten” means cash held
as credit balances in customer cash or
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margin accounts which 1s payable to
brokers for settlement of open contracts
or payable to or withdrawable by
customers for any reason. “Other
customer's fully secured debt” means (a)
debits in customer margin accounts
secured as required in Exchange rules or
such higher requirement as normally
required by the member carrying an
account. (b) for a maximum period of
three days after settlement date. the
contract value of securities purchases
settled by the member but not yet paidby
the purchaser. but excluding from both
(a)and (b) debits of any customer whose
securities are pledged directly or
Indirectly as security for any bank loan or
otherwise

Such reserve bank accounts shall be
subject to written contracts with the
holding bank(s) providing that the cash
and/or qualif fed securities are held by the
bank for the exclusive benefit of
customers of the depositing entity and
shall at nc time be used directly or
indirectly as a f1x ed deposit. security for
a loan to0. overdraft factlity for. gquarantee
in favor of, or any other accomodation to
the depositing member by the bank and
shall be subject to no right. charge.
security interest. lten, or claim of any
kind in favor of the bank or any person
claiming through thebank. Thetitle of the
account in the records of the bank shall
indicate that 1t 1s a “Special Reserve
Account for the Exclustve Benefit of
Customers.” All debit balances
constituting “other customers fully
secured debt" upon collection or
ltquidation of collateral shall be deemed
“Special Reserves for the Exclusive
Benef 1t of Customers” in the event that the
Security Counctl durects the Exchange to
take over or appoint others to take over
the customer prope:ty of .a member.

P704. Security Deposit - Each
member shall maintain on deposit with the
exchange the larger of the amount
required by etther (A) or (B) following:

(A) Such amount as required by Section
17. Part Il(e) and Section 18. Part i1i(d)

pf the Securities Counct! Act No 36 of
1987 and Sectfon 18(11) of the Articles of
Assoctation of the Exchange. (Currently
0.5% of the annual turnover of a member
during the prior calendar year with a
minimum of Rs 500.000 and a max imum
of Rs 1,500.000). Annual turnover is
the total value of buy and sell side
contracts, separately included. executed
on the exchange ta buy or sell securities.

(B) S% of the secand highest total value
of open buy and sell side contracts.
separately included. at the close of
business on the day prior to any
settlement day during the prior three
months. as determined at the close of
business at each month end and ef fective
asarequirementon the f1fth business day
of thenext month. The S% figure shallbe
subject to adjustment by the Executive
Committee as experience with this
requirement 1s gained.

Any guarantee from a bank deposited as
such security in a8 form required by the
Exchange shall not satisfy the security
deposit requirement when 1t has less than
two months to expiration or extended
expiration, but sha'l not be withdrawable
until its termination date.

Any bank guarantee qualifying as a
security deposit shall be supplemented by
a copy of any document collateralizing or
guaranteeing any sum called by the
exchange. No pledge of a separate bank
account for customer funds or excess
collateral in a loan secured by customer
securities shall be acceptab le.

(The present form of guarantee required
by the exchange shall be amended to: a)
provide that the bank has no right of set
of f against member assets 1t may hold
other than those specif ically pledged. b)
subordinate claims of the guaranteeing
bank to all claims of customers.)

The priorities for use of any called
security deposit shall be tosatisfy (a) net
losses 1f any on close out of open exchange
contracts. (b) debts to the exchange. (c)
unsatisfied obligations to customers. in
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thatorder. If a fallingmember's security
deposit 1s Insuff ictent to satisfy net losses
In any close out of open exchange
contracts, then the balance of net losses on
close outs shall be charged to other
memoers pro-rata to their then required
seaurity fund deposit. When the Central
Oepository System becomes operational.
the exchange shall agree by contract with
the Depository that the security deposits
heldby the exchange will be collateral for
losses on close out of open ex change
contracts of any defaultingmember. (See
discussion 1n report for review of this
provision by bank ruptcy counsel.)

P70S. Subordinated Capital - Loans
of toa Member may be subordinated to the
claims of all creditors through a form
supplied by the Exchange of an agreement
for cash or secured cemand note
collateralized by seaurities. and requiring
Exchange approval 1n order to be credited
as capital of the Member Such
subordinations by others than principal
executives and approved persons of the
Member shall not exceed 70% of total
capital allowed as the net worth of the
Member In computation of capital for 3
period of not longer than 90 days or such
longer pertod as the Exchange upon
application of the Member cetermines to
ce in the public interest or for the
prczection of investors

For tne purpose of Increasing a Member's
protection of customers and the Settlement
Agency. a Member may enter 1into
succrdination agreements which are not
allcwed as good cap 1tal. placing at the risk
of the business margin ~accounts.
securities. collateral 1n excess of face
value of secured demand notes. personal
accsunts. and the ke Such
succrdinations must be n a form
acceoable to and filed with the Exchange
anc shown separately 1n financial
stzzzments and s'mtlar documents.

NYSE forms of subordination are avallab le
for eaaptation to the law of Srilanka

P706. Capital Withdrawal - No
equity capital may be withdrawn by action
of a stockholder or through payment of
dividends or other distribution. nor may
any loan be made to a stockholder or
employee or registered representative if.
after giving effect theretoandto any other
such withdrawals. advances. loans. and
any payment or payment obligations uncer
satisfactory subordination agreements
which are scheduled to occur within six
months following such time. either 1ts net
capital should fatl to equal 1S0% of that
required.

P707. Capital Decline - A Member
shall forthwith notify the Exchange 1f its
net capral after deduction of all capital
withdrawals Including maturities. 1f any,
scheduledduring thenext six months falls
below 150% of that requiredby Rule

P708. Spectal Capital Requirement
- The Exchange may at any time or from
time to time with respect toa particular
Member or all Members. or new Members
prescribe greater net capital
reqguirements than those prescribed by
Rule. including more stringent treatment
of 1tems in computing net capital or net
worth.

P709. Restriction - The ex change
may restrict growth of business or
require business reduction by a member
whose net cap 1tal 1s less than 15S0% of Its
cap1tal requirement by Rule. or for whom
the deduction of capital withdrawals
Including maturities schedu led du ring the
next six months wouldso result. or whose
records of customer accounts and
SECuritles transacttons are materially
def ictent in accuracy and atrrency

P710. L oan and Advance
Restriction - No drawing. unsecured or
partially secured loans or advances of
funds shall be made by a Member to any
gssociated or approved party or parties
associated with approved persans. ex cept
with prior written approval of the
Exchange. when the Member's net cap 1tal
s less than 150% of Its capital
requirement or the deduction of capital
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scheduled during the next six months
would so result. or the Exchange restricts
the member organization.

Except with theprior written appraoval of
the Exchange. @ Member which has
witstanding aay such obligations by such
parties <hdll forthwith reduce or
eltminate such obligattons from such
becrrowers or otherwise restore its net
capital to the point where 1t 1S less than
150% of 1ts capital ~equirement under
P355 or the deduction of capital
withdrawals iIncluding maturities
scheduled during the next six months
would so result. or the Ex change restricts
the member organization.

P711. Financing Arrangements -
No Member shall consumate a sale or
financing arrangement iIntended to
improve 1ts capital computation before
submitting related documentation to the
Exchange for approval. Such events
Include sale and leasebacks of any assets.
saleor factoringor financingof unsecured
accounts recetvable, loans by a bank upon
collateral otherwise deemed not readtly
marketable. etc.

P712. Reports to Exchange -
Members. agents and their emp loyees
shall submit to the exchange at such times
as may be designated in such form and
within such time peritod as may be
prescribed such iInformation as the
exchange deems essentlal for the
protection of investors and the public
Interest.

Each member shali f1le monthly with the
exchangea report in a form prescribed by
the exchange on 1ts financial and
operational conditton, profitabitity and
compltance with the capital and
operational requirements of the ex change.
Such report for the month of the
member's annual audit by independent
public accountants shall be auditedand any
adjustments reported to the exchange. The
monthly reports shall be filed not later
than the 15th of the following month. A
member may be required to provide

financtal and operational reports for its
af f1l1ated and subsidiary organizations.

A feeof a significant amount shall be paid
for every day that any required report 1s
overdue. unless atemporary extension 1s
granted upon application at least three
business days before the due date. Any
report with mater1al inadequacies willbe
deemed nat f1led.

P713. Audits - The Exchange may at
any time require any Member or the
Settlement Agency to cause an audit to be
made by an independent pub l1c accountant
of 1ts accounts 1n accordance with
requirements prescribedby the Exchange

The annual audit report shall contain a
Statement of Financial Condition. a
Statement of {ncome. a Statement of
Changes in Stockholder's Equity. and
Statement of Changes In Liabilities
Subordinated to Claims of General
Creditors. Sua statements shall be in 3
format and on atssis vhich 1s consistent
with such statements f1led monthly with
the Exchange. If a Statement of Financial
Condition 1s not consolidated, 8 summary
of financial data. including the assets.
ltabilities. and net worth or stockholder's
equity shall be included for subsidiaries
not consolidated.

Supporting schedu les shall include for all
Members a computation of required
capttal. and for Members carrying
accounts and the Settlement Agency a
computation for determination of reserve
requirements. and informatton relatingto
the possesston and control requirements
and shall be filed with sald report. A
reconctliation shall be supplted. including
appropriate explanations. for any
differences in the capital and reserve
computations separately filed by the
Member or Settlement Agency.

P714, Audit Requirements - An
audit shall be conducted by a certified
public accountant who shall be in fact
Independent and who shall f1le an opinion
covering the required statements.
Attached to the report should be an cath or
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affirmation by aduly author1zed of f 1cer of
theMember that the financial staternents
and schedu les are trueand correct and that
neither the Member nor any of ficer or
director has any proprietary interest in
any account classif led solely as that of 3
customer. The oath or affirmation shall
be made before a person duly authorized to
admtn’'ster such oaths or af f irmations.

The Exchange w11l recognize as a certif ted
public accountant only persons duly
registered as such under the laws of Sri
Lanka and 1n good standing both with
accounting professional societtes and the
Exchange.

P715. Audit Objectives - The audit
snall be made In accordance with Sri
Lankan generally accepted audrting
siandards and shall include a review of the
eccounting system. the Internal accounting
contro’ and nrocedures for safeguarding
securities including appropriate tests
thereof for the pertod since the prior
examination uate. The audit shall include
all procedures necessary under the
circumstances *n enable the tndependent
public accountart ic expressan opinion on
the statement of i1nanctal condition.
results or operations. changes iIn f inancia]
position. the computation of capital. and.
if any. the computation for determination
of required secu rity deposits and separate
bank accounts and Information relating to
the adequacy of possession or control of
customer securities.

“ne Scope of audit and review shall be
suffictent to provide reasonab le assurance
of disclosure of any mater1al 1nadequacies
existing at the examination 1in the
gccounting system. Internal accounting
controis. procedures for safeguarding
securities. and the practices and
crocedures followed by the Member (and
related records) in making perindic
computations of cap1tal. security deposits.
séparate customer bank accounts.
cuarterly security counts and recordation
of differences. In complying with the
requirement for prompt payment for
securities. and In obtaining and

maintaining physical possession or
control of securities as required.

P716. Technical requirements -
the accountant’'s report shall be dated.
signed manually. indicate the city and
other governmental jurisdiction where
Issued. and 1dentify without detailed
enumeration the statements and schedu les
Coveredby the report.

Representations in the audit report shall

state whether the audit was made In
accoraance with Sr1 Lankan generally
accepted auditing standards. whether the
accountant reviewed the procedures
followed for safeguarding secur 1ttes. and
designate any auditing procedures deemed
necessary by the accoutitant under the
Clrcumstannces of the particular audit
which have been omitted and the reason
for the omission. (Permissive omission
Is not tmpl1ed of any procedure wh ich
Independent accountants wou ld ordinartly
employ tn the course of an audit made for
the purpose of expressing the reguired
opinions).

Opinton of the accountant shall be Clearly
expressed in respect to the finarncial
statements and schedules covered by the
report and the accounting princples and
practice reflected therein and as to the
consistency of application of the
accounting principles. or as to any
changes 1n such principles which have 3
material effect on the financial
statements.

Exceptions taken by the accountant shall
be clearly and specifically 1denttf 1ed and
to the extent practicab le the effect of each
such exception on the related financial
statements shall be stated.

Accountant’s mater1al tnadequacy findings
shall be f1led with the Exchange by the
Member simultaneously with the
accountant’'s supplemental report on his
review of thisarea since the prior audit.
Inciuaging corrective actlon taken or
proposed. or stating that the audit did not
disclose any mater1al inadequacies.
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(Note - With the Iimitation of exchange
members to brokerage only. It should be
practical to shorten the deadline dste for
audit reports to approximately two
manths from audit dte.

Audit agreements between each Member
and an independent public accountant in 3
form prescribedby the Exchange and dated
no later than December 1 shall be f1led
with the Exchange no later than December
10 of each year covering the Member's
annual audtt for the following year.

Retention of all requtred documents of the
audit and all pertinent work Ing papers and
memoranda shall be for at least three
years. and avatlable for review by
representatives of the Exchange at the
of f 1ce of the Member or the Accountant.

P717. Financtal Statements to
Customers - Members and the
Settlement Agency shall file with the
Exchange and send to each person specif 1ed
below the following :

Audited statements within 90 days of the

required annual audit dste Including

a) a balance sheet with appropriate notes
prepared In accordance with Sri
Lankan generally accepted accounting
principles.

b) a footnote containing a statement of the
amount of the entity's net cap1tal and
required net capital computed 1n
accordance with Exchange rules and
Including summary financial
statements of subsitidiaries.
consolidated when material. and the
effect thereof on the capital required
of the entity, and

c) 1If the itndependent accountant
commented on any materital
Inadequactes. a statement by the
Member that a copy of such report and
comments 1s currently avatlable for
the customer's Inspection.

Unaudited statemerits containing the
simtlar information a2s of 3 date six
months from the audit date shall be

furnished not later than 65 days after the
as of date.

Persons specified to recelve these
statements are any person who hasa <laim
for property or funds which 1s part of the
capital of the Member or 1s subordinated
to the claims of creditors of the Member,
or with whom the Member has effected a
securities transaction or carried or
guaranteed a securities or money balance
during the month before or after the
balance sheet date.

P718. Insurance - The Committee may
require Members to maintain such policy
or policies of insurance as the Committee
may consider desirable and availlable
against losses caused by the dishonest acts
of Member personnel and against losses
caused by handling stolen and forged
documents of title or securities or other
defective instruments. providing such
Insurance 1savailable.

P719. Hypothecation of Customer's
Securities - No Member or employee
thereof shall directly or indirectly
hypothecate or arrange for or permit the
continued hypothecation of any securities
carried for customers under any
circumstances that will permit:

a) the commingling of securities carried
for the account of any customer with
securities carried for the account of
any other customer without first
obtaining the written consent of each
such austomer to such hypothecation,

b) such securities to be commingled with
securities carried for all accounts of
any person other than a bona fide
customer of such M™Member or
Settlement Agency under a lten or loan
made to such entity,

C) securities carried for the account of
customers to be hypothecated or
subject toany l1en or 1tensor claim or
claims of the pledgee or pledgees for a
sum which exceeds the aggregate
Indebtedness of customers on such day.
provided that funds or securities in an
amount sufficient to eliminate such
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excessare paid or placed 1n transfer to
pledgees for the purnose of reducing
the llens or claims to which securities
carried for the account of customers
are subjected as promptly as
practicable after such reduction
occurs. but before the lapse of one-
half hour after the commencement of
bank Ing hours on the next bank Inq day
at the place where the largest
principal amount of such loans are
payable and In any event before such
entity on such day has obtained or
increased any bank laan collateralized
by securities carried for the account
of customers.

The provisions of the prior paragraph
shall not apply to hypothecation of
securities carried for a customer 1n a cash
gccount not yet paid for. provided that at
or before the submtssion of the contract
note tc such customer. written notice Is
given or sent to such customer disclosing
that such securities are or may be
hypothecated under ctrcumstances which
will permit the commingling thereof with
other securities carried for the account of
other customers. (Obviously this should
be provided by legend on the back of the
confirmation or contract note)

P720. Custody of Customer
Securities - Members shall promptly
obtain and shall thereafter maintain
physical possession or control of all
customers fully-patd securities and all
securities subject to llen In credit
accounts 1n excess of 140% of the debit
balances 1n such accounts. Violation shall
not be deemed 1f soiely as the result of
normal business operations. temporary
1ags occur between the time when 3
Security is reaquired tobe in possession or
control and the time that 1t 1s placed 1n
such status provided that the Member
takes timely steps in good faith to
estab I1sh such status

Any customer property gilven tg an
emp loyee or agent shall be transmitted on
the same day to the memoer carrying the
customer account.

P721.Borrowing Customer
Securities - Further. violation will not
be deemed If the Member and a Securities
Lender at or before the time of the loan,
enter Into a written agreement that at a
minimum sets forth in 3 separate schedule
or schedu les the basts of compensation for
any loan and generally the rights and
1abtlities of the parties as to the
borrowed securities. provides that the
Lender will be given a schedule of the
securities actually borrowed at the time of
the borrowing of the securities. angd
specifies that the borrower will provide
the Lender on that day with collateral In
cash. government bi1lls or notes. or an
frrevokable line of credit 1ssued by a bank
which full secures the loan of securities.
and that at the close of each successive
business day the loaned securities will be
marked to the market and collateral iIf
Insufficient restored to at least 100% by
the close of the next business day

P722. Control of securities - shall
be deemed to be effected when such
securities are:

a) In the custody or control of the
Member. a custodian bank. or
securtties exchange. the deltvery of
which does not requtre the payment of
money or value. and 1f the books and
records of the Member identify the
customers entitledto recetve specif ted
quantities or units of the securities sg
held for such customers collectively.

b) sub ject of bona fide items of transfer
not older than 40 calendar days or
confirmed in writing tobe in process
by the i1ssuer or transfer agent.

c) held in such other locations as the
Exchange shall upon application find
and designate to be adequate for the
protection of customer securities

P723. Short Security Differences
- Buy-in shall be made of short secu rity
differences not resolved within 45
calendar days after the date of any
reguired examination. count. verif 1cation
and comparison of securities.
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P724. Securities Movements - Not latesuch financial or operational dif f1culty

than the next business day. a Member
shall determine from its books and
records as of the close of the prior
business day the quantity of securities
required to be in possession and control
actually and not in such possession and
control. (lnactive credit acounts may be
not. less than twice weekly.) Deficlencies
In securities In possession and control
shall be corrected by ordering 1If there
are securities of the same issue and class
In any of the following non-contrg!
locations: f rom money borrowed collateral
accounts movement within two business
days. from securities loaned movement
within five business days. f rom securities
fatled to recetve for 30 calendar days a
buy-1in procedure or otherwise. from
security dividend recetvable or stock split
or simtlar distribution not received for
45 calendar days a buy-in procedure or
otherwise.

P725. Customer Security
Deltveries on Sale - If a member
executes a sell order of a customer (other
than an order disclosed to ex ecute a sale of
securities which the seller does not own)
and 1f for any reason whatever the
Customer has not deposited the security
with the carrying entity within ten
business days after the settlement date,
the Member shall immed1ately thereafter
close the transaction with the customer.

The Exchange will constider applications
for extensions of time for buy-1ns under
thisrule .

Section Nine - Discipline

PB801. Access Prohibition - Except
as hereafter provided. the Exchange shall
notprohibitor limitany qualified person
from ac.ess to services offered by the
Exchange or any Member without prior
written notif 1cation with specif ic grounds
and 1S days opportunity to be heard
thereupon.

summary discipline - The Exchange may
summartly suspend a Member who 1s 1n

that the Exchange determines that the
Member cannot be permitted to continue to
do business as a Member with safety to
Investors. creditors. other Members. or
the Exchange.

The Exchange may summaritly limit or
prohibit any person from access to
services offered by the Exchange or any
Member 1f the Exchange determines that
such person does not meet the qualif 1cation
regu irements or other prerequisities for
such access and that such person cannot be
permitted to continue to have such access
with safety to investors. creditors.
Members. or the Exchange Any person
sub ject to such summary action shall be
notif led 1n writing of specific grounds for
such action and promptly afforded an
opportunity to be heard upon those
grounds.

Whenever a Member fatls to perform its
contracts. becomes insolvent. or 1s 1n
such financial or operating dif f 1culty that
ir cannot be permitted to continue to do
business as a Member with safety to
Investors. creditors. other Members and
the Exchange. such Member shall
promptly give written notice to the
Exchange.

A party who does nnt pay any fine within
45 days after payable may after written
notice be summaritly suspended from
association 1n any capacity with a
Member.

Any suspended. 1tmited. or prohibited
person shall on request submit such books
and records as to which 1t has access and
furnish information or appear or testify
or cause any employee to appear and
testify before the Exchange. Any such
person may be disciplined pursuant to
rule for any of fense committed before or
after suspenston. limitation or
prohibition 1n 3811 respects as 1f not so
impaired. A Member suspended shail be
deprived during the term of suspension of
all rights and priv 1leges of membership.
Any suspension of an employee or
registered representative shall create a
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vacancy 1n any office or position held by
such person. Any such person may be
relteved frcm suspenston. limit or
prohibition by the Baard.

P802. Disciplitnary Bases &
Penalttes - If 3 Member, emp loyee.
registered representative, or approved
person 1s adjudged guiity by a Hearing
Panel 1n a proceeding pursuant to this
rule of any of the following of fenses, the
Hear1ing Panel may 1mjose on such party
expulsion: suspension: limitation as to
activities. functionsand operations: fine:
Censure: suspension or bar from being
associated with any Member: or any other
fitting sanction, any of which may be
remitted or reduced by the Panel on such
terms and conditions as 1t deems fair and
ecuitable. Offenses are

a) violating any provision of 3
governmental securities law or
regulation. any agreement with the
Exchange. or any rule of the Exchange.

b) making a material mistatement to the
Exchange.

) fraud or fraudulent acts.

d) conduc: or proceeding inconsistent with
Justandequitableprinciples of trade.

e) acts detrimental to the interest and
welfare of the Exchange.

f)mak ing or transmittinga fictitious b1d,
offer. or transaction or giving an
order for the purchase or sale of
securities the execution of which
would Involve no change of ownership
(@8 wash sale) or executing or
transmitting any such order with
Knowledge of 1ts character.

@) making any r‘irchases or sales or
offers of purchases or sale of
securities fur the purpose of upsetting
the equtltbrium of the market or
bringing about a condition 1n which
prices do not fairly reflect market
values or assisting 1n making such
transactions with krowledge of such
purpose. or being with such knowledge
aparty toor assisting In carrying out
any plan or scheme for the mak Ing of
such transactions.

h) having made a misstatement or
omisston of fact on an application for
membership or approval. or on any

financial statement. report or other
submission f1led with the Ex change. or

1) refusing or fatling to comply with a
request of the Exchange to submit
book's and records sub ject to access or
control or to furnish information to or
to appear and testify befare the
Exchange.

An employee of a Member 1s liable to
discipline and penalties for any act or
omission of such Member as for his own
personal acc or omission.

PB03. Disciplinary Hearings -
Otsciplinary constderation shall be by a
Hearing Panel composed of a chairman
appointed by the Board who 1s 3
disinterested director or emp loyee of the
Exchange or other qualified person and
twa disinterested peers of the defendant
from a panel appointed by the Board and
selected by the Chatrman sub ject to two
challenges by each party. The decision of a
earing Panel by majority shall be final
and conclusive unless appealed to the
Baard by either party.

The Chairman shall resolve any
procedural or evidentiary matters without
appeal. but shall not authorize the
discovery or inspection of internal
Exchange documents prepared 1In
connection with the yroceeding.

The specific charges against a respondent
shall be served 1n a written Charge
Memorandum signed by an authorized
emp loyee or other Inquirer author tzed by
the Executive Commttee of the Exchange.
with service deemed effective upon
personal delivery or by leaving at or
malling to the respondent’s last business
or residence address as reflected on
Exchange records.

A written. signed Answer to the Charge
shall be f1led within 25 days of service or
such longer peritod as approved by the
Chatrman. and shall iIndicate specifically
which assertions of fact and charges In
the Charge Memorandum are dented and
which are admitted. with any specific
facts tn contradiction and any affirmative
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defenses. Any assertions of fact not
specifically dented may be deemed
admittedand fatlure to f le an Answer may
be demedan admission of facts asserted in
the Charge.

The Panel Chairman shall determine the
specific facts put into 1ssue and with
respect to those facts only, the Exchange
and the respondent may produce witnesses
and any other evidence and may examine
and cross examine any witnesses so
produced. Any fatlure by a respondent to
Answer as required above shall limit
consideration of any witnesses or other
evidence to determination of the penalty to
be imposed. A respondent who fatlsto file
an Answer but appears at the Hearing
shall not be permitted to produce
witnesses. evidence or testimony. but the
Hearing Panel may determine that the
respondent had adequate reason to ex cuse
his fatlure to f1leandadjourn the Hearing
and direct the respondent to f1le a proper
Answer.

After hearing witnesses and considering
evidence. the panel shall consider whether
the respondent 1s gutity of the Charges.
and If so fix and impose the penalty or
penalties, with written notice to the
respondent and the Exchange. The
determination and penalty shall become
final and conclusive 20 days after notice
thereof has been served unless a request w
the Executive Committee for review has
been f1led 1n which case any penalty shall
be stayed pending review.

P804. Disciplinary Appeals - The
staff or inquirer of the Exchange which
brought the Charges. the respondent. or
any member of the Executive Committee
of the Exchange may require a review by
the Executtve Committee by filing a
written request stating the basts and
reasons therefore within 20 days of the
notice of determination. All concerned
parties shall be notifted of such review
request. Any reviews by the Executive
Comm:ttee shall be based on oral argument
and written briefs and shall be limited to
consideration of the record before the
Hearing Panel. The Executive Committee

by majority vote may sustain, modify or
reverseany determination of the Hearing
Panel and increase. decrease or eliminate
any penalty. or impose any penalty
permitted by these rules as it deems
appropriate.

If either party on review shows to the
satisiaction of the Executive Committee
that additional evidence 1s material and
there was reasonab le ground for fatlure to
produce it before the Hearing Panel. the
Executive Committee may remand the
matter to the Hearing Panel for further
p roceedings.

P805. Stipulation and Consent - In
lleu 1n part of the above procedures. a
Hearing Parel may make a determination
and impese penalties on the basis of a
written Stipulation and Consent entered
Into between the respondent and an
authorized employee or tnquirer of the
Exchange. Such document shall contain a
stipulation with respect to the facts. or on
the bacis for findings of fact by the
Hearing Panel: a consent to f Indings of fact
by the Hearing Panel. includinga finding
that a specif ic of fense has been committed:
and 4 consent to the impositio of a
specific penalty. The Panel mav f1x and
Impose the penalty agreed to or any
penalty which 1s less severe or may
remand for further proceedings.

P806. Counsel - Respondents have the
right to be represented by counsel 1n any
hearing. review or investigation by the
Exchange.

P807 - Suspended or terminated
parties - A suspended party may be
proceeded against for any offense other
than that for which suspended.

If prior to termination or within one year
of termination of any person associated
with a Member. such person 1s served
written notice that the Exchange 1smak ing
Inquiry into a3 matter occuring prior to
that termination. the Exchange thereafter
may require such party to comply with
requests. appear. testify. submit books
and records. attend hearings. etc. and such
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party shall be subject to charges.
determinations and penalties 1n every
respect in the same manner and to the
same extent as 1f such person had
remained associated with a Member. A
party who refuses to comply may be
barred from assoctation with a Member
permanently. or for such period of time as
may be determined. of until such time as
such party has comp l1ed and the Ex change
has completed its investigation and any
resulting Hearing 1s comp leted. and any
penalties tmposed carried out .

Pe0o8. Disciplinary Announcements
- Expulsions. suspensions. and major
fines shall be announced to the pub l1c.

Section Ten - Arbitration

P901. Controversies Arbitrated -
Any controversy arising out of the
securities business of a Member or its
dissolution shall be arbitrated pursuant to
these ruias which 1s
a) between parties who are Members.
thetr employees. registered
representatives or approved
persons. or
b) between such persons and any non-
member at the instance of the non-
member party or as prov ded by any
duly executed and enforceable
written agreement.

Comment - Arbitration is based on the
assumptilon that the laws of the country
permit enforcement of arpitration
Juagements by governmental courts ang
that appeals to courts are possible on ly
for unlawful canduct of thearbitration -
Isalso assumed that Members will prov ige
In thelr written account agreements witn
customers for arb 1tration of disputes with
customers.

P902. Arbitrators - The Executive
Committee shall appoint two standing
panels. one consisting of representative
executives. employees. registerec
representatives. attorneys and approven
persons of Members or retireg such

persons. the other consisting of non-
members knowledgeable In securities
matters. The Executive Committee shail
also appoint an Exchange employee or
other person as Arbitration Director to
perform the ministertal duties of
arbitration.

For each controversy or related group of
controverstes. the arbitration director
shall select seven disinterested persons as
potential arbitrators from the
appropriate parel(s) and submit their
names and backgrounds to the arbitrating
parties. Each arbitrating party may
request that not more than two of the
potential arbitrators be removed from
such list. From the remaining list. the
arbitration director shall appoint In the
case of arbitrations involving non-
members. tvo persons from the non-
member panel and one from the
membership community panel. and 1n the
case of controversy within the member
community. three persons from the
member panel. Other persons from the
remaining list may be substitute
arbitrators in case of death or Incapacity
of an arbitrator Thearbitration director
shall designate one arbitrator as
chairman.

P903. Arbitration Agreement -
Pursuant to these rules. the dectston of an
Exchange Arbitration shall be bindingand
final upon any Member. employee,
registered representative. attorney or
approved person thereof. Any non -
member party shall have 3greed 1In
writing that the arbitration shall be
binding and final either 1n 3 separate
document or In any ex 1sting duly ex ecuted
and enforceab le agreement.

A cooy of the Uniform Submission
Agreement used in the US can be suppl1ed
for adgptat ion to the law of Srilanka.

P453. Arbitration Proceedings -
Appropriate sections of the Uniform U.S
Securities Arbitration Procedures can be
suplied for adaptation to the law of Sri
Lanka
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DETAILED COMMENT ON PRESENT SRI LANKA SECURITIES
REGULATIONS

Section One - Organization and Governance

SECURITIES COUNCIL ACT NO. 36 OF 1987

13(c) The authority "to give uirections to a licensed stock exchange from time to time” should not
be used to compel the stock exchange to write rules in areas in which the Council has no authority
to act on its own.

14(a) The Council should not exercise its authority to conduct "regular” inspections of stock
brokers and stock dealers but rather should require the Exchange to do so, confining its own
inspections to those for cause including special inspections of Exchange adequacy in regular
inspections.

CSE ARTICLES OF ASSOCIATION

6(a) Membership in the exchange should not be restricted to brokers. Participation by dealers will
enhance liquidity and general strength of the market, probably not at present but especially as
dealing becomes profitable enough to support market making obligations. Efficient dealing, and
particularly market making, cannot be carried on from outside the membership subject to
commission charges and exempt from exchange regulation.

6(c), (d) These clauses prohibit any consideration of extenuating circumstances in readmitting
members suspended or expelled from a stock exchange or having been bankrupt. Indeed they
convert a suspended member to a permanently expelled member. They should be amended to delete
the reference to suspension, to allow readmission after consideration of the reasons for expulsion
or bankruptcy and related rehabilitation.

7. The Committee and the Exchange should never have power of "absolute discretion and without
assigning any reason” for depriving or withholding any person from any access to the Exchange.
Instead see Proposed Rule 801 for fair procedures which can insulate the Exchange from potential
civil damages for arbitrary action.

8, 9. Article 8 can be viewed as monopolistic in that it bars membership to parties not known to or
proposed by two exchange members. The provision for secrecy of information provided by the
two exchange members is contrary to the fair principle that any person should be informed of any
reason that he may not be approved and given an opportunity for a hearing.

11. The undertaking required in this article for members should also be a requirement for employee
representatives, agents and agent representatives as in proposed rule 403.

52 and 56 (Par.2). A qualified full time Chief Executive of the Exchange rather than the Executive
Committee should have authority and responsibility for hiring, supervision, and *ermination of

staff and all executive powers of the Exchange as soon as Exchange income pemmits. (Proposed
Rule 5)

52. Rules and similar instruments should not require approval of a General Meeting, but only of
the Executive Committee subject to review as required by Securities Council regulation.
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63. No clear provision is found in the Memorandum or Articles for election of members of t}
Executive Committee other than this nominating clause which restricts nominations to members .
the Exchange. Our recommendation is strongly in favor of balanced governaice by an Executiv
Committee of member, listed company, investor and professional representatives. See discussic
on CSE Govemance and proposed rule 1.

Our recommendation on nomination is at proposed rule 4.

Omissions from this section of regulation recommended for correction are Comers, proposed ru
2, and Exchange liability for use of facilities, Rule 3.

Section Two - Registration and Listing of Securities
SECURITIES COUNCIL RULES 1990

18(7)(a) The Council should consider requiring interim listed company financial statemen
quarterly rather than every half-year.

STOCK EXCHANGE RULES

1.1-2 (2) Exclusions in a) and )b should be expanded to include controlling parties (acting alone
in concert) who may not be parents or directors.

1.1-4 No prospectus should be "approved by the Exchange” or Security Council as that impli¢
recommendation of such security for all investors. Instead such documents should be "acceptec
by the Council and Exchange as adequately presenting information required by law or rule.

1.2-4 The listing undertaking as specified in Appendix ! is too generalized and should be mor
specific as to be supplied for proposed rule 53.

1.3-1 I dislike requirement of a sponsoring member for a new listing, but do not object to as man
members as wish to do so endorsing a listing application. Compulsory sponsorship may mandate
fee or tie-in business for a Member for services which are just as weli performed by the company
attorney, accountant or internal staff, and should be reviewed by the Exchange for completenes:
Further, it establishes a "favored broker” relationship for corporate financial advice, underwritin;
etc.

1.3-3 (i) & (ii) may be too severe in limiting listing of issues subsequent to initial listing. This rul
is not at all clear as it does not define basic terms.

i.3-4 Prospectus registration requirements have not been reviewed.

1.2-5 The method of primary distribution of an issue is rot clzar from he rules. Is it by fixed pric
offering on the Exchange, by auction on the Exchange, by syndicate underwritten distribution of
the Exchange. This obscurity is not clarified by rules in the 2 section. Another project to revier
and recommend primary distribution reguiation is recommecnded.

1.3-6 See proposed rule 513 for possible limitation on allotments to persons associated.

1.3-8 Provisions for renunciation are not clear. Depending on clarification, why is there nc
"when issued” trading in securities before their physical distribution.
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1.3-9 It seems unfair to current shareholders to suspend trading during the course of distribution of
a new issue. Provisions for price stabilization by underwriters may be needed.

1.4-4 Does this constitute delisting? If so it ignores due process and other rules of the Securities
Council.

1.4.7 Initial quotation fees should be based on issue price, not on nominal value of shares. The
fees seem quite low at US$125 minimum and US$1,250 maximum.

1.4-8 Annual listing fees also seem low at a maximum of US$375. Listed companies should bear
a substantial percentage of Exchange operating costs both for direct benefits to the company and on
behalf of their shareholders who rarely trade but benefit from the exchange establishing market
prices for their use in borrowing and oiher evaluations and as a stand-by market.

2.1-1 Still no description or definition of distribution methods in this "Steps in the Listing
Process.”

3.1-1 All references to supplying the Exchange with information likely to materially affect
securities price should also state that such information should be simultaneously released to the
public. Gtherwise, there is a perception that the Exchange is receiving inside information subject to
possible abuse by staff and members with access.

3.1-3 Communication of any information to shareholders and Exchange only is inadequate as
prospective purchasers also have a right to such information. Such information should be made
public. Further, communication to shareholders is slower than communication through public
media.

3.1-11 should be supplemented by proposed rule 52 which will become increasingly important as
shares are held in the depository system. Although :hat system provides for the system furnishing
companies with information for mailing to beneficial owners there may be some residual shares
with brokers, or CDS may need authorization.... Should consider with John Kinnamon before he
leaves.

3.6 What is done with missing securities and forgery information? Shou!d it not be described in
Exchange rules to limit possible civil suit claiming the Exchange was negligent in not adequately
distributing such information?

3.7 No provision is found giving the Exchange power tu levy fines against listed company
directors for which a penalty amount is stated here. No due process is found for such acts.

3.8 & Appendix 5 Provision for private sales - check consistency with SC procedures
Appendix 1 & 2 missing, no reference if obsolete.

Appendix 3 - Why is "Trading Profit” the only business segment for which p&l disclosure is
separately required?

Appendix 3,4 Number of shares issued and outstanding is not disclosed. Thus it is not possible to
compute from these documents earnings per share or price-earnings ratio, etc. computations of
which, before and after taxes, should probably be included in these Appendices.

4 Item 4. Consider whether this private disclosure of inside information on profit & loss may
limit the ability of members participating in this review to advise their customers on investment in
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securities of such companies until public disclosure is made. Would it be better simply to require
some stated recent P& data in such circulars?

5.1 Although it is not yet practical for Members to be companies with broad public distribution,
why should that future possibility be prohibited here? Securities Council policies requiring
members to be engaged only in the securities business and related regulation prevent any non-
izember company from being stock brokers or dealers.

7.2 There is no apparent reason for the two lines in parentheses.

Section Three - Trading
SECURITIES COU C(IL ACT NO. 36 OF 1987

31 This prohibition of 2 broker being a dealer and a dealer being a broker has great potential for
inhibiting the growth of shareownerskip and liquidity of the securities market. At the same time it
has little regulatory purpose which cannot be better accomplished by regulation controlling
conflicts in such a dual capacity. See discussion under "Profitability Risk” section of consultants
report.

SECURITIES COUNCIL RULES 1990

21-24 These rules are consistent with Act 31, but have no inherent process for decreasir.
violation of the perceived primary abuses which led to their adoption. They do not necessarily
affect member income but do increase member cost by imposing additional logistics for reciprocal
execution of trades between members.

7 (3)-(5) These are listing requirements, not rules for sale of listed securities, and should be
separately captioned and numbered.

17 It seems inconsistent with principles of regulatory structure for a decision of the stock
exchange manager not to approve a trade exceeding a limit price to be immediately referred to the
Director Genzral of the Securities Council, without any consideration by the Exchange Executive
Committee. In effect this is an appeal of the manager’s decision by-passing the governance of the
exchange. Further the Securities Council guideline of 4/20/90 stating that the manager should
investigate price movements of 20% is inconsistent with the rule requirement of reporting to the
manager of 10% price movements and his approval only after being satisfied that trading
conditions justify that movement.

SECURITIES COUNCIL GUIDELINES

4. Private transactions and gifts - To remove an unnecessary administrative burden on the
Exchange and Council, these guidelines should be crnverted to an Exchange rule exempting the
specified private transactions from any approval providing that Members assist in transfer at a
nominal charge as now provided in Guideline 6. Such exchange rule would be legal as Act Article
28 permits sale subject to a trading procedure adopted by an exchange, and that principle is
repeated in SC90 Rule 7 (1). The present guideline recognizes that broker assistance in transfer
constitutes compliance with 7(2) for the specified types of private sale.

SC GUIDELINES 7, CES RULE 4
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The fixed commission rate under these rules is lower than in many countries for average

transactions. See discussion in consultant’s report and proposed rule 211 to strengthen these rules
and add rebate provisions.

PROPOSED RULES
Ten proposed new rules would fill gaps in exchange trading regulation.

Section 4 - Settlement
SECURITIES COUNCIL RULE 14 & CSE CONDITIONS OF SALE

Both documents are unrealistic in stating desirable practices from a broker’s interest as required
conditions of purchase or sale ignoring the customers right to protect himself, and actual practice
among members.

Demand of delivery against payment in securities transaction settiement is almost universal around
the world between brokers and finzacial institutions and large investors. CSE settlement rules of
both CSE and SC demand this. But the rules of each are stated in language which demands
payment before setiiement and delivery of certificates before settlement from customers, neither of
which a Member can guarantee without receiving them before trade execution.

SCR 90 14 therefore must be viewed as descriptive rather than compulsive, not truly a rule. This
view is reinforced by questionable authority of the SC to write such a rule or SCR90 |5 pursuant
to Section 53 of the Act.

SCR90 14 and 15 in any event insofar as they purport to govern acts of listed companies would be
more legally established by the Listing Agreement contract between the Exchange and each listed
company.

The CSE Conditions of Sale rules are internally inconsistent as follows:

a) the proscription that a buyer shall pay for all shares purchased during a period of dealing for the
same settlement is silent as to whether offsetting sales proceeds should be deducted,

b) The interest charge for failure of timely payment may be simply anti-rebative of commissions
rather than a penalty as is more apparently the 0.5% a day interest on failures to deliver securities,
c) a calendar month grace for a broker to resell an unpaid security is too long both for reasonable
liability of the customer and for not imposing a market risk capital charge on the member,

d) The proscription of delivery of scrip sold before order execution is inconsistent with delaying
penalty until settlement date,

e) the provisions for the selling member notifying the buying broker of non-delivery by his seller
and the subsequent courses of action by the buyer destroy the normal concept of an ..zchange
transaction which is that a broker is responsible for the completion of every contract whether his
customer performs or not,

f) the Conditions prescribe payment to the seller by the selling broker even if the seller wishes to
leave such funds with the selling broker for future securities transactions or those due in the next
settlement.

Rules for broker responsibility to complete contracts and a system of borrowing securities to
facilitate settlement, amplifying Act 27, as provided in the proposed rules 202 & 309 could correct
these problems.
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MARGIN ACCOUNTS

SECURITIES COUNCIL RULES 1990 24 The third sentence on furnishing to the Exchange
names of all participants in margin accounts is meant to apply to all margin accounts and should be
a separate rule. No regulatory purpose is apparent. The requirement is for name disclosure at each
transaction, when periodic lists of participants weuld be less cumberseme. But why does the
Exchange need a listing of participants in margin accounts? Why not also participants in cash
accounts? The most likely reason is for detection of possible insider trading, which could be done
through either cash or margin accounts. Insider informaiion investigation is initiated by obtaining
the account details on all (or large) trades in the period of time being investigated. This would
include names of account owners and relationships to the company of interest. Information so
gathered will be far less cumbersome and useful than lists of margin account pariicipants filed with
the exchange on a trade tasis.

CSERULET7 is the only specific current reference to margin required. It would become effective
through proposed rule 311.

Proposed Rule 301 intreduces a concept new to CSE of Members acting only for customer sales

service, engaging another member for custody of customer property, settlement, etc. Several other
aids to settlement are also proposed.

Section Five - Qualification

Agent Guidelines - See discussion in main report. Much of the present Guideline could be
replaced by proposed rules 401, 403, 404, 406, 211.

CSE Article 6 prohibiting membership by registered stock dealers should be amended to permit the
addition of liquidity of such dealers to the market under regulated conditions without the expense
of a commission when acting through brokers. See report discussion under Profitability Risk.

CSE Article 11A should be repealed when a change in the Act to perrit dual broker/dealer status is
adopted. See other discussion.

CSE Trading Floor Rules 1, 2 could be dropped with addition of a broader proposed rule 403 fT,

Omissions from CSE rules for qualification are corrected in proposed additional rules.

Section Six - Ethical Conduct

Securities Council Guidelines 2f, g and 8 on communication standards are proposed to be
amplified and in effect replaced by much more comprehensive proposed rules 510 and 605.
CSE Code of Business Conduct 1 is proposed for replacement by 501.

CSE Code 3 and 5 on discretionary accounts and sharing in profits and losses is proposed for
replacement by a more comprehensive 505.
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CSE Code 6, employee transactions in securities, has been replaced by more detail in SC9/24/90
24, and should itself be replaced by proposed 605 to preserve member control over transactions of
their own employees and agents executing personal trades through other brokers.

Other proposed new rules of ethical conduct deal with conflicts of interest, commercial bribery,
questionable conduct, discretion, rumors, privacy, and account transfers, fair corporate financing
and distribution of oversubscribed issues.

Section Seven - Supervision and Control

CSE Code 2 appears to be the only present regulation of supervision by members of their
business, employees and agents. It should be replaced by the far more comprehensive 600 serjes

of proposed rules
Section Eight - Financial and Operational Responsibility

CSE Code of Business Conduct 13 requires monthly financial reports from members, but there is
no capital requirement of any kind for members. This deficiency can be remedied by adoption of
proposed 701, 702, and 705-712.

Act Schedules IT and I1T are the primary requirements for security deposits and are amplified in
CSE Article 18 and related guarantee forms. The problems with these requirements are discussed
in the Capital Adequacy Risk section of the main report. They are proposed for resolution by
proposed rule 704.

CSE Rule 11 on separate bank accounts poses major cost problems for members and has not been
knowledgeably observed. Discussion is in this report’s section on Customer Funds Bank Accounts
Risk and solutions are presented in proposed rule 703 to repiace CSE 11.

CSE 10 on required member records and their retention has not been closely compared with the
more comprehensive Rules 351 and 355 in he consultant’s bock on Model Rules for a Stock
Exchange because of the differences between American and Sri Lankan accounting practices. It is

SCR90 12 and CSE Code 12 deal with auditing. The CSE rule is proposed for replacement by the
far more comprehensive proposed 713-716. The "Model Rules” book provides additional detail for
use as it becomes needed with growth. A supplementary requirement that audit results be
distributed to customers is at 7]7.

Other proposed rules in this section deal with custody, control, buy-ins, movements, deliveries,
and pledging of customer securities.

Section Nine - Discipline

Act46 & SCR90 13 - My experience is that the Committee to hear Complaints as stock brokerage
activity grows is likely to be heavily burdened by unjustified complaints, primarily seeking
financial adjustments. Preliminary reference of most such complaints to the Exchange for
investigation is suggested as the U.S. Securities Exchange Commission does routinely. Many will
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need only explanation for resolution, others will be adjusted, leaving only a few needing
adjudication for which Arbitration will be appropriate for civil resolution. The complain
investigation record will then be at hand for those few which may merit disciplinary consideration
by the Exchange or this Committee.

Rule 13 of the Securities Council provides one way of implementation of A.ct 46, but a better way
would be to first request the Exchange to apply the investigative and hearing procedures of
recommended rules 802-806 to develop a factual record on which the Council could hear an appeal
or call up a decision fcr review.

CSE disciplinary provisions exist today in four different unrelated documents, producing a
confusing array of provisions. They are CSE90 22(ii) and 23-26, 1987 disciplinary bye-law 1,
1988, 1988 investigations bye-law 1, and 1/12/90 amendments to 1988 1.

These rules are recommended to be replaced by proposed 801-807 providing for a more complete
and integrated procedure with adequate due process but sti!l a "businessmen’s tribunal.”

The objectives of CSE Rule 22 as to members default in Exchange bill payment, 1o members or
customers would be preserved in summary action under proposed 80!. CSE 23 bases for
discipline would be broadened in proposed 802.

CSE 24 is highly ohjectionable and may subject the Exchange to civil liability as it permits an
alternative of resignation by a member in sufficiently serious violation that he otherwise would be
expelled. The member would thus in a dangerous condition be permitted to stay in business
endangering present and future customers and creditors, without disclosure of his status. Such
permission to resign may also frustrate the intended operation of a Compensation Fund.

Proposed 803 provides for the type of inquirer now authorized by 1987 1 but such inquirer would
be only an investigator and prosecutor, not a judge. Judgement would be by a Hearing Panel with
its decisions subject to appeal to the Executive Committee and then to the Securities Council.
Lesser penalties than expulsion would be authorized.

Reversal of rule 1Z is recommended which prevents repre_2ntation in disciplinary actions by
attorneys. The consultant for about 10 years participated in NYSE disciplinary actions sometimes
as prosecutor and other times as judge without participation of attorneys. He then recommended a
policy change and participated in disciplinary actions for about 15 years with attorney
representation. Attorney representation was clearly helpful to the Exchange as well as defendants
as relevant information was more cicarly and completely developed, leading to better justice.

It is not clear how the (a)-(c) paragraphs of the 1/12/90 amendments would fit into the 1988 1
structure, but similar requirements should be retained in the proposed new disciplinary structure.

Section Ten - Arbitration

The only references to Arbitration in current regulation appears to be CSE Atrticle 59 and the
provisions for an inquirer as an arbitrator in 1987 1. A more formal and complete plan for
arbitration is recommended in proposed 901-904.

LATE ADDENDA
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The new SC Rule 14 as drafted by the govermnment attorney to replace old SC Rule 19 omits the
two lines at the bottom. This is an error as those two lines provide an exemption for trades settled
in house where thesame Member has both the buying and se}ling customers.

There is another error stating that confirmations would be sent to the buying c.:stomer with the
certificate. Confirmations should be seni to the buyer on the day of transaction, not after
settlement.

Proposed rule 52 deals with arrangements for proxy and other company communications to
shareholders to be forwarded to beneficial owners and voting rights to be exercised by beneficial
owners in instances where the member is holding such securities. This was examined as to
whether it would be needed after CDS furnishes lists of customer holders to listed companies for
mailing purposes. The decision was yes, as the problem will grow with the proliferation of margin
acco 'nts.

Securities on which banks or brokers have a lien will need to be held in a CDS account subject to
sole control by the lien holder, without any right by the beneficial owner to order the company not
to transfer the security. In effect the collateral wili be in the name of the lien holder. Rule 52 will
still be needed as the lien holder will need to execute proxy instructions on behalf of th= beneficial
owner, credit dividends and other benefits to the beneficial owner, etc..
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COLOMBO STOCK EXCHANGE - MONTHLY FINANCIAL REPORT OF MEMBER

Member Name:

As/of Date

ASSETS Liquid

Free cash (1)
Cash in Fixed deposits (2) _XXXXXXXXXX_
Cash Segregated (3)

Iiliquic

_XXXXXXXXK_

Receivable from Brokers (4)
Receivable from Customers (5)

SKKKXXXXXX

Securities (6)

Subordinated Assets (7)

Other Assets (8)

Total Assets

LIABILITIES A.I.

Bank loans (9,

Bank overdrafts (10,

Loans and Advances, cther (11)
Payable to Brokers (12)
Payable to Customers {13)
Other payables (14)

Non &.1.

_XXAXRKEK A
_XHXXRXKXN_
_XXXXKKRXA_
_XXXXXXKKX_
_XXXXXXXXX_

Subordinated liabilities (15) _XXRXKXXXRKA_

Total Liabilities

OWNERSHIP EQUITY

Paid in capiteal
Retained earnings (losses)

Total Ouwnership Equits
Total Liabilities & Eguity
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Lrofit & Loss This monti; Year tc Date

INCOUE

Commissicns i6;
Securities values (17)
Interest (18§)

Other Securities (13)
Other income (20)

Total Income

EXPENSE

Cfficer Compensaticn
Representative Compensation
Cther employee compensatior
raid other memters

Ccniract management i21)
Errors & bad debts

Other cperating c¢os:

Total Expease

Profit or Loss before tay
Provision for tazes
Extraordinary

Net Income (Loss)

Nett Capital (22,
Capital Hequired (23)

Surpius or (Deficiency) in Separate Customer Bank Accounts

Highest value of Tctal Unsettled Contracts in last two months, each side
counted separately.

List by footnote source, description and amount of any collateral for
member obligations rot included in Assets above.

Describe by footnote any significant delays in processing securities
transactions, reconciling vank accounts or securities count differences,
security transfers, collecting customer funds Oor securities sold, or
Ccustomer rereges, ted debts, ang other finencial or operating problems of
significance.
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instructions for CSE Monthiy Financial Report of Members

This monthly financial repor: is to be filed as of the date of month-end
closing of each member, filed nov later than the 10th business day
thereafter. Any possible inaccuracy shall be footnoted.

Instructions for line items:

1. Free cash includes cash on hand or in banks subject to immediate
withdrawal, other than cash in separate bank accounts for customers.
Entry of such cash shall be in the Liquid column.

2. Cash in fixed deposits refers to bank accounts not withdrawable within
five business days due to such cash being pledged or held against
indebtedness, guarantee, overdraft facility, etc. Entry should be in the
illiquid column.

3. Segregated Asseis comprises deposits in separate bank accounts for the
benefit of customers. Enter in the liquid column 100% of such cash plus
95.75% of the markst valus <7 any government securities deposited in such
accounts which belong to the member or are reflected as liabilities.
Enter in the illiquid column the remaining market value of such
government bonds.

4. Receivables from brokers include funds due against securities
purchased, commission income to be received from other brokers arising
from commission splits, underwriting participations, etc. Enter total in
liquid column.

5. Receivable from Customers includes amounts due from customers for open
contracts, margin calls not older than 5 business days, or otherwise.
Enter in the liquid column such assets which are fully secured by listed
or government securities readily marketable at a discount of not more
than 10%Z. Fully secured means such receivables not yet having reached
normal settlement date, or against which the membe: is holding colliateral
in margin accounts with customer equity of at least 40% or in cash
accounts the securities received in settlement not more than S business
days previously. Enter the remainder of such receivables in the illiquid
column.

6. Securities are those owned by the Member. Enter in the liquid column
602 of the market value of listed securities readily marketable at a
discount of no: more than 10%, plus 95.75% of the market value of
government securities. Enter the remainder in the 1lliquid column.

7. Subordinated assets are values subordinated to the claims of all other
creditors of the Member by an agreement approved by the Exchange. The
values fully secured as described in 6 above should be entered in the
liquid column and any remainder in the illiquid column.

8. Fooincute Ly caption and amount the value of any other asset which
comprises more than 5% of total assets. Other assets generally should be
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entered in the illiquid column, but a Member may enter in the liquid
column any such asset beiieved to be liguid with a footnote explanation.

9, 10 & 11. Footnote description of any collateral or security. Enter in
the Aggregate Indebtedness column (A.I..

12. Principaily payable to brokers for securities purchased not yet
settled. Also commissions payable due to splits, fees arising from
uncervritings, etc. Enter in A.1. column.

13. Principally customer funds held in separate bank accounts for benefit
of customers, but excluding any moneys held for Ccustomer margin accounts
vith a debit. Enter in a.1. column

14. Identify items over 5% of liabilities by footnote. Generally enter
such payables as A.1I. liabilities, but a Member may enter in the non-a.l1.
column any such item believed to not be part of Aggregate indebtedness
with a footnote explanation.

15. Enter in non-4.]. column.

16é. Net amounts retained by the member after adding or deducting splits
with other me-bers.

17. Capital gains or losses in market value of securities owned during
the reporting period.

13. Cross interest income

19. Miscellaneous other income from the securities business, such as
underwriting or account management fees, custody fees, etc.

20. Miscellaneous non-securities business income

21. Amounts paid to parents, affiliates or others for supplying
management or operating services to the member.

22. The sum of the Liquid Assets column above. This amount may be reduced
by the Exchange to reflec- significant errors in records, operating
problems, delayed settlements and the like.

23. 10% of the total a.l. lilabilities as computed above or Rs 500,000 of
nett capital, whichever is larger. This percentage or rupee minimum

amount may be changed by the Exchange as experience is galned with this
questionnaire.
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