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EXECUTIVE SUMMARy
 

The objective 
of the team's study 
was initia).ly
facilitating improvement in the immediate operating efficiency of
 

defi.ned 
as
 
the Karachi 
Stock Exchange (Guarantee) Limited,
streamlining involving
of clearing the
and settlement
establishment of a central depository. 

procedures 
 and the
 
During the 
course of the
study, however, the scope was expanded to include other areas such
as trading 
modes 
and practices, 
which 
 team felt
major impact the would have
on the overali functioning of the Exchange.
 

The study is divided into two pazts: Part I addresses the problems
identified 
by the 
team, suggesteC 
solutions
plans for recommendations; and implementation

Part II 
is 
the documentation
existing procedures at the Karachi Stock Exchange. 

of the
 

During the investigative study innumerable problems were cited by
parties involved with trading, registration and custody. Physical
handling of shares is 
stated as
brokers the major problem being faced by
and clients 
alike. 
Due to
depressed, this problem the volume
as members' back office staff 
4s
 

are not 
able
large increases in volume. The team feels that the present trading
system 

to handle
 

is not geared 
to handle 
large increases
anticipated in the future. Reporting of trades is another area 

in volume,
 

concern 
since many 
transactions of
 may not
Clearing House, be routed through the
and almost 
40-50%
through of all transactions
the Clearing routed
House 
may not 
be reported by
information (FASCOM) facility. 
the market
 

The solutions 
have been proposed keeping
implementation requiring low expenditure yet giving the greatest
 

in mind the ease 
of
 
benefits. The team has proposed three possibLec 
 solutions of which
two have been selected for implementation. The solutions proposed
address problems in the two major areas: 
trading and settlement.
 
The first, 
a low 
cost solution, 
can be 
implemented immediately.
Phase I zf this solution proposes the introduction of multi-part
trade reporting 
 ticket 
 twD-sided
Implementation of this system will eliminate an'estimated 1000 man
 

with trade comparison.
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hours per day, while providing full and accurate reporting as
 
transactions take place. Phase II of this solution proposes the
 
demarcation of the trading floor into trade 'zones', enabling
 
continuous trading in all scrips, rather than the present trading
 
of one scrip after another with a tim allocation of one to two
 
minutes per scrip.
 

The second solution, deals with complete automation of all trading
 
activities, and has the potential for great benefits to the KSE.
 
The KSE might look at this solution at some point in future but at
 
this point the cost of implementation is high.
 

The third solution proposes the establishment of a central 
depository which will resolve problems and bottlenecks created due 
to the physical handling of share certificates. The depository is 
proposed to be a non-profit company. The major issues to be 
addressed before the establishment of the depository are: the 
ownership of the depository - how wide and who is eligible; the 
management and in particular the expertise required of the Ch.ef 
Executive; the systems requirements, including internal audit and 
controls; the manner in which share certificates are held (if 
required - custody vs. dematerialization and electronic entries); 
physical location and security; the programme for induction of 
shares to the depository; and the charges required to defray costs. 

Finally, the team proposes the introduction of two new products;
 
short selling and options trading. Short selling exists informally
 
at present and would benefit from formal systems and procedures, to
 
allow its development and control. Options trading has become an
 
important feature in markets internationally, and contributes to
 
market stability by affording the investor a means of hedging his
 
position. These two products would enhance and support business as
 
currently transacted on the Exchange. This woulci constitute an
 
important step forward, leading in due course to the introduction
 
of other logical areas of activity such as futures and index
 
trading.
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INTRODUCTION
 

Objective of the Study
 

The objective of the study was initially defined as facilitating
 
improvement in the immediate operating efficiency of the Karachi
 
Stock Exchange (Guarantee) Limited (KSE), involving the
 
streamlining of clearing and settlement procedures and the
 
establishment of a central depository. During the course of the
 
study, however, the scope was expanded to include other areas such
 
as trading modes and practices, which the team felt would have
 
major impact on the overall functioning.
 

Methodology Used for the Study
 

In order to determine the norms followed at the KSE and the
 
problems faced by various end-users, the team toured the KSE to
 
observe trading operations. In addition, interviews were conducted
 
with important end-users including KSE officials, stock brokers,
 
NIT and ICP officials, fund managers, custodians, registrars and
 
various financial institutions. The team also studied the KSE
 
Rules and Regulations (Appendix I), in order to determine places
 
where members had developed short cuts.
 

In order to bring about the implementation of new technologies to
 
support and improve trading operations, several factors were taken
 
into account:
 

* the nature of existing trading operations and procedures, 

* the culture of the market place, and 

the ability and willingness of the KSE to absorb and
 

adapt to new technologies.
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The core problems and alternative solutions were carefully
 
considered and evaluated. Considerable time was devoted towards
 
developing an intuitive understanding of the business environment
 
and the ease with which possible new systems may be introduced. In
 
connection with this, meetings were held with KSE officials and
 
members to obtain their feedback on the Draft Final Report of the
 
Efficiency Study.
 

It must be noted that the documentation of
 
existing procedures in Appendix I follows
 
routine trading practices at the KSE, which
 
may or may not cover all possible ways in
 

which trading is conducted.
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PROBLEMS AND BOTTLENECKS
 

During the investigative study innumerable problems were cited by
 
parties involved with trading, registration and custody. Most of
 
these problems were actually symptoms of anomalies in the system or
 
sub-problems which contributed to the main areas of concern.
 

Physical handling of shares is stated as the major problem being
 
faced by brokers and clients alike. This is a major dampener on
 
trading volume as members' back office staff are not equipped to
 
handle large increases in volume. The highest trading volumes seen
 
to-date are small compared to the level of trading which can be
 
anticipated when Pakistan markets really emerge on the
 
international scene. Even now the local institutional and private
 
investors curb their dealings due to this and other problems.
 

Although many solutions may be available to any isolated problem,
 
no solution in itself is sufficient unless it fits in with the
 
overall system. Exhibit 1 details the problems encountered in each
 
of the major areas of transaction processing.
 

The problems and bottlenecks being faced by both investors and
 
brokers can be grouped into four basic sections.
 

a. The present mode of trading
 
b. Order entry
 
c. Lengthy time period for settlement
 
d. Physical exchange of scrips
 

All of the above problems are of cumbersome nature and involve high
 
degree of risks.
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PROB3LEM A. The Present Mode of Trading
 

Symptoms
 

Trading inhibited by un-systematic off-the-board tradinq,
 
and general din on the
restricted time for board trading, 


floor
 

The present out-cry system does not bode well for increases in
 

volumes. The very limited (one to two minute) dealing time on
 

the ready board for each scrip, along with the general
 

commotion caused by shouting, prevents many deals from being
 

negotiated.
 

Difficulties in execution of a brokers' current orders
 

Due to restricted time for board trading many deals have to be
 

transacted off-the-board. In such a case, a broker must
 

locate a counterparty on the floor. The lack of defined areas
 

for each scrip/sectors prevents brokers from immediately
 
finding a market.
 

Sub-problems
 

A major portion of transactions are not reported due to non

formalized reportina procedures resulting in disinformation to
 

all parties outside the trading floor
 

It is estimated that 40% to 50% of the transactions executed
 

each day are not reported in the official records. Thus,
 

official statistics are not a true measure of the interest in
 

any particular scrip/sector, its existing orice or volumes
 

traded, and cannot be used with confidence by investors.
 

Only institutional and foreign investors require that brokers
 

report their transactions via FASCOM (market information
 

system). This takes up precious dealing time, and discourages
 

brokers from doing the same for all clients.
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The physical aspects of both the open outcry and off-the-board
 
transactions make it difficult for the KSE officials to record
 
all trades taking place before them.
 

Further, for those off-the-board transactions that are
 
reported, there is a lag time of 15 to 20 minutes -between the
 
FASCOM display and the ready board display.
 

Lack of Transparency in the system
 

The lack of any coordinated verification of actual
 
transactions reported permits the occurrence of "dummy"
 
transactions which contribute to price manipulations by
 

interested parties and reduces the transparency of the system.
 

Confirmation memos of orders executed are not generally sent
 
to individual clients.
 

Considerable amount of paper work is required for matchinq of
 
transactions
 

A great deal of manual labor is expended, and often
 
duplicated, in the recording and reconciliation of
 
transactions in sauda books, tally sheets, and contract
 

tickets. Any sharp increase in the trading volumes could
 
seriously reduce the brokers' ability to complete these tasks,
 
thereby creating major back office aAid settlement problems and
 

greater risks for investors.
 

Fresently, more than 1000 man hours are spent on the exercise
 
of daily tallying and matching of trades and exchanging sale
 

contract tickets.
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PROBLEM B. Order Entry
 

No standard practice is followed for recording and matching of
 
orders resulting in unsatisfied clients
 

Investors are not sure that their trades will be executed
 
quickly and that the deal assigned to them was the best
 
possible (keeping in view the timing of their order). Brokers
 
generally do not provide written confirmations to individual
 
clients by end of trade day.
 

PROBLEM C. Lengthy Time Period for Settlement
 

Sub-problems
 

The time period for settlement is very long thus increasing
 
brokers' risk
 

Settlement period float is from a minimum of T + 8 days to a
 
maximum of T + 14 days. This lengthy settlement period 
increases the risks of both payment and delivery for the 
broker. 

Members' counterparty risk changes due to the netting of
 
payment and delivery positions
 

With the current practice of making cash payment before
 
receipt of shares, brokers have to bear the risk of delivery.
 
As the system nets all deliveries in a particular scrip, a
 
broker can be receiving deliveries from four or five different
 
brokers even though all the transactions had been done with
 
one broker. Thus the risk of delivery has shifted to others,
 
outside the broker's control.
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Symptom
 

Members are under pressure to meet the payment deadline of
 

Clearing House
 

Most of the members are not well capitalised and usually do
 

not have sufficient bank lines to draw upon. Due to the long
 

clearing period, they may owe large sums to the Clearing
 

House (especially in a bull market and as more and more
 

clients opt for delivery vs. payment). If the financing is
 
arranged through badla, then the risk of payment falls on all
 

the members of the Clearing House. The risk of a broker's loss
 
arises in this case.
 

[ A member was recently declared a defaulter and his assets 
with the KSE and his membership card were auctioned by the 
KSE. The resulting risk of loss was borne by the members who 

had an exposure to the Clearing House. This recent incident 
was managed very effectively by the KSE and the incident did 

not cause any loss of investor confidence. ] 

PROBLEM D. Physical Exchange of Scrip
 

Symptoms
 

Deliveries are generally tendered late
 

Deliveries of physical share certificates are to be tendered
 
to the Clearing House; however, in practice, the seller
 

tenders his shares directly to the party identified by the
 

Clearing House at his office. While these deliveries should
 
be made on Sunday, the great majority do not occur until
 

Monday.
 

Cumbersome physical handlina of share certificates
 

The physical nature of the settlement process places a strain
 
on the members' back office operations. Certificates must be
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counted, and transfer deeds must be verified and checked
 
against the original certificates. Deliveries must be sorted
 
and all share distinctive numbers must be noted.
 

In addition, brokers are exposed to financial liability with
 
very large numbers of negotiable securities being housed in
 
their offices.
 

Sub-problems
 

Tedious process of registration and transfer
 

The process of registering a scrip and then converting it back
 
into marketable form is long and tedious and may take up to
 
two months to complete. If a company's registrar is located
 
outside Karachi, it usually takes more than the maximum
 
prescribed time of forty five days. During this period the
 
shares cannot be traded.
 

Unavailability of transfer stamps
 

A further problem in registration arises due to unavailability
 
of transfer stamps required to be affixed by law. Registrars
 
usually refuse transfers unless transfer stamps are affixed
 
(as they are legally obliged to refuse). The KSE has now
 
directed the registrars to accept a pay order of an equivalent
 
amount. This directive is not legally binding on the
 
registrars.
 

Verification of transfer deeds
 

Verification of transfer deeds takes a long time if the
 
registrar is located outside Karachi. The KSE rules require
 
that verification should be done within 48 hours, but usually
 
it takes much longer than that, as in practice verification is
 
very time consuming process for a block of shares in
 
marketable lots.
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Limited Market Access
 

Limited market access especially to small and upcountry investors
 

Access to the market for small and upcountry investors is very
 
difficult, due to the risks involved in the current clearing
 
system, and high fixed cost per transaction.
 

Business of upcountry clients is not entertained due to the
 
risk of delivery and payment.
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ALTERNATIVE SOLUTIONS TO PROBLEMS IDENTIFIED
 

There can be seve::al solutions to each individual proble
 
previously identified. An effective solution would address as many
 
problems as possible within time and cost constraints. Four se:s
 
of solutions have been outlined below, requiring varying degrees cf
 
automation, and corresponding levels of cost and time.
 

Solution Number 1 - Phase I
 

This low cost solution emphasizes the full automation of the
 
comparison and settlement process of the present KSE clearing
 
system, leaving intact the existing trading floor and bidding
 
system, but including modification in trade reporting practices
 

This phase will eliminate the problems in the present mode cf 
trading and will address some of the shortcomings of lengzhv, 

settlement periods. 

Change from present system
 

Converting locked-in trade comparison to two-sidet
 
matching through the introduction of new type o1 "sauta
 
book", i.e., Trade Reporting Tickets (TRTs).
 

Submitting TRTs during trading to provide real-time trate
 
matching and reporting.
 

Moving the Clearing House computer terminals tc t-e
 
trading floor to facilitate the above.
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All trades should be reported throuah multi-part trade reporting
 
tickets
 

To capture all trades, to provide accurate and timely
 
information and to perform an immediate comparison of trades
 
cn trade date, use of TRTs is recommended. TRTs-will utilize
 
uniform codes for brokers and scrips being traded. They will
 
report ID numbers for buying/selling brokers, scrips traded,
 
number of shares, purchase/sale prices, and whether the
 
brokers were acting as a principal or agent.
 

These TRTs will be filled by every seller/buyer when the trade
 
takes place and a copy of the ticket will be given to the KSE
 
at that point in time to be fed into the KSE computer system.
 
This will be accomplished by handing the TRTs to either the
 
two KSE officials present within the confines of the ring, to
 
runners, or KSE terminal operators on the floor.
 

It is also possible to use separate colour coded reporting
 
tickets for reporting badla transactions. Since badla
 
transactions are basically financing mechanisms in which
 
securities are used, badia volume and rate (which includes a
 
mark-up and therefore may distort market prices), should be
 
reported separate from the normal trading volume and rates.
 

In addition, the reporting of internally cleared transactions
 
should be formalized by the use of separate colour coded
 
reporting tickets similar to the TRT, so that actual trading
 
volume can be gauged.
 

No new hardware will be required as the present clearing house
 
terminals can be moved to the trading floor. TRTs will
 
provide information for both reporting and clearing. As
 
trades are provided to the KSE Clearing System, the system
 
will give an efficient comparison so that disputed trades are
 
returned to the concerned parties for resolution on a timely
 
basis.
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The reporting of all KSE transactions during the trading session
 
should be mandatory
 

With the use of multi-part TRTs, trades can be reported very
 
quickly during the trading session.
 

The KSE should provide multiple data terminals on the fl:,or
 
for the entry of these TRTs and supply runners to collect them
 
from the floor.
 

Trades should be reported to brokers and the investment community
 
on an immediate basis
 

A real-time link should be developed between the KSE Clearing
 
System and the FASCOM system (or, perhaps, another more
 
compatible higher definition system), to provide immediate
 
information to the investment community on current volumes,
 
transactions and prices.
 

Trade comparisons will be performed on a two-sided basis
 

In a two-sided system both parties to a trade input trade
 
information into the clearing system. The system compares the
 
data and transmits this information on trade date to all
 
users. With a guarantee arrangement in place, members of such
 
a system often agree to assume the liabilities of compared
 
trades in the event of a default. This shared liability
 
guarantees that a compared trade will settle even if a party
 
involved in the trade defaults.
 

Uncompared trades are transactions that were submitted by only
 
one counterparty or were submitted by both sides but the 
failed to match. Uncompared trades must be resolved on a 
timely basis (usually on trade day) to effect normal 
settlement. 

A two-sided system is used in most high volume markets.
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Trades will be cleared on a trade-for-trade basis
 

This is an improvement on the present system of net clearing.
 
On a trade-by-trade basis, a member's counterparty risk
 
remains with his trading party. A failed trade will not
 
result in a chain reaction of defaults and cancella'kion of
 
bargains, causing heavy losses to market participants.
 

This can only be achieved in present circumstances by
 
introducing a Central Depository.
 

Members will be responsible for resolving trade issues on trade
 
date
 

From the member's own copy of the TRTs, it should be possible
 
to perform a quick reconciliation in less time than is
 
currently required for the sauda books and daily tally sheets.
 
The afternoon of trade date should permit enough time for
 
brokers to resolve unmatched trades by entering the necessary
 
transactions or modifying existing instructions.
 

The KSE will use the Clearing System reports to monitor trade
 
reporting activities
 

By monitoring the resolution of unmatched trades, the KSE
 
should be able to find any brokers with patterns of entering
 
non-existent trades and/or avoiding trade reporting.
 

Members will be required to confirm all completed transactions to
 
clients
 

An end of day report will provide each broker with his final
 
position by trade date and enough information to confirm all
 
transactions to his clients with details as to settlement.
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Summary of Benefits from Implementation
 

Low cost of implementing the recommendation.
 

* 	 Least impact on the existing systems and practices. 

Accurate and timely reporting of trades. 

Time and manpower saving for the broker. 

Reduction in counterparty risk. 

* 	 Reporting of all legal trades. 

* 	 On-line real time information to the brokers. 

Possible to use a single source of data for compilation
 
of various types of information reports.
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Solution Number 1 - Phase II
 

This phase of the solution involves the modification of the trading
 
floor and trading practices
 

This phase of the solution will involve the sub-problems not
 
addressed in Phase I. It will streamline the trading system and
 
allow continuous trading in a scrip throughout trading hours.
 

Chanae from present system
 

The trading floor will have to be re-designed. The three
 
rings will be replaced by seven trading 'zones' where
 
trading in different sectors can take place.
 

Each 'zone' will be equipped with a computer terminal,
 
a manual marking board and will be officiated by a KSE
 
official. Electronic display is recommended for each
 
board.
 

The KSE should adopt continuous trading with a redesigned trading
 
floor
 

The current ring arrangement will be replaced with 'zones', or
 
sectors so the members can perform transactions in all
 
securities throughout the trading session.
 

The trading floor will be demarcated into several trading
 
areas with each being specific for a business or industrial
 
sector. Trading in scrips specified for each zone will
 
continue throughout trading hours, as opposed to the two
 
minute board time specified at present. Members wishing to
 
trade in a particular scrip must go to the relevant area to
 
deliver their bid/offer. The system allows continuous trading
 
in all scrips during trading hours and therefore eliminates
 
the need for an off-the-board market.
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Scrip trading to take place at the designated board.
 

The floor trader with an order to be executed goes to the 
appropriate trading board and announces the price and nature 
(buy/sell) of the order, without indicating the size of 
interest. Interest is noted by the KSE official and displayed 
(on the manual board or electronic display). The first offer 
accepted has priority over other orders announced by other
 
traders at the same price and of the same nature. This
 
priority should remain until the trader who accepts the offer
 
receives a better offer.
 

Trade to take place in presence of the brokers declaring their
 
interest
 

Once a broker's interest is recorded, trades cannot take place
 
without his participation. When a seller/buyer sees an
 
interesting bid, the trader is called over to the board for
 
negotiations.
 

Transactions can be carried out without declaration of
 
interest on the marker board, through open bidding in a scrip
 
at the relevant board. The undeclared traders may hover around
 
the trading board to join any trading action that may occur.
 

Trade reporting will be done through TRTs
 

The same procedure will be followed as in Phase I above except
 
that the TRTs for a scrip traded can be submitted only to the
 
relevant board.
 

Summary of Benefits from Implementation
 

Streamlining of trading with ease of execution.
 

* Formalized introduction of market makers and specialists. 

* Reduction in the general din on the floor. 
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Solution Number 2
 

This high cost alternative combines the automation of the clearing
 
and settlement systems, with a fully computerized trading system
 

The .present trading 
system will be replaced by a computerized
 
trading system, known as the KSE Order Book System (KSEOB)
 

Investors' orders are entered by their brokers using
 
microcomputer terminals which are linked directly to the KSE
 

computer network.
 

The KSEOB maintains an order book for every traded stock and
 
matches buy and sell orders. Each order in the order book has
 
a limit price. This is the highest price for a buy order or
 

lowest price for a sell order.
 

The bid and ask prices are established from the orders. The
 
highest limit price of all buy orders for a particular stock
 
will be the best bid price for that stock and the lowest price
 
of all sell orders for a particular stock will be the best ask
 
price for that stock. When a new order is entered in the
 
KSEOB, the computer will check the order book. If the order
 
can be matched against existing orders, the order will be
 
executed. If not, the order will be added to the list of
 
orders already in the KSEOB. At all times orders in the KSEOB
 

will be held according to price and then according to time
 

priority.
 

The KSEOB will replace the existina clearing system
 

The terminals will print contract notes for each matched trade
 

at the brokers' office.
 

Settlements will be done on Trade date plus three basis
 

The KSEOB will provide settlement instructions for each
 

matched trade.
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Summary of Benefits from Implementation
 

Trading can be decentralized, as members can trade from
 

their offices, which may or may not be located in the
 
stock exchange building.
 

* 	 There is no manual restraint on the processing capability 

of the system. 

Trade comparison and clearing becomes easier as the
 

information for these processes is captured by the
 
system.
 

* 	 The time lags at various stages of the trading/clearing 

cycle are reduced. 

* 	 Market information becomes more readily available, as 

transparency is increased. 

Continuous trading is easier to implement.
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Solution Number 3
 

This moderate cost solution addresses the problems experienced with
 
the current physical deliveries, handling, registration and
 
transfer practices, and yet, can be combined with the existing
 
trading/clearing system or any of the above two proposals.
 

The KSE should create a Central Depository
 

All securities are deposited permanently, and subsequent
 
securities transactions are effected through corresponding
 
debits and credits to member's accounts, thereby removing the
 
current need to count, verify, complete, store, and transport
 
great numbers of shares.
 

The Central Depository would include a cash payment system
 

The Central Depositcry can pzocess a payment transaction by
 
crediting the cash account of the member at the same time as
 
the debit of the securities account, thus assuring a delivery
 
vs. payment environment and reduced settlement risk.
 

The Central Depository would have a nominee function.
 

All deposited securities would be kept in the name of the
 
Central Depository. From its own records of members'
 
positions, the central depository can more efficiently process
 
corporate actions, dividends, interest, shareholders votes,
 
etc.
 

The Central Depository will require a highly reliable, secure and
 
sophisticated computer and data communications system
 

The Central Depository will be able to communicate via on-line
 
terminals, and wI a batch and hardcopy basis, with its members
 
and other involved institutions.
 

I - 19
 



Access to a securities information database containing
 
securities market prices, distributions and corporate actions
 
(payable dates for dividends, etc.) is also essential.
 

The central depository data processing system should include
 
the following features:
 

On-line interface with related systems in Karachi (money
 
payment systems, stock exchange trade reporting or trade
 
matching systems), minimally in a batch mode, but 
preferably on-line and real-time for as many hours as 
needed to deal with peak volumes. 

On-line interface with members' computer systems, and, if
 
possible, with members' institutional clients' systems,
 
in order to process volume with utmost reliability. To
 
this end, the "window" for members to communicate with
 
the Central Depository should be open long enough to
 
allow for all members' processing needs.
 

* 	 On-line, real-time access by members to the system, thus 
supporting data retrieval by members concerning their 
securities and cash positions, and promoting efficient 
balancing by members and participants. 

Summary of Benefits from Implementation
 

Brokers
 

Remove problems/risks of broker not having scrip in order
 
to settle deliveries.
 

* 	 Sharp decline in back office manpower requirements ( for 
arranging physical deliveries, processing and completing
 
share certificates and transfer deeds, or protecting
 
dividend bonus and right share entitlement).
 

Elimination of current risks and liabilities for large
 

numbers of negotiable instruments maintained on site.
 

I - 20
 



No major impact on back office manpower requirements with
 

sudden market volume increases.
 

* 	 Remove current distinctions for provisional trading. 

Investors
 

Trading will not require the pick up, delivery or storage
 

of substantial amounts of paper. Purchase or sale orders
 
could be transacted by phone.
 

* 	 Current risks of duplicate or forged certificates are 

eliminated. 

* 	 Positions would be immediately available for resale. 

* 	 Dividend bonus and rights entitlement are protected. 

Transfer stamps to be attached to transfer deeds would no
 

longer be needed.
 

Issuing Companies
 

* 	 Removes need for lengthy period of provisional trading. 

* 	 Elimination of in house registrar departments or outside 

contractors dealing with large volumes of physical scrip. 

Simple to compile up-to-date share register.
 

Exhibit 2 indicates the relative impact of each solution on the
 
existing system.
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IMPLEMENTATION OF RECOMMENDED SOLUTIONS
 

The members of this study recommend the adoption of:
 

Solution Number 1
 

This low cost solution is divided into two phases and involves
 
the changes listed below.
 

Phase I
 

All trades to be reported through multi-part trade
 
reporting tickets (TRTs)
 

* 	 Online data entry of information from TRTs during trading 
hours to provide real-time trade reporting and matching 
through connection of the FASCOM display facility with
 
the Clearing House
 

Trade comparisons on a two-sided basis, involving the
 
input of trade information by both parties
 

Phase II
 

Creation of trading zones, and corresponding allocation
 
of scrips to enable continuous trading in all scrips
 
during trading hours, and
 

Solution Number 3
 

This moderate cost solution deals with the establishment of a
 
Central Depository.
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While Solution Number 2, dealing with complete automation of all
 

trading activities, has the potential for great benefits to the
 
KSE, these benefits would not be as immediate as those available in
 
Solution Number 1. In addition, the costs of implementing Solution
 
Number 2 would be rather significant.
 

When both solution 1 and 3 have been implemented, the process flow
 

of the KSC will follow the outlines of Exhibit 3.
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IMPLEMENTATION PLANS
 

SOLUTION NUMBER 1 Phase 1.
 

Design of TRT
 

The use of the new TRT combined with the introduction of two
sided comparison system will reduce paper work for members by
 
replacing the sauda book, tally sheet and contract ticket. It
 
will also save time since there will no longer be any need for
 
the daily settlement sessions in which members meet to confirm
 
contract tickets with their counterparties.
 

The design of the TRT is based on:
 

broker's information requirements regarding each trade
 

executed,
 

information required for the clearing and settlement
 

mechanisms, and
 

* market information requirements of investors. 

Since a two-sided clearing mechanism is aimed for, both
 
parties to a transaction will be required to prepare and
 
submit a TRT for each trade to the KSE Clearing House.
 
although this will mean a higher volume of data entry into the
 
clearing system, it will be offset by the elimination of data
 
input via FASCOM and a reduction in the requirement for back
 
office staff.
 

The criteria included in the TRT design (Exhibit 4), are:
 

* Volume transacted 

* Rate at which trade occurred 

* Name of Scrip 
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* Counterparty ID 

* Member's ID 

* Indication of principal/agent trades 

The exclusion of date from tho TRTs will save recording time
 
and effort during trading. Transaction date will be punched in
 
by the KSE official entering the data into the Clearing House
 
computer, using a time punch machine. The clearing report
 
produced at the end of the day will provide up to date
 
information to members.
 

Each page of the ticket book will consist of three perforated
 
tickets. The top copy of each TRT will be submitted to the
 

KSE at the relevant zone, while the second will be retained in
 
the book for the member's own records.
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Method of Data Entry
 

The Clearing House computer terminals will be moved to the 
trading floor. These terminals should be manned by the 
present Clearing House data input clerks. 

Trading Rinas
 

Two computer terminals will be put within the confines of the
 
rings. After filling out the trade information on the TRT,
 
both parties to the transaction will immediately hand over the
 
TRT to the ring runner. The ring runner will hand over the TRT
 
to the computer input clerk who will feed in the information.
 

Tradinq Floor (for off-the-board trading)
 

At least six computer terminals should be placed all around
 
the trading floor to be used for entering of off-the-board
 
transactions. The TRTs could be either handed in by the
 
traders themselves or be collected by the runners.
 

As soon as the information is fed into the computer system it
 
is reported through the FASCOM display system.
 

System Input
 

The TRT will function as the system input document, as it
 
contains information needed for both recording of transactions
 
and matching.
 

System output
 

1. 	 Matched report of trades Purchases
 

Sales
 

2. 	 Unmatched report of trades Purchases
 

Sales
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Each of the above reports will be sent to all the members by
 
trade date. The reports will show members' overall positions
 

of matched and unmatched trades and will contain all the
 
details as per system inputs.
 

Systems reauirement
 

Given the level of computerization at the KSE, the change to
 

a "two-sided" system of trade comparison should not entail too
 

many changes to the existing system. National Computers (Pvt)
 
Limited, which is the computer firm responsible for designing
 
the KSE Clearing House computer system, is presently in the
 

process of redesigning the system to incorporate the changes
 
required for a two-sided system.
 

The connection of the Clearing House with the FASCOM system is
 
important because it will enable single source data entry.
 
This will eliminate duplication of work since at present there
 
are three sets of data in use; i.e., the data input through
 

FASCOM, the Clearing House computer facility, and members'
 
back office computer records. With the institution of the new
 

system, the networking presently in use with FASCOM will be
 
used to support the member's back office computer facilities
 
so that data can be retrieved from the main clearing Hciase
 

data base to produce bick office reports and as input to the
 

member's accounting system. For this purpose the level of
 
access for various users can be specified and restricted to
 
prevent the misuse of the system.
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Move 	towards Guarantees for Two-sided Comparisons
 

In a system that involves either trade-for-trade clearing or
 
netting, some form of trade guarantee can make functioning
 
smoother. Trade guarantees enable failed trades and
 
shortfalls to be covered, so that other participants in the
 
market are not effected.
 

In any clearing system two types of failures may occur:
 

* 	 counterparty failure, due to which a counterparty may 

default on payment/delivery of shares, and 

errors/misunderstandings in trade recording and reporting
 

due to which trades do not match.
 

It is recommended that guarantees for the first category of
 
failures be introduced.
 

Two methods are proposed below.
 

Members contribute to a fund which provides for disbursement
 
to meet any guarantee liability
 

The 	 Clearing House could maintain a fund based on
 
contributions from members. In case of a default the Clearing
 
House would use the funds contributed by the defaulting member
 
to clear outstanding positions on his account, either by
 
payment of funds or by buying securities in the market, as the
 
case may be. If these funds are insufficient, the rest is
 
charged off equally against the contributions of other
 
members.
 

A "mark-tr-market" system is often used to settle defaults in
 
a guarantee system. This involves recourse to the open market
 
to fill the defaulting position. Thus, if a member fails to
 
deliver shares on settlement, the clearing entity will buy the
 
security in question in the open market to enable settlement
 
and vice versa. Any losses due to change in prices are borne
 
by the defaulting member.
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Contributions by members can be based on a combination of:
 

* 	 The financial risk they bring to the system, in terms of 

volumes transacted by them on a historical basis. 

* 	 The members' history of defaulting settlements. 

Clearing House as Counterparty
 

The Clearing House can be established as a separate entity
 
from the KSE. In all transactions routed through it, the
 
Clearing House would act as counterparty. Thus, it would
 
guarantee the settling of each trade compared and matched.
 

The Clearing House can be set up as a separate company or
 
indeed a guarantee organization, with its own capital and set
 
of accounts. There would be a charge for services on the 
basis of volume; this charge would be the revenue of the 
organization. 

The Clearing House Company could maintain a fund based on
 
contributions from members and could follow the same route as
 
described in the above option.
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Conversion from Clearing by Netting to Trade-for-Trade
 

It is recommended that the use of the netting approach to
 
clearing and settlement be replaced by the trade-for-trade
 

clearing on a T+3 rolling basis of settlement. A phased
 
approach is recommended towards achieving this objective,
 
since in a single phase approach the likelihood cf problems
 

occurring during implementation is higher. This is because
 
users need time to get used to a new system and processing is
 

therefore slowed down.
 

This can be achieved by:
 

the step-wise conversion of securities, segmented on the
 

basis of criteria such as historic trading volume,
 
industrial sector, or type of security, or
 

induction of a fixed number of high volume members into
 

the system. Other members can learn from observation.
 

The conversion of the rest of the members would then be
 
governed by a time schedule prepared for this purpose.
 

It is recommended that a combination of the two apprcaches be
 
used. This would involve the following steps:
 

New issues would be directly inducted into -he new
 

system, removing the need for separate hellas for
 

provisionally traded securities.
 

Six to ten high volume members would be inducted into the
 

new system. Inclusion can be on a voluntary basis;
 

however, it would be better to specify a level of trading
 
volume. All members who have consistently been abve
 

this level in the past 12 months should be converted to
 

the new system of clearing. Other members would follow
 

on the basis of tiers based on decreasing volume leves.
 

Members within the new clearing system wou' clear
 
transactions with each other on a trade-for-trade basis,
 
while transactions with members still in the netting
 

system would be channeled through that system.
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Once the first level of inducting members is operating
 

smoothly, one of the smaller sectors, such as Modarabas
 
or Investment companies and banks 6hnuld be converted to
 
the trade-for-trade clearing. This will enable the
 
member not yet inducted -:o familiarize themselves with
 
the new system before they are completely inducted into
 
the new system.
 

The whole process of conversion should be organized in such a
 
manner that all members and all securities are fully inducted
 
into the new system within a 3 month time frame.
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SOLUTION NUMBER 1 Phase 2.
 

Recommended Division of Companies/Industries Sectors
 

It is recommended that the trading floor be demarcated into
 
seven trading areas or "zones", (including one zone for
 
provisional trading, which will no longer be required when the
 
central depository starts functioning). These zones will
 
replace the existing rings "A", "B", and "C". The zones have
 
been defined on the basis of historic trading volume; an
 
attempt has been made to distribute trading volume more or
 
iess evenly among the zones, whilst maintaining the
 
relationships between sectors. Each zone will be designated
 
for the trading of specified sectors, as defined below.
 

ZONE 	 SECTORS
 

1 	 Construction, Leather and Tanneries, Food and
 
Allied, Glass and Ceramics, Miscellaneous and Bonds
 

2 	 Cement, Tobacco, Chemicals and Pharmacheuticals,
 
Paper and Board, Vanaspati and Allied
 

3 	 Mutual Funds, Modarabas, Leasing Companies,
 
Investment/Security Companies and Banks, Insurance
 
Companies
 

4 	 Cotton Textiles (Spinning, Weaving and Composite)
 

5 	 Woollen, Synthetic and Rayon, Jute, Sugar and
 
Allied
 

6 	 Fuel and Energy, Engineering, Auto and Allied,
 
Engineering, Cables and Electrical Goods, Transport
 

7 
 Provisionally Listed Companies
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As a variation to the above, all inactive scrips may be
 
excluded from each zone and a separate trading area can be
 
formed for them. While the criteria for declaring a scrip
 
inactive would be its trading volume in a given period of
 
time, its selection should be at the discretion of the Board
 
of Directors of the KSE. The Board would be required to
 
review the listed securities at fixed intervals (suggested
 
annual review), so that other scrips becoming inactive may be
 
removed from the zones and scrips gaining activity may be
 
posted back to their original zones.
 

Design of New Trading Floor
 

The redesign of the trading hall has been accomplished keeping
 
in mind the present size of the trading hall, the number of
 
pcrsons (members, agents, and runners) in the trading hall at
 
any point in time, the volume of transacLtions in each sector,
 
future increase in trading volumes and the convenience in the
 
execution of trades (Exhibit 5).
 

Each trading zone will be equipped with a computer terminal,
 
a manual marking board and an electronic display board.
 
Trading in each zone will be officiated by a KSE official; in
 
addition a board marker will mark bids and offers on the
 
board. The computer terminal will be manned by an input clerk
 
who will accept TRTs from the trading parties and input the
 
information into the clearing system. The link with the
 
FASCOM display screen in the zone will make it possible for
 
the information to be displayed as soon as it has been entered
 
by the clerk.
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SOLUTION NUMBER 3
 

The implementation of this Solution has begun with the initial
 

steps of the Karachi Stock Exchange in seeking incorporation
 

of a company to run a depository. The following is a list of
 

issues that such a company must consider in actually creating
 
the depository system.
 

Legal Structure
 

The Karachi Central Depository (KCD) should be incorporated as
 

a public not-for-profit company.
 

Ideally, all segments of the Karachi securities industry
 
(banks, brokers, dealers) should be included in the ownership
 
of the KCD. Because of the far-reaching impact of its
 
actions, representation on its board of directors by issuing
 
companies, State Bank of Pakistan, large institutional
 

investors and the public should be considered. The management
 
should be comprised of securities professionals with an
 

interest in maintaining the integrity and strength of the
 

system.
 

Given its banking and fiduciary nature, the KCD may be
 

regulated by the CLA.
 

Membership / Participants
 

The processing capabilities of the KCD's system will have a
 

major impact on the design of membership. To the extent that
 
the KCD can maintain an account for each individual investor,
 

this would be preferable.
 

Each individual investor would receive, upon application, a
 
folio number with the central depository recording investors'
 

names, legal addresses, investor categories and tax status.
 

Instructions for operating the account may be given to the
 
central depository by the individual investor or his assigned
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agent, either a broker or local bank custodian.
 

A participant such as a custodian bank may maintain a series
 
of investor folios for its clients indicating that all
 
instructions will come frcmn the custodian and that all 
reports, dividend or income payments and shareholder 
communications are to be sent to the investor via the 
custodian. 

Based upon the systems' capacity, a similar sub-account
 
arrangement could be developed for the brokers to maintain KCD
 
accounts on behalf of their clients (Exhibit 6).
 

The application process for an account with the depository
 
should be very fast and easy to follow.
 

Dematerialize or Immobilize
 

As a book-entry depository, the KCD will effect settlements
 
via a computerized accounting system. However, major decisions
 
must be made about what todo with the underlying securities.
 
There are two options: dematerialisation and immobilization,
 
or, in some circumstances, a combination of both. Any
 
decision on these two methods will depend upon public
 
sentiment end local Pakistani laws and regulations.
 

In a dematerialized system, share certificates are
 

done away with altogether and replaced with a
 
record of ownership issued by KCD. To reach this
 
stage, all existing share certificates would need
 
to be turned in to the KCD and all companies coming
 
to the market in the future would not issue
 
certificates. Such a system would require greatly
 
reduced space.
 

The major issues are changing the public attitudes
 
about having share certificates to represent value
 
and the legal requirements for proving ownership.
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In an immobilized system, share certificates are
 
stored in physical form by the central depository
 
either within its own vaults or within the vaults
 
of local banks on behalf of the depository. All
 
securities of the same issue are filed together.
 
For existing securities, this can require a great
 
deal of space. Companies issuing shares after the
 
creation of the depository would issue only a
 
limited number of "jumbo" certificates for those
 
investors electing KCD settlement.
 

Ownership would be evidenced by reports provided by
 
the KCD. With this system, an investor could still
 
obtain an actual share certificate; however, this
 
should be discouraged with the use of higher costs
 
and trading restrictions. Where such measures are
 
not sufficient, it may be necessary to change
 
Pakistani laws and regulations so that physical
 
certificates will no longer be required as proof of
 
ownership.
 

It is highly doubtful that a full dematerialization of
 
securities would be initially acceptable to the investment
 
community. It may be possible, however, to arrange for the
 
State Bank of Pakistan to issue future debt offerings as
 
dematerialized book entries at the KCD. This would serve to
 
build up public confidence in the system and pave the way
 
towards complete adoption.
 

Usage Required or Optional
 

For the success of the market improvements expected from the
 
implementation of a central depository, its usage should be as
 
universal as possible. Once the KCD is established the
 
following rules should apply:
 

All traded securities should be eligible for
 

deposit with the KCD.
 

* On the part of new companies, each should be 
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required to be primarily book entry at the KCD.
 

For existing companies, a roll-out schedule should
 

be developed within a specific time frame (one or
 

two years at most) during which the shares of an
 
entire company are transferred to book entry by the
 
turning in of existing shares to the KCD. Steps
 
will need to be taken to confirm the validity of
 
all certificates with the existing company
 
registrars and resolve any disputes.
 

* 	 To improve compliance with these conversion 

schedules, investors should be exempt from any 

conversion costs during this conversion period. 

In additicn, following the conversion of a
 

company's shares to book-entry, KSE trades should
 

only be permitted for book entry positions. In
 
other words, any investor physically holding shares
 

would need to first convert them to a KCD book
entry prior to selling, thus incurring costs and
 
delays in his transaction.
 

* 	 A mechanism should exisc where an investor wishing 

to receive an actual share certificate may apply to 

the KCD which then seeks such a certificate from 

the company's corporate secretary. Such requests 

should be discouraged by the use of high charges 

for the service. In addition the fact that it must 

be first converted to a KCD entry before sale 
should cause most investors to find such a process 

unattractive. 

Pre-Matching of Instructions
 

Each individual investor should bo responsible for the entry
 

of deliver/receive instructions into the KCD. This
 

responsibility could be delegated to a custodian bank or to
 

the investor's broker.
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Through a batch cycle, the system could provide an initial
 
matching of transactions.
 

Preliminary Reports
 

Between the close of the trading period and the settlement
 
date, the depository system can generate a series of 
preliminary matched and unmatched reports which would 
highlight any expected settlement problems. 

Transactions versus Cash
 

The concept of simultaneous delivery versus payment (DVP) has
 
traditionally played a vital role in protecting the investor
 
and the financial intermediary from risks associated with
 
counterparty default. Such a concept relies however on the
 
linkage of the payment system and the securities settlement
 
system.
 

Along with processing DVP transactions, safe-custody by a
 
central depository implies the handling of funds with a
 
collection of funds from issuing companies (dividends,
 
interest, etc.) and the distribution of such funds to
 
participants.
 

Funds could be handled through cash accounts operated by the
 
KCD; or through cash accounts of the participants with a
 
central organization such as the State Bank of Pakistan, in
 
which case the KCD must be authorized to have access to these
 
accounts; or by means of guaranteed cheques.
 

Reporting per Settlement Cycle
 

The system should provide reports at the end of the settlement
 
day batch which shows the adjusted balance in each investors
 
holdings.
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Shareholder Records
 

With the creation of a unique folio number for each investor
 
complete with all necessary legal information, the central
 
depository should be considered to be the official maintainer
 
of all shareholder records. The system should, at any time, be
 
able to generate a complete list of shareholders, sorted in
 
any fashion.
 

Dividends/Interest
 

If a sufficient link exists with the cash clearing system, the
 
KCD could make all dividend or interest payments based upon
 
its recorded date positions. The issuing company could
 
arrange one payment for the KCD's global position to the KCD
 
cash account. The KCD would then issue the various dividend
 
or interest cheques.
 

Otherwise, the KCD would provide a company's paying agent with
 
a complete list of shareholders and positions as of record
 
date.
 

Investors continuing to physically hold shares would be
 
penalized by the delays involved with physically presenting
 
certificates to the paying agent.
 

If the KCD is to perform any pre-financing, such as the
 
payment of dividends or interest prior to the actual receipt
 
of payment from issuers, care should be taken in evaluating
 
the default risk.
 

Systems could be designed to accurately deduct the necessary
 
Zakat and/or withholding tax from each payment.
 

Corporate Actions / Rights Issues
 

From the above mentioned shareholder records, the KCD would
 
produce a complete list of shareholders and record date
 
positions. The KCD could coordinate rights issues for the
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holders of book entry positions.
 

Once investors have elected to receive new shares, all
 
positions can be credited to book entry investors on the same
 
day, thereby supporting equitable trading.
 

Shareholder Communications
 

The depository would provide a company with a complete list of
 
shareholders and addresses as of any date. This could also
 
include the printing of ready-made mailing labels.
 

Pledging
 

The KCD should be designed to permit the pledging of
 
securities as collateral to secure loans and other forms of
 
credit and, perhaps, the eventual options/futures contracts.
 
This would assist in ensuring efficiency and liquidity in the
 
Karachi credit markets by minimizing the lender's risk.
 

Securities could be pledged via the KCD to a segregated or
 
collateral account in the name of the pledgor or pledgee.
 

Systems Requirements
 

The KCD will require a highly reliable secure and
 
sophisticated computer and data communications system able to
 
communicate via on-line terminals, and on a batch and hardcopy
 
basis, with its members and other involved institutions.
 

Access to a securities information database containing
 
securities market prices, distributions and corporate actions
 
(payable dates for dividends, etc.) is also essential.
 

The KCD data processing system should include the following
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features:
 

On-line 	interface with related systems in Karachi
 

payment systems, stock exchange trade

(money 

reporting or trade matching systems), minimally in
 

a batch mode, but preferably on-line and 
real-time
 

many hours as needed to deal with peak

for as 

volumes.
 

computer systems,
* 	 On-line interface with members' 
institutionaland, if possible, with members' 

volume with
clients' systems, in order to process 


To this end, the "window" for
utmost reliability. 


members to communicate with the KCD should be open
 

long enough to allow for all members processing
 

needs.
 

On-line, real-time access by members to the system,
 

thus supporting data retrieval by members
 

concerning their securities and cash positions, and
 

promoting efficient balancing by members and
 

participants.
 

Space Requirements
 

The two major issues here are the need for the computer system
 

and any required vault space. Should the decision be made to
 

totally immobilize the share certificates, these could be
 

stored in a variety of locations. If, however, shareholders
 

will have the option to request actual share certificates at
 

any time, this would require some amount of on site vault
 

space.
 

The security requirements of the location will also need to be
 

considered.
 

Reconciliation / Audit / Controls
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To make sure that investors are protected, external controls,
 
in addition to customary internal controls, are required.
 
Auditing firms and/or a governmental agency or comparable
 
organization should ascertain that orderly financial behavior,
 
accurate securities processing, and internal securities are
 
being maintained.
 

At a minimum, the supervision of the KCD should be equivalent
 
to that for the securities business of banks and/or brokers.
 
Frequent, regularly scheduled internal audits should focus on
 
internal operations, record-keeping, transactions processing,
 
data processing and financial integrity.
 

All systems should be designed with adversity in mind.
 
Although no system is immune to catastrophe, it can be created
 
with several levels of back-up so that most contingencies will
 
not endanger the integrity of the trades which have already
 
taken place, or the integrity of the marketplace itself.
 
Areas of concern include the minimizing of the risk of down
 
time, duplication of power supply, data integrity, data
 
security, data recovery, unauthorized access and disaster
 
recovery plans.
 

Recovery of Costs
 

The KCD should not attempt to maximize its profits, but its
 
income must cover its operating expenses, the depreciation of
 
its equipment and the creation of a reserve fund for
 
investment in equipment to ensure orderly execution in the
 
present and the future. Therefore, appropriate charges will
 
need to be levied on a "cost recovery" basis.
 

An alternative that can be considered is the development of a
 
fee schedule based upon reasonable volume and cost
 
expectations with any surplus income at the end of the period
 
"rebated" to major participants based upon the number of
 
transactions. The KCD would then adjust it's charges
 
accordingly each year.
 

The parties that could be charged include; Brokers,
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Investors/Custodians, and Issuing Companies. Charges could be
 
levied based upon number of share certificates, a percentage
 
of the securities value, or the number of transactions
 
(transfers, reports, dividends, etc.). To facilitate a speedy
 
conversion to the depository system, each security should have
 
an initial conversion period during which period the depositor
 
should not incur expense for depositing his position.
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TRAINING NEEDS
 

Users will need guidance in understanding the workings of the
 
new processing system, as well as the use of the new computer
 
system.
 

As far as the changes relating to reorganization of the
 
trading floor, use of a new TRT, and methods of data entry are
 
concerned, documentation of the steps involved in the form of
 
a circular should be sufficient to apprise users of the
 
changes.
 

The easiest way to train users in the use of a new computer
 
system is to use two tools: a training software and a guide
 
book or manual that covers all features of the system. Copies
 
of both the software and the manual could be made available to
 
all users.
 

In addition, the KSE can hold one day seminars dealing with
 
the changes and the new systems. It would be preferable to
 
hold these sessions after the users have had a chance to go
 
through the software and manuals, etc., provided to them, and
 
before the implementation of the actual system. During the
 
session a mock trading session co Id be held to familiarize
 
the users with the new system and any questions could be
 
handled.
 

The establishment of the KCD will change the way in which
 
exchange of securities and funds takes place at present. Once
 
the structure of the KCD has been formalized, a brochure will
 
have to be prepared outlining how each group of users, i.e.,
 
brokers as well as investors (individual and institutional),
 
will benefit from it. In addition, procedures for opening
 
accounts with the I.D and the fees that will be charged for
 
services provided by the KCD would also have to be outlined.
 
It would probably be advisable to hold a seminar regarding the
 
KCD, inviting participation from important market
 
participants.
 

I - 44 



NEW PRODUCTS
 

SHORT SALES
 

shares listed on the KSE,--which 
an
 

sale of
The shorting or 


investor plans to purchase 
subseqfuently, should be allowed 

and
 

margin requirements
New rules and 
on the KSE.
introduced 

should be framed by KSE 

to properly introduce such 
trading.
 

short
to effect
in order
securities
may borrow
Investors 
 is that a stocklender
 
The usual practice followed


sales. 

provides the required shares 

usually on an exchange of letters
 

to the prevailing
a cash deposit equal
and the receipt of 


market price of the shares loaned 
plus a margin. In addition,
 

the lender has the right to call 
for additional margin where
 

stock has increased. The
 
value of the loaned
the market 


borrower will then be able to complete his 
transaction while
 

the lender will have the temporary use of 
funds. Later, when
 

he will return the

receives the securities,
the borrower 


shares to the lender and the deposit will be refunded.
 

The short sales facility should be limited to scrips 
which are
 

approved by the KSE. To begin with those companies 
should be
 

market capitalization and a good

chosen which have large 


float. Initially total short sales of each approved security
 

of the issued shares of
 may not be allowed to exceed 10-15% 


the company. Investors should be required to provide an
 

of the contract
additional cover margin of not less than 50% 

for additional


price with a provision for brokers to call 


funds to cover margin shortfalls when they arise.
 

Short sales should not be allowed below the last sale 
price in
 

the market.
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CREATING A LISTED OPTIONS MARKET
 

Introduction of options trading on underlying shares quoted on
 
the Karachi Stock Exchange.
 

Options trading may be started with 50 or so of the top volume
 
leaders (or stocks with good floats). As most stocks do not
 
have good floats, an alternative cash settlement system must
 
be devised by the stock exchange, to ensure settlement by
 
payment in cash with reference to the market price thereby
 
guarding against the abuse of options to corner or manipulate
 
the market in the underlying stocks.
 

Options trading gives the investors, by the payment of a cash
 
premium, the right to buy or sell a given number of shares of
 
a quoted company from or to the option writer, at a given
 
price up to a specified expiry date. The option buyer has up
 
to the expiry date the right to exercise his option to buy or
 
sell the shares, or resell the option in the market.
 

The two basic types of ootions which may be traded
 

Call Options 	 A call option is a contract giving its owner
 
the right to buy a fixed number of shares of a
 
specified common stock at a fixed price at any
 
time on or before a given expiry date.
 

Conversely, the call option writer has the
 
obligation to deliver the underlying shares in
 

question at the strike price, if the option is
 
exercised on or before the expiry date.
 

Put Options 	 A put option is a contract giving its owners
 
the right to sell a fixed number of shares of
 

a specified common stock at a fixed price at
 
any time on or before a given date.
 

Conversely, the put option writer has the
 
obligation to effect payment at the strike
 
price and take delivery of underlying shares,
 

I - 46
 



if the option is exercised on or before the
 
option's expiry date.
 

The two basic types of option trading
 

Covered Option
 
Trading 	 This commences with the sale of a call option
 

by an investor who actually owns the
 
underlying shares on which the option contract
 
is written.
 

The writing of covered calls is a conservative
 
strategy used generally by fund managers to
 
increase the yield on their portfolios.
 

Naked Option
 
Trading This reprPsents the sale of an option contract
 

by an investor who actually does not own the
 
underlying shares represented in the option
 
contract at the time the contract is written.
 

The writing of naked call or naked put options
 
is highly dangerous and speculative activity
 
and most serious losses in options trading
 
arise on naked options sold positions. In
 
order to guard against this, all naked option
 
positions must demand a high cash margin
 

requirement of at least 50% of the market
 
value of the underlying shares. This cash
 
margin should be deposited with the stock
 
exchange (or with the clearing house) enabling
 
it to monitor, make margin calls and settle
 
each listed option trade.
 

Premium
 

Options buyers pay a price for the right to buy or sell the
 
underlying security. This price is called the option premium.
 
The premium is paid to the writer, or seller, of the option.
 
Whether or not the option is ever exercised the writer keeps
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the premium. Premiums are quoted on a per share basis.
 

Proposed Contract specifications for put and call options
 

1. 	 Each option contract should involve 1,000 shares of the
 
underlying stock.
 

2. 	 The expiration cycle for listed and traded options should
 
be quarterly (at the end of each quarter).
 

3. 	 Writers of call option must either deposit the underlying
 
stock with the Exchange (or the clearing house), or
 
maintain a margin deposit equivalent to 50% of the strike
 
price value of the shares which the option is written.
 

4. 	 Writers of the naked options (owing to the higher risk
 
involved) must deposit 100% of stock's market value with
 
the KSEs' clearing house in cash or government
 
securities, to ensure that they will have the funds to
 
buy the shares if they are so required.
 

5. 	 Options may not be written on all the stocks listed, but
 
only on those most actively traded which are selected by
 
the KSE for trading as listed options.
 

The Clearing of Options Trades
 

Listed options contracts should be settled in the same fashion
 
as other regular share transactions by the KSE's clearing
 
system.
 

Settlement
 

All options traded on the KSE should be monitored separately 
by the clearing house. The cash margins maintained for naked 
options should be marked to market and adjusted on daily or 
weekly basis. Failure to meet a margin call will automatically 
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empower the clearing house to close the ophion position by
 
buying it back at the options seller's cost.
 

All exercised options should be submitted to the KSE's
 

clearing house for settlement. The KSE can treat it as a
 

separate cash share purchase/cash sale transaction,_ notifying
 

the options writer's broker/member to settle the account,
 

failing which the clearing house will settle it at the options
 

seller's cost.
 

As most stocks do not have good floats, an alternative cash
 

settlement system must also be devised by the stock exchange,
 
to ensure settlement by payment in cash with reference to the
 

market price thereby guarding against the abuse of options to
 

corner or manipulate the market in the underlying stocks.
 

Delivery
 

When a customer/client chooses to make or take delivery on a
 

options contract, delivery must be made in accordance with the
 

new listed options trading rules of the exchange.
 

If the holder of an option decides to exercise his right to
 
buy (in the case of a call) or to sell (in the case of a put)
 

the underlying shares of stock, the holder must direct his
 

broker to submit an exercise notice to the KSE before the
 

expiry of the option. The exercise notice must be given in
 
writing along with the submission of the option to the KSE's
 

clearing house on or before the expiration date.
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EXHIBITS
 



BEST AVAILABLE DOCUMENT
 

S.No. BROKERS 

I L.ow working capital to fund 

week ly payments 

2 	 Lack of automation in back 

office operations 

3 	 Well entrenched habits and 

procedures 

4 	 No formaliscd system ofelien 

accounts deposits 

5 	 No margin trading 

6 I.ack of well trained 


manpower 


7 

8 

) 

10 

Statement of Problems at the Karachi Stock Exchange 

INVESTORS ORDER ENTRY 

Investor has to invest No standard format 
considerable time in contact-

ing brokers, delivering shares, 

registering cs. 
Discrimination against small L.arge orders not takcn to 
retail investors. floe, for execution 

Risk of delivery and default on CI.A order entry requirements 
payment dct_-r brckers from kep, ' abeyance due to 
dealing with up-country dients '%.yir:d d!iffkulties. 

Internal matching is left 

to the discretion of the 

broker. 

TRADING 

Open outcrysystem 

|Physical limitations on floor 

No Market Makers 

40% to 50% trades not reported. 

20% to 30% of volume generat 

ed byjobbtrs, who have no 
interest in reporting trades. 

Lack of transperency 

re price and quantity 

Present system not able to 

cope with trading in small 
marketable lots. 

No specified method/system 

for short selling and lending 

of securities. 

Physical constraint on the 

ability of the auctioneer to 

record all trades observed 
Due to physical constraints in the 

ring it is not possible forcontract 
to be confirmed on the floor 

It is not mandatory underKSEI 

regulations to report all trades 
to Clearing I louse 

It is time consuming for brokers 

to report transactions to input 

clerk during trading hours 

EXECUTION 

Physical limitation of 

open outcry method. 

Matching between daily 

orders and executions is 

time consuning. 

Investors complain that their 

orders are not executed or 

confirmed on execution 

Brokers are not required to 

report principal/agent trades 

so investors may not get best 

prie. 
Trade opportunities an be 

missed due to inefficiencies 

in off-the-board trading. 
Missing and defective transfer 

deeds. 



BEST AVAILABLE DOCUMENT
 

S.No. 

1 

DAILY MATCIHING 

Matching sale contracts 

is time consuming 

CLEARING 

Customt:: billing is not 

uniform 

SITLPMF.N'F REGISTRATION /TRANSFER 

'hysieal dclivery creates iprob- 'rime consuming, process may 
lctus of counting sharesverifying take upto 45 days. 

documents, sorting deliveries, 

2 No matching between daily 

reported volume and clearing 

and recording distinctive nos. 
loan transactions Time consuming due to filling 

f transfer deeds. 
house volume. 

3 Unmatched trades No l)vP therefore Non- availabilty of transfer 
may not necessarily be overnight risks for stamps. 
matched next day. clients/broke rs. 

4 Lot of duplication of paper 

work in preparing saula book, 

Misplacement risk due to 

physical handling of shares. 

I)elays due to physical handling 

of shares. 
tally sheet and contract tickets 

5 
Mcmbers bear risk of default Verification of blank transfer 

nn delivery due to system of deed by the registrar to make 
payment before delivery document salable. 

6 Current rules for deliveries on 

clearing (lays directly to Clearing 

I louse is not followed. 

7 
Counterparty changes due to 

netting of positions. 

8 

9 

10 



EXlIBIT 2 

RE.AT[VE EFFECT OF SOLUTIONS 

P R 0 B L EM S 

MODE OF TRADING 
Difficulies in Transac- Lack 

executior tons of 
Trading of not trans-

orders reported perancy 
S [work 

Large 
amount 
of 
paper 

ORDER 
No 
standard 
format 
is 
folowed 

LENGTHY TIME PERIOD 
ENTRY FOR SETTLEMENT PHYSCIAL EXCHANGE OF SCRIP 
Risk Risk of Counter Clearing Deliverie Physcial Tedious Unavail Verifi
of long party House are handling process ability cation 
errors settle- risk risk generally of of of 
in ment tendered registra transfer transfer 
recording period late bon stamps deeds 

3 I__ K> .: 



MEBIT 3
 

PROCESS FLOW DIAGRAM
 
RECOMMENDED TRADING SYSTEM
 

Order Receipt
 

ADVANCE ORDER
 

INSTITUTIONAL
 
CLIENT
 

SUBMIT TO 2/1 

ORDER nul SUBMITTOREEVN ON D2DIG 
INSTITUT10ONAL+ 

FLOOR ORDERCLIENT N 

INDIVIDUAL R 


CLIENT
 

RECORDED BIDIN
 



EXHIBIT 3
 

PROCESS FLOW DIAGRAM
 

RECOMMENDED TRADING SYSTEM
 

The Bidding Process
 

BIDDING AGENT
 
ANNOUNCES
 
BY/OFFER
 

BOARD MARKER
 
7rCORDS NO
 

BrIlOFFER COUNTERPARTY
 

ZONE BOARDI
 

DATA ENTRY CLERK
 

TRADE INFO
 
21INTO COMPUTER
 

OIINPUTS 

SYSTEM 

DISPLAY/
 

CLEARING END OF TRADINGP

SYSTEM
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EXHIBIT 3 

PROCESS FLOW DIAGRAM
 

RECOMMENDED TRADING SYSTEM
 

Clearing and Settlement
 

COMPARISON COMPARE RENEGOTIATE 

CLEARING HOUSE 
REPORTS TRADE 
INFO TO KCD YES SUCCESSFUL NO 

BUYER/SELLER NEGOTITATION END 
RESUBMIT 

TRT 

CLEARING HOUSE 
GENERATES 

USER 
REPORTS 

KCD POSTS 
BOOK ENTERIES TO 

PARTICIPANT'S 
PRINCIPAL & 

CUSTOMER ACCTS. 

KCD ACCOUNT 
STATEMENTS 

FOR 
MEMBERS 

END 

DAILY DAILY REPORT ON DAILY KSE
 
BUYING I SELLING UNMATCHED CLEARING FLUCTUATION DAILY
POSITION POSITION TRADES SCHEDULE 
 SHEET QOATATION
 

SHEET
 



EXHIBIT 4 

SAMPLE PAGE OF 
TRADE REPORTING TICKET 

INITIAL TICKET NUMBER 

MEMBER'S CODE
 

BUY SCRIP NUMBER 
OF SHARES 

SELL 

PRICE FROM/TO SELF 
Rs. Ps. 

CLIENT 

MEMBER'S NAME 

INITIAL TICKET NUMBER 

MEMBER'S CODE 

BUY SCRIP NUMBER 
OF SHARES 

SELL 

PRICE FROM/TO SELF 
Rs. Ps. 

CLIENT 

MEMBER'S NAME 

INITIAL TICKET NUMBER 

MEMBER'S CODE 

BUY SCRIP NUMBER 
OF SHARES 

SELL 

PRICE FROM/TO SELF 
Rs. Ps. 

CLIENT 

MEMBER'S NAME 

N'OTF. Ticke- nuMbCr, m.-:. -m-s c ee and 



EXHIBIT 5 

EXHIBIT 

TRADING FLOOR REDESIGN 

ZONE 

2 
ZONE 

3 
ZONE 

4 
ZONE 

5 

DI0 

0R 
w 
Ay 

ZONE 

1 

yI 

ZONE 

7 

ZONE 

6 

ID 
I0:0 
IR 
Iw 
IA 
Iy 
I 

FLOOR FLOOR BOOTHS 

ENTRANCE TO TRADING IIALL 
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EXHIBIT 6 

STRUCTURING OF KCD, AN OPTION 

KCD
 

PARTICIPANT A's ACCOUNT 
 PARTICIPANT B's ACCOUNT
 

KSE's ACCOUNT
 

BOOK-ENTRY 
 BOOK-ENTRY
PRINCIPAL CUSTOMER'3 TRANSFER 
 TRANSFER PRINCIPAL CUSTOMER'S
 

ACCOUNT ACCOUNT ACCOUNT ACCOUNT 

+ 1000 SHARES 

-1.000 SHARES 

+1.009 SHARES
 

L-----------------------------------------------------------


REOUEST FOR
PARTICIPANT A 
 BOOK ENTRY 
 PARTICIPANT B
 
TRANSFER
 

CUSTOMER A's

ACCOUNT MONEY CUSTOMER B'sMONEY 
 ACCOUNT
KSE 

-1,000 SIIARES 
4-1,000 SHARES

EXECUTION OF SELL 

EXECUTION OF BUY
 

ORDER FOR 1,000 ORDER FOR 1,000
SHARESSHARE S
 
MATCIlNG 

ORDERS
 

MONEY 
 SELL ORDER
/FOR 1.000 BUY ORDER
SOARES 
 FOR 1.000 MONEY
 
SR 
 SHARE S 

SHII-EIODASAROLEB
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EXHIBIT 6 

STRUCTURING THE KCD, AN OPTION
 
r . . . . . . . . . . . . . . . . . . . .
. . . . . ..-------------------------------------------------------------------------------------------

KARACHI CENTRAL DEPOSITORY 

PARTICIPANT "A"
 

ACCOUNT
 

PRINCIPAL CUSTOMER'S 
ACCOUNT SUBACCOUNIISSUING I REGISTRATION UNDER NAME OF KCD


COMPANY__
 

+I00,O00 4.000
 
I 
 1I.0o00I
-+3.000 POSTING OF WITIIDRAWALI
 

4--

I 

D 
 3.000 CUSTOMER
 
SDEPOSITIG OF 
 SHARES DEPOSITED
 
100,000 SHARES I 
ON OWN -
ACCOUNT
 I -] 

SECURlITIES HELD BY PARTICIPANT A
 

ICUSTOMLR 
 A's CUSTOMER B's CUSTOMER C'S
PARTICIPANT'S ACCOUNT 
 ACCOUNT 
 ACCOUNT
 
OWN 

I ACCOUNT 
 DAL 4,000 SHARES 
-- +1.00 SHARES +2.000 SHARES -1.000 SHARES I 

REQUEST FOR
DEPOSITING DEPOSITING 
 WITHDRAWAL WITIIDRAWAL OF
1.000 SHARES 2.q0 SHARES OF 1,000 
 1.000 SHARES
 

SHARES
 

SAREHOLDER A SIsAREIIOL)ER B =SHAREHOLDER C 
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THE KARACHI STOCK EXCHANGE, BACKGROUND
 

The KSE was established in 1949 with an initial listing of 13
 
companies.
 

The KSE is organized as a Guarantee Company', where members are
 
responsible for the running of the organization. The President and
 
the managing committee is elected by the members every year.
 

There are 200 members of the KSE, out of which 133 (as of May 31,
 
1992) were active (members who use their membership for active
 
trading). No further membership is being offered at this time.
 
Each active member of the KSE is entitled to have up to 8
 
authorized agents. Only authorized agents and members themselves
 
are allowed on to the trading floor and only they may enter into
 
the bidding process. In addition, each active member is allowed up
 
to 3 runners to maincain contact between their office and the
 
trading floor.
 

As of 28 April, 1992 there were 575 companies listed on the KSE.
 
The daily average recorded turnover for the last few months has
 
been in the range of 2 to 3 million shares. The actual turnover is
 
estimated to be nearly double the officially recorded figuie.
 

The average daily volume has jumped since April 1991, when the
 
Government opened the Stock Exchanges for foreign investors. The
 
average daily volume rose from 0.8 million shares to 3 - 4 million
 
shares. The KSE was not geared to handle the surge in volume and
 
therefore started to face innumerable problems. The KSE was
 
officially closed for a day in April 1991 so that the members could
 
clear their backlog. At other times during 1991 several brokerage
 
houses experienced individual volume increases such that they had
 
to close their business for few days to clear their office
 
backlogs.
 

1 A company limited by guarantee means a company having the 
liability of its members limited by the memorandum to such amounts 
as the members may respectively thereby undertake to contribute to 
the assets of the company in the event of its winding up. 
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The present volume generated in the exchange is depressed due to
 

the constraint of physical handling of share certificates. Brokers
 

and investors alike feel that this is the major problem presently
 

being faced by the exchange, which can only be addressed by
 

bringing in a central depository. The other important area where
 

they would like to see changes made is in the trading process.
 

The sudden increase in volumes has highlighted the problem areas
 

and systems which need streamlining to cater to future needs. Some
 

of the oresent entrenched systems have to be changed to bring the
 

KSE in line with the top exchanges of the world.
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CURRENT PROCEDURES AT THE KSE
 

TRADING
 

A flow chart covering the trading activities has been prepared and
 
is attached as Exhibit 1.
 

The various steps of the trading process discussed below describe
 
the norms followed and highlights the problem areas and the points
 
at which deviations from regulations are occurring.
 

Trading Floor
 

The trading hall is a rectangular room, 94 feet long by 62
 
feet wide (5,800 square feet), with a high ceiling. There are
 
three 'rings' in the hall, two for listed securities and one
 
for provisionally listed securities ( A complete layout of the 
trading floor is illustrated in Exhibit 2). Each ring for 
listed securities has a corresponding ready board for 
recording transactions in scrips traded within the ring. 

The two ready board 'rings' are at opposite ends of the floor.
 
The ring in middle is used for open trading and trading of
 
provisionally listed securities. Open trading is carried out
 
all around the trading hall. Each of the two ready board rings
 
are monitored by a KSE official (auctioneer) who serially
 
calls out the names of the scrips to be traded.
 

Listed securities are grouped into 27 different industrial and
 
commercial sectors. The first eight sectors (From Mutual Funds
 
to Textile Composite) are traded in Ring A and the other
 
nineteen sectors are traded in Ring B. The first eight sectors
 
constitute more than 40% of total listed companies and are the
 
most actively traded scrips. Buyers and sellers (i.e. members
 
and authorized agents) take arbitrary positions around the
 
ring.
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Trading starts at around 10:15 am each day and ends at 2:00 =m
 

or until all the scrips are called out for trading on the :w:
 
'rings', which ever is later. The auctioneers call each scri:
 

and its last closing price. If there is interest in the scri:
 

trades are carried out, otherwise the next scrip is called.
 

Each scrip is given about of 2 minutes of trading time on :he
 

board.
 

Most of the active members have a small booth on the trading
 

floor. This booth is basically a communication staticn,
 

equipped with telephones and an intercom facility. Each booth
 

is assigned a number and has a corresponding light bulb on the
 

trading floor wall, which flashes when the floor booth
 

runner/attendant wishes to call the authorized agent to the
 

booth.
 

Order Booking and Recording
 

Two types of client classification exist; institutional ant
 

individual. Different rates of brokerage are charged for each
 

category.
 

as being at markez or
Orders can be specified by the client 


limit. An order at market means that the buy or se.

can be effected at the prevailing market price.
transaction 


In an order at limit, the client specifies the minimum/maxin:..
 

price range between which he wishes to trade.
 

There are basically two types of orders: advance orders an:
 

purchase c.
floor orders. An advance order for the sale or 


securities is one which is received by the agent or broker
 

before the commencement of trading for that day, that :s
 

a.m. These orders can be received by phone cr
befcre 10:15 

Brokers
delivered in person by visiting the broker's office. 


record orders on a slip of paper, some brokers may have =re

designed slips for this purpose. Next, they check cther
 

orders received to determine whether they can be matched 


each other. In case there are matching orders, the orders are
 

set aside since they can be cleared internally.
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In case an order cannot be cleared internally, it is conveyed
 

to the floor booth. This can be accomplished in 3 ways, that
 

is, either by sending a runner, by phone or by personal visit.
 

In case of an internally cleared transaction, unless a limit
 

has been given by either client, the price quoted-to the two
 

pdrties is at the discretion of the broker. In general the
 

broker waits for the day's trading to take place on the ring,
 

in order to see the range between which prices move. He then
 

assigns a price either average, maximum or minimum, based on
 

his relationship with a client.
 

If an institutional client is involved in an internally
 

cleared transaction, the transaction must be reported to the
 

KSE authorities, as this is a requirement of all institutions.
 

If transacted during trading hours, these transactions are
 

reported in the daily fluctuations. If the transaction has
 

taken place after trading hours, the broker may report the
 

transaction in the "subsequent reporting section" of the daily
 

fluctuations sheet (Exhibit 5), through a note in writing
 
accompanied by a copy (returnable) of the confirmation issued
 

to either the buyer's or seller's client.
 

It is estimated that institutions account for 40% of the
 

volume presently transacted on the exchange. A further 30% is
 

transacted on individual accounts. The remaining 30% is 

accounted for by jobbers (inclusive of brokers' acting on 

their own account). 

Floor Agents and Jobbers
 

Each member is allowed to have up to 8 agents on the floor
 

with the authority to transact on behalf of the member. As
 

most of the members do not require eight agents, they may
 

therefore allow the use of their agencies by jobbers and/or
 

independent operators. Some independent operators are sub

brokers in terms of their operations, while others are just
 

jobbers. According to one estimate jobbers account for 30% of
 

total volume; thus, they are important participants in the
 

KSE. Jobbers generally have a zero trading position at the
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end of each clearing to avoid physical deliveries. They
 

benefit from the price changes which occur during the day, and
 

generally net out their transactions. Independent operators
 
a
acting as sub-brokers have their own clientele and work on 


pre-determined commission sharing ratio with their principals
 

(members).
 

Both independent agents and jobbers submit their contracts in 

the name of their principal member. The member charges half 

the regular commission for this service (a norm) . Jobbers 

like to see price fluctuations on the KSE, because they 

benefit from the movement in prices. However, members do not 

wish to exclude them from the market because of the volumes 

they contribute to trading and as they perform some of the
 

functions of a market-maker.
 

Biddinq
 

Bidding generally starts at 10:15 am. The authorized agents
 

assemble around the ring with advance orders received for that
 

day.
 

The two trading rings are based on the open outcry system of
 

bidding in which buyers and sellers gather around the sides of
 

the ring and bidding is conducted using oral messages and hand
 

signals. There are many benefits of this system.
 

There are many witnesses to each transaction.
* 

* Each trader around the table is an equal participant in 

the negotiation process.
 

* All traders at a table are fully informed of all 

transactions at that table.
 

Both parties to a transaction can see and recognize each
 

other.
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There are also some disadvantages of the system.
 

It works efficiently only if there are 2 or less rows of
 

people around the table. When a table is too crowded,the
 
traders cannot participate equally in trades.
 

* 	 Bidding is based on the parties' evaluations of each 

other. For example, if a reputable broker (A) shows an 

intent to buy shares in a particular scrip, the other 
traders may hold to their shares in the expectation that
 
this bid was based on some reliable market information.
 

Another limitation is that this system can be used to
 

trade only one security at any given time.
 

'On the spot' contract tickets cannot be signed between
 

the parties to a transaction, leaving room for later
 

manipulation.
 

There is a KSE auctioneer on a raised dias at the head of each
 
table/ring. At the commencement of trading, he calls out the
 

name of the first scrip and its previous days closing rate, as
 

reported by the KSE Fluctuations and Quotations Sheet (Exhibit
 

5). This procedure is followed for each scrip. Officially,
 
each sec'.rity may trade for about 2 minutes, however,
 
depending upon past and existing volumes this time may be
 
extended or reduced. Once tzading in a scrip has been
 

officially concluded on either of the rings, it may be traded
 

off-the board.
 

Trading in a scrip above par value is suspended if the price
 
of the scrip fluctuates by 50% from the opening rate of
 

clearing. In case of a scrip quoted below par value, trading
 

is suspended if the price of such scrip fluctuates by Rs. 5.
 

Trading is resumed after all outstanding trades are settled.
 

BiddinQ Signals
 

Oral bidding is accompanied by a series of hand signals which
 

have evolved with time. Generally, a sell bid is accompanied
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by a hand signal going outward from the shoulder, in a sort of
 

throw motion, whereas, a buy bid is accompanied with a hand
 

signal going in towards the shoulder. These signals are
 

accompanied by colloquial words for buy "lauw" and sell 
"lay",
 

meaning "bring" and "take" respectively.
 

Broker's/Agent's Identification
 

According to KSE Rules and Regulations, all authorized 
agents
 

long

and runners are assigned badges which they must 

wear so 


These badges contain the
 as they are on the trading floor. 


name of the agent, and the name and number of his 
principal.
 

also badges or carry them or
 
Members themselves must wear 


are

their person while on the trading floor. These badges 


cards and contain the name of the
 
more like identification 


broker, his KSE registration number and a recent passport 
size
 

photograph.
 

Due to the informal and close relationships among the 
members,
 

know each other by face. Thus,

all agents and members 


are not worn by either

practice these identification badges 


the members or their agents. However, they may carry :hem cn
 

even when recording a transaction the
 
their person. Thus, 


agents rely more on their familiarity with each other 
rather
 

than using the broker codes designed for this purpose 
by the
 

KSE.
 

Recording of Transactions by Members
 

When a transaction is completed during the process 
of b-ddinc,
 

the agents of both parties record the details zf the
 

transaction in a Transaction Record Book, issued by the 
KSE :z 

on payment of a nominal charge. In colloquia
all members 


called the "Sauda Book" (Exhibit P:. The
 
terms this book is 


Sauda Book is divided into box like sections; buy transactions
 

the left side, while sell transacti4Zns are
 
are recorded on 


Up to six transactions can be recorded
recorded on the right. 


on each side. Over the years a standard format for makizn
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notations in the Sauda Book has evolved. Thus, the number of
 

shares transacted is recorded in the upper left corner, with
 

the rate directly underneath. The name of the scrip is noted
 
at top centre, and the name of the member with whom the
 

transaction is effected is at the bottom.
 

The auctioneer records all trades witnessed by him on pre

printed sheets (Exhibit 4). Meanwhile, trade information is
 

also conveyed to the computer input clerk, via microphone
 

transfer by another KSE official who stands at the side of the
 

auctioneer. The computer input terminal is situated on the
 

trading floor, close to the ready boards. Information
 

recorded includes, name of scrip, opening rate, subsequent
 

rates and corresponding volumes.
 

At intervals corresponding to the full completion of companies
 

listed on a sheet the clerk sends the sheet to the ready board
 

recording clerk, who transfers the information on to the ready
 

board. On average there is a lag of 10-15 minutes between
 

information displayed on the KSE computer system (FASCOM) and
 

that on the ready board.
 

Tradina off-the-Board (Open Trading)
 

AL the end of allotted trading time (usually 2 minutes) on
 

either of the two 'rings', the scrip's trading may resume on
 

the centre ring (or any where on the trading floor), in open
 

bidding between buyers and sellers. This ring is also
 

monitored by a KSE official who records trades taking place,
 

but scrips are not called out. Since trades do not take place
 

in any specified scrip order, the onus is on the member to get
 

the trades recorded with the official. Some members and
 

jobbers may not necessarily have the time to get the trades
 

recorded, hence the difference between recorded and actual
 

turnover.
 

The physical form of the open trading market leads to much of
 

the seemingly confused appearance of the trading floor, since
 

there is no fixed location for this market. For some hot items
 

specific locations have come into being due to necessity.
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Brokers or agents wishing to participate in this market may do
 

so by standing anywhere on the trading floor (except the
 

trading rings), and calling out the name of the scrip, the
 

rate and the appropriate hand signal for buying or selling.
 

Members or agents responding to offers start rate and volume
 

negotiations, until finally deals are struck.
 

There are several reasons for the development of this market:
 

Trading on the board is limited to an officially fixed 2
 

minutes. In actuality the time allotted may be onE
 

minute, depending upon the discretion of the officer
 

calling the scrips and the mood of the bidders in the
 

ring. Thus, there may not be enough time for all trading
 

in a 	particular scrip to be concluded.
 

* 	 A same-day order may be received from a client after the 

relevant scrip has already crossed the board. 

* 	 Brokers may avoid bidding in the ring to maintain the 

secrecy of their transactions. Increasingly large block 

of institutional and individual orders are being executed 

off the trading floor between members (20 or so) through
 

their offices.
 

Tradina of Provisionally Listed Securities
 

Companies which have obtained the approval of the KSE for
 

listing, are provisionally listed from the next day of
 

balloting, after public floatation. Listing on the ready
 

board occurs once the company announces the dispatch of the
 

share certificates to the successful subscribers and the
 

company is formally listed on the ready board.
 

In order to participate in this market a member must deposit
 

Rs.2500 as basic deposit for each scrip traded provisionally.
 

This 	will entitle the member to do business of no more than
 

100,000 shares. A Hella, or special clearing occurs if there
 

is a fluctuation -_F Rupees three or more per share, for any 

given scrip. 
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Trading in the provisionally listed sector is closely
 
regulated by the KSE and the maximum number of shares that
 
can, at the close of any business day, remain outstanding in
 
any scrip in a member's account is determined by the KSE. If
 
a member trades in excess of his deposit and does not pay the
 
balance to the KSE, his excess business can be bought
out/sold-in on the open market by the Secretary of the KSE.
 
In addition, if the price of a provisionally listed security
 
fluctuates by 100% or more trading is suspended in the scrip
 
until lLsting on the ready board.
 

Contracts prepared for transactions on this sector and the
 
clearing and settlement procedures are similar to those for
 
ready board transactions, but the clearing takes place after
 
the scrip is transferred to the ready board (i.e. after the
 
company had issued share certificates).
 

Spot Transactions
 

A clearing period before the book closure of a particular
 
scrip, its trading goes "spot". Spot transaction are cleared
 
on the same trade day and therefore, are not routed through
 
the clearing house.
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TALLYING AND CONTRACTING
 

Once trading for the day is over, the trading hall closes.
 

Transactions recorded in each scrip throughout the trading
 
period are consolidated and reported via FASCOM. By 2:30 pm
 

the KSE publishes a Daily Fluctuation Report. (Exhibit 5)
 

This report contains price and volume listings for all
 

reported transactions. Information contained in this report
 

is included in the Ready Board Quotations Journal, a daily
 

publication of the KSE, subscribed to by many individuals and
 

institutions (Exhibit 6).
 

At the end of a trading session brokers/agents return to their
 
offices. Here the Sauda Book is used to prepare tally sheets,
 

separate for, buy and, sell transactions. The tally sheet
 

contains the name and number of the member with whom the
 

transaction was effected, the name of the scrip, the volume,
 

the rate and total amount of money or shares du-. The tally
 

sheet is not an official KSE document, but its preparation has
 

become standard due to its utility. However, since there is
 

no fixed format each broker may have a different format
 

corresponding with his internal accounting. Depending upon 

volumes transacted some brokers may prepare separate tally 

sheets by member. 

The selling member prepares, in addition to the tally sheet,
 

a contract slip. This slip is in triplicate and contains all
 

the information already noted on the tally sheet (Exhibit 7)
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CLEARING AND SETTLEMENT
 

The KSE has fixed a time for settlement between 4.00 pm and
 

6.00 pm on each trading day. During this time all members and
 

agents convene in the trading hall, with their respective
 

tally sheets and contract tickets. The parties to a
 

transaction confirm their trades, with the buyer accepting the
 

contract by signing the corresponding contract slip prepared
 

by the seller and affixing his stamp. The second copy is then
 

submitted to the KSE Clearing House. The selling member
 

collects all slips he has contracted and delivers them to the
 

KSE Clearing House. The Clearing House clerks input this
 

information to the computer2 .
 

All contract tickets must be submitted to the KSE before 9:30
 

am on the day following the day of the transaction.
 

This information iz processed by the Clearing House and a
 

number of reports are produced, which will be referred to
 

later.
 

The KSE clearing house is not supposed to accept contracts
 

which are not within the price fluctuations reported for the
 

day.
 

'At this stage all trades which were not recorded during
 
trading hours are recorded in the clearing house computer.
 
Therefore, Clearing House daily volume is much higher than daily
 
volume reported in the Fluctuation Sheet).
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PAYMENT AND DELIVERY
 

Payment for and delivery of shares takes place on the basis of
 
reports produced by the Clearing House and distributed to all
 
members. This process is discussed below with reference to
 
these reports.
 

Clearing & Settlement Schedule
 

Each month the Clearing House publishes a schedule according
 
to which clearing, settlement, payment and delivery take
 
place, during a fixed period of time. This schedule is
 
distributed to all members and through them to other end
users, who may have to make payments and tender deliveries in
 
this period. (Exhibit 8).
 

Daily Buying/Selling Position
 

These statements describe a meiiber's buying and selling
 
positions each day (Exhibit 9).
 

Weekly Clearin Position
 

There are two weekly clearing position statements. One
 
pertains to the amounts that are payable to or receivable from
 
members (Exhibit 10). On receipt of this order the buying
 
member deposits net payable amounts with the Clearing House.
 
All pay-orders or cheque should be deposited with the Clearing
 
House by 11:30 am, or latest by .12:00 noon on payment of a
 
penalty. After this time no payments are received.
 

The other pertains to the number of shares to be delivered to
 
counterparties (Exhibit 11). This functions as an advance
 
notice for the delivery of shares.
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Delivery Order
 

The shares delivery order (Exhibit 12) contains the name of
 

the scrip, number of shares to be delivered and the name of
 

the member to whom the shares are to be delivered. The
 

delivery order is prepared in quadruplicate, of wnich 3 copies
 

are sent to the member tendering delivery, while one is sent
 

as advance intimation to the buying member. On receipt of
 

this order the selling member enters share certificate numbers
 
on the delivery order form and confirms all other details of
 

the transaction. He then delivers the shares to the buying
 

member and obtains his seal on the order. One copy of this
 
order is retained by the seller, one by the buyer and third is
 

presented to the Clearing House. On show of these receipts to
 

the Clearing House, the net payment due to the receiving
 

member is made by the Clearing House. The depositing of funds
 

and delivery of shares must take place on the days specified
 

for clearing by the KSE. Members not conforming to these
 

clearing dates are considered to be in default, and incur the
 

penalties fixed by the KSE. The prevailing accounting period
 

is from Monday to Sunday and the corresponding clearing takes
 
place on the following Sunday.
 

Securities may be bought-in or sold-out in the event of
 
failure by any member to comply with the Clearing House
 

regulations.
 

The share certificates are accompanied by blank transfer deeds
 
with the signatures of the person in whose name they are
 

registered with the company, duly verified by the company, as
 
a 'transferor' on the transfer deed. The buying member
 

delivers the shares to his client or keeps them in his own
 

account, as the case may be. The buying member or client may
 

have the shares registered in his name in order to receive
 

benefits such as dividends, rights etc, or may keep the shares
 

intact for trading at a latter date.
 

The Clearing House charges a nominal fee for providing these
 

services.
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Transfer and Registration
 

Share, with verified, blank transfer deeds (Exhibit 13)
 
attached, are perfectly negotiable instruments. However, if
 
the buyer wishes to obtain dividend and rights benefits he
 
must have the title of the shares transferred to his name.
 
For this purpose he must contact the Shares Department of the
 
concerned company or their appointed Registrars. The
 
Registrar issues a receipt, endorsing the receipt of shares
 
for transfer (Exhibit 14). This receipt must be presented
 
when collecting transferred shares from the registrar. The
 
process of registration may take anywhere up to two months,
 
although the officially fixed time is 45 working days.
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UNIQUE FORMS OF TRANSACTIONS
 

Badla Transactions
 

A very large portion of financing to brokers, jobbers and
 

major investors is provided through a financing mechanism 

called "badla". A handful of brokers provide majority of 

badla loans. A member dealing in badla typically obtains 

financing against "liens" with different banks, over shares.
 

The financier himself operates as a custodian/bank, extending
 

loans to othe.-r members/agents.
 

All 'badla' arrangers depend heavily upon the clearing system,
 

especially for the monthly badla transaction. There are three
 

types of badla, the weekly badla, the monthly badla, and the
 

transfer badla.
 

Weekly Badla
 

A broker/agent, realizing that he cannot make payment on
 

account day enters into a Badla transaction with a Badla
 

Transactor. A contract is submitted to the Clearing
 

House under which the broker sells his position to the
 

Badla Transactor, who makes the required deposit with the
 

Clearing house. Then another contract is executed
 

whereby the broker buys back his position from the Badla
 

Transactor at a rate which incorporates interest for the
 

number of days involved in the badla. The contract is
 

then put into the clearing system on the next day (one
 

day after the settlement day, usually Monday). Thus, the
 

Badla Transactor transfers the borrower's risk to the KSE
 

system and only carries an overnight risk. As an
 

additional security he has possession of the share
 

certificates of the broker.
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Monthly Badla
 

It is basically the same kind of transaction as the
 

weekly badla, with a longer period of financing and a
 

cash margin kept by the financier (to guard against price
 

falls). In addition the date of the contract is not
 

stated.
 

If the value of the security falls below the badla price
 

the financier may do the following:
 

a) 	 put the contract in the clearing system so as to
 

safeguard his interest, or
 

b) 	 ask the seller to settle the account by either
 

paying or writing a new contract. This step has
 

become necessary after the recent failure of a KSE
 

member.
 

Transfer Badla
 

Transfer Badla is a form of margin lending. The
 

financier funds the investor for the period in which the
 

shares are sent for transfer (usually 45 days). A heavy
 

margin is imposed due to the relatively longer period of
 

financing. The margin can be either cash, additional
 

shares or price margin.
 

The initial contract is not routed through the clearing
 

house, as it is generally a spot transaction. In
 

addition, it is agreed between the parties that the
 

contract will not be put in the clearing system until the
 

whole process of transfer and verification is complete
 

and the shares are in final delivery form.
 

A second contract is executed so that the borrower buys
 

the shares from the financier at a rate which is equal to
 

the financing cost plus principal less dividends
 

received.
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Badla contracts are generally not considered as free market
 
trades, but as trades negotiated between the parties and in
 

most cases such transactions are not recorded as traded in the
 
fluctuations list for the day.
 

Loan Transactions
 

If seller is not able to deliver shares on a clearing day he 
contacts the buyer for deferment of the delivery of the 
shares. This is done by giving the buyer a cheque of the same 
amount ( at the current market price or the purchase price 
tendered by the buyer to the clearing house, whichever is 

higher) as deposited by the buyer to the clearing house. The 
buyer intimates to the KSE that he has received delivery which 

in turn releases payment to the seller. The buyer then 
executes a contract of the same of shares for the next 
clearing, and the seller makes another contract for the next 
clearing seller receives payment from KSE 

The Gola Transaction
 

In a Gola transaction a member's agent, taking advantage of
 
the market fluctuations, pockets the gain accruing to the 

member by executing an unauthcrized trade, clearing the 

previous transaction done on behalf of a client member. 

The Hawala Transaction
 

Where a member has bought a share at a price from one member
 
and later (same day) sells the same shares, the same quantity
 

and at the same price to another member (or vice versa) he may
 
request the buyer and seller to treat the transaction as
 
directly among themselves.
 

The basic aim of this transaction is to avoid paying double
 
commissions.
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CUSTODIAN SERVICES
 

Share certificates are currently held by private investors,
 

KSE brokers, large institutional investors (such as NIT and
 

ICP), or custodian banks. CustodidfL banks in Karachi
 
currently include Deutsche Bank, Standard Chartered, and
 

Citibank. Most of their current clients are non-Pakistani
 

investors.
 

Custodial functions include the safekeepinig of actual share
 

certificates, the settlement of all deliveries and receipts,
 

the sending of positions to the various registrars, the
 

collection of dividends and interest, the exercise of
 

corporate actions, and regular reporting to the beneficial
 

owners.
 

Each of these functions is seriously impacted by the physical
 

nature of the Karachi marketplace. Custodians face
 

limitations due to the amount of adequate vault space 

available for the great number of share certificates and 

transfer deeds. 

As the custodians are tending to act for large foreign
 

investors, their relations with their clients are seriously
 

impacted by the lack of a DVP (delivery vs. payment)
 

environment in Karachi. The banks are releasing payment to
 

brokers on Sunday and yet not receiving the share certificates
 
until the next day.
 

Many foreign investors insist that their local custodian does
 

not release the payment until Monday when the broker brings in
 

the actual share certificate, thereby refusing to accept a
 

level of broker credit risk.
 

Other custodians are performing settlements through the
 

current market practice and yet not clearly outlining who
 

exactly is assuming the broker risk.
 

Custodians must manually record each share certificate number
 
and track it's progress through the registration system. Given
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the risk of fraudulent or stolen share certificates,
 

inaccurate or unacceptable transfer deeds, and duplicate share
 

certificates floating through the system, custodian banks and
 

their clients remain at risk until shares are returned from
 

the registrars.
 

The large number of registrars means that the custodian banks
 

must continuously reconcile their positions with each
 

registrar.
 

In order to collect dividend income for it's customers, a
 

custodian must currently ensure that it's own records agree
 

with those of the company's registrar and then monitor tne
 

arrival of the actual dividend cheque. Custodians must also
 

be vigilant in monitoring other entitlements such as bonus
 

and rights shares.
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THE FASCOM FACILITY
 

The FASCOM facility is available to all members and any
 

outside party, on payment of a monthly fee. The present
 

system has been in operation for less than a year. The screen
 

is divided into 4 parts. (Exhibit 15). The top part
 

indicates the KSE index, previous and present volume, pluses
 

and minuses. Trading in provisionally listed scrips is
 

displayed on the far right. The lower two horizontal windows
 

represent the two ready boards. The information displayed
 

includes the name of the scrip and rate & volumes for each
 

recorded transaction.
 

IL is important to note that there are no labels for the data
 

in the sections below the top most.
 

It is possible to retrieve price (Hi Low) data for the past
 

one month from the existing database of the Clearing House.
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Exhibit 7 

CONTRACT TICKET 

THE KARACHI STOCK EXCHAtJGE (GUARANTEE) LTD.
 

CLEARING HOUSE
 

SELLER'S CONTRACT TICKET 

No. 3'2'.t : Clearing House Copy 

Name of Share / / 

Company Code 	 i 

Quantity I i 

Rate 

Date of Transaction " 

Seller's Name .J_ __ Buyer's Name. . .. 
Seller's Code _ Buyer's Code 

Seller's Signature Buyar's' Signature 

Rubber Stamp Rubber Stamp 

NOTE : 	 Without Seller's and Buyer's Rubber Stamp 
Transaction remain invalid. 

BEST AVAILABLE DOCUMENT
 



CLEARING & SETTLEMENT SCUEDULE 

DT. 	 2.' -- *.Y S 

_4e ,e n99rs,; v -Ada-
-32..1C992 ar 
05.5. 1992 	 Su-i! a v 

02. 	 M45~92~onday 
5.-.1902 Tueday 17.5.1sd2 

C- 5. 190 2 iiedne sd Y Sunday 
C9.5.1992 Saturda 
10.-.1992 	 Sunday 

0.3. 5. 1 92
 
12.5.1992 	 T'uesday 17.5.l992 

15.5.1992 	 ',ednesdey Sunday 
16.5.1992 	 Saturday 
17.5. 1992 	 Sunday 

04. 	 1q.5.199 Hcnday 
12.5.!992 Tuesday 1.5. 1992 
26.5.1992 Wednesday Sunday 
23.5.1992 Saturday
 
24.5.1992 Sunday
 

05. 	 P5.5.1992 1. day 
26,5.1992 	 Tuesday 7.6.1992 

a
27. .199	 .4ednesdaY Sunday
 
30. .1992 Saturday
 
21.5.1992 Sunday
 

N 0 T E7.6:99 

(1) 	 The above schedule is subject to Eppearance of MOON. 
DA 	 ist i.ay,(2) 7AY Friday 1992. 

(3) 	 The above dates are approved by the o' the loor
~Comritee. 

(a) 	 If a y necessi -y arises, the Stock Exchange reserves the 
richr tc alter or vary the above dates. 

( rsr . 7 C:',: ) 

REST AVAILABLE DOCUMENT
 



Ehibit 9 

DAILY BUYING/SELLING POSITION 
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Zaay '.ruZt..ze 'sA as.r, Cms 

:-2 4, _97 u :! Dicour.: Guarantee House Lt " ', . 

-: '1' 4 ::7: z=::( Qt:% al efzner- Lt. . ... loc- U.C - ... 
o ' 


.7' 	 :'= .,'o ... :340 [-= "e : .s Lz.t rn~ : .. 00 t:4o- ... l. 
,-, ...- 72.- ,t-Zna! y It:..k....L Ferlner .. 1000 .-TI x o Z uental Discount & Guarane mouse Lt--..500 st 0 1 1 .Or: . ........... 

,- Z / / 2 o.' 4 244- ot nto WuoarMills LZo . . c-.C.-- ....4 5 -sczunt. 	 1 .-,)0o Q; . . . ....;?-	 - , 7 -Z !7"4_"., " :-- en-ial : Guaratee ',=use L.- I O 1o..7:. 

o: , .41- 7:::,-4- Sb_, - -uoent-a: ^--scount I Guarantee mous, -- t .. ! l ' Vjnb' - .... l 
7- .=,f- _" '-.. " tc, ''._ - | Ao' ~ r .- " . .. 	 If: , TJ '. ..... T:(J, 

I. 41--- 92. 7Z4 :z::__ Nati..c--a l e irerv 	 . i~ . ,7 . . -. . ('' 

"'., a/€-'. H- KAA : S)H4-NG- (ZUAZ .ANTEZD) L M!1"n'. F'e v.:' 

=/:.Z. :&te : :6!. 4. ": ni.E" S -L. NIG :: $ IDS 	 %& " . . 

Date of TL=I:et No :Dofoan*1 company Name Quan.t'-ty R'ate Amounz 

7oe 0 

uver 

ransac-iion 


Sol !a- :o0e IS'' M!s .htarally/ Cas .m .Sons 

... 0 0z0.00 ...... 60' 
146 	 2b/ 4/92 --42476 2440 Quality Stan; Wori:s Ltd.-- _ 

- ' 
o:: I .9/ 4/92 -,42477 5,730 Pnenran Ban, Ltd. ... sr-00- ,)'9.00 .... : TS,. 

........ 700 ........... -f-

Total ,or Seller Coa 182 


BEST AVAILABLE DOCUMENT
 



WEEKLY CLEARING POSITION
 

PAYMENT
 

.....- . , ..r ... .o.,-; - : i-.., "t' . -" '..:S, . .
 

n7'i 

_____,lF _e -J e_'.E ___ T'o..
 
"'CU :rr-rinc sl;:_z.Asfoi:.'.,n , ji:;.r aba-'-zi,:. ., fCc' p'eriod : 

C.s
 

TDTAL A DOCUMENT 

__ ___ E ___,_._B ____ ."_______=_ BY'"';C . 'OUNT __ ' , _ t3r 

I_- :_ _ _ _ _ . .: S 

I If 

BETWEEN TC" 0"__________ 

L.-.2:, .. .i_ -.... . __ R-

BEST AVAILABLE DOCUMENT
 

http:sl;:_z.As


---------

Exhibit I 1 

WEEKLY CLEARING POSITION 
SHARES 

7H!.Z44-E4 STi 

.-. ioery "f..-r.c't- ., se)~Wi-.e: 
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Exhibit 11
 

WEEKLY CLEARING POSITION
 
SHARES
 

- :-'A-H C: .. . . . 

F=~~ : C ~ . . . . . .. .-.. 


BEST AVAILABLE DOCUMENT
 

Page 2 of 2
 



L.I.L"U. L J.4 

DELIVERY ORDER 

TZ -.K -,Z . ,--- -*-- ........ ....-. -- ,. . . . . - ,,r.. . . 

!vo. 6072 ,cq 
COijI . --'EF D,,"':. ,

m.,.', c,, 
,-LE/Ar'll'IJ.UaS.O::'>' ;rS 

CL A R -E...- C:. 0_: i7 DATE - r --

PLEASE DELIVER - -SHARES ," -. 

IN WORDS " 

TOMEMER I 

THE DATE OF DELIVERYIS -

!STINCTIVE NOS. OF SHARES 

,-. . 

.,TURE & RUBBER 

AMP OF DELIVERING 
-MSER 

. 

3NATURE & RU3aBR. ,_ 
OF RECEI__I_ 

.MBER 

: 7"7'/
from 

from 

from 

from 

from______________________ 

from 

from 

from 

from 

from 

from_fror.. 

from 

from 

from 

from___tc 
from_ 

0to 

to_ 

To 

to___ 

.0 

to_ 

to_ 

to 

to 

to 

to. 

to 

to_ 

-to_ 

to__ 

-

_ 

7 

__ 

_ _._ 

CHIEF 

Nc. of Sha 
,_ 

L'___ I 

Carried forward 

NO. LSIdz ,o 

N. 0 -r, 

BEST AVAILABLE DOCUMENT
 



Exhibit 13 

TRANSFER DEED
 

FolioDEED
TRANSFER 

LimitedThe 

I/We 
of in consideration of the sum of Rupees 

paid to me/us by 

of _ hereinafter called the transferee(s), do hereby transfer to the 

said transferee(s) Ordinary/Pbrtference Shares numbered 

standing in my/our name 

Limited, to holdin the books of 

unto the said transferee(s), his/her/their executors, administrators arid assignees subject to the 

several conditions on which I/We hold the same at the time of execution hereof, and I/We, the 

said transferee(s) do hereby agree to take the said shares subject to the same conckions. 

As witl~ess our hands the day of 

One thousand nine hundred and 

Signed by the above named Transferor 
transferor in the presence of (Seller's)

Signatu'e _______________________ 
_ _ _ _ _ _ _ _ _W itness 

Occupation 

Address 

IWe hereby declare that I am/we are National(s) of 
Pakistan and I am/we are nor minor(s).

Signed by the above named 

transferee in the presence of Transferee 
(Purchase, 's) 

Witness Signature 

Occupation Occupation 

Address Address 

Received transfor fee Rs Purchaser's Specimen Signature 

o__i ,_ 

Entered in Rogister of Transfer No. 

Approved 

Director 

on 

SULTAN GHULAM HUSEIN DATTOO 

25, Karachi Stock Exchange, Kara.hi-2. 

;hones : 2411689 -2416470 

//(~.2
 



Exhibit 14
 

RECEIPT FOR TRANSFER OF SHARES
 

-1dusriaICapita! Mcdar':na 

I-NAEEPy ATIONAL INWEJ rRIAL fJAN/,G1;M=)N JTrwr V.'.TEC 

F.EGSTARS : 

Noble Comnputer Services (Fr~'ate) Ltd. 
Shres Deparmenl, Firs[ Floor, Al-Manzcor 2'-.dirn, 

D:. Ziauddi.i An-mf, d,:-d.R K..rawhl. 
Tel .29 -;0. 211404 2C3 0.21577 

RECEIPT FOR CERTIFICATES (S) LOflGED FOR TRANSFER 

Receipt No. I Date 

Translere's Name •,.II;.zJ :!.s ,

;;J.BROF NU ME'" R"0 NUMEER OF UNITS FOLIO S-.'.7,''S
CERTIFICATES T'RANSFER DEEDS 

S._ ,. - . 

NOTE: FortINDUSTRiAL CP'Lt"• - , 

This receial mr:Ct be car.'uii;Y pi..ervef,-- by the 

as Ine Cc.r,.rrny req'i;es ii Ic be re:L ,.-, duly
dischnxoed 3n the :u',er::e L:,fore ti,',:ry oI 

certificales-s). Subject to tne npprova! o, the Di-ectors, RE iSTRA 
,th cerfclc ,.(fi we(c.rr a-i ' rady wilhin- i! Ue 45 

wor:ing day'-. 

BEST AVAILABLE DOCUMENT 

http:�,.II;.zJ


Exhibit 15
 

FASCOM SCREEN
 

Current Statistics Cleared List 
P. Volume P. KSE 100 [ [Name of Company Rate 
C. Volume C. 100_[_]__KSEI10 _ 

+ - N. Change Z11 [ 

Ring Name of Company Rate Turnover 1 l Fluctuations -
A 

RingB ____ ! ___ I 

off- i! [] 

the-
Board _ Fii 1 1 

II 

SHADED AREA INDICATE INFORMATION DISPLAYED 
IN PLACES WHERE NO DATA LABLES ARE GIVEN ON THE SCREEN, 
THE INFORMATION DISPLAYED IS INDICATED WITHIN THE SHADED 
AREAS, FOR PURPOSES OF THIS EXHIBIT 

/ A
 



APPENDIX
 

THE KARACHI STOCK EXCHANGE
 
RULES AND REGULATIONS
 

A Summary
 



GENERAL RULES AND REGULATIONS
 

1. 	 A member may resign from the Exchange by giving one month's
 

notice in writing to the Secretary of the Exchange.
 

2. 	 The Board may by a resolution expel any member who has made a
 

false declaration on his application or has been convicted of
 

a criminal offence.
 

3. 	 The expulsion or suspension of a member should not affect the
 

right of his creditors.
 

4. 	 A member may employ a number of authorized clerks fixed by the
 

Exchange (this number stands at 8 at present).
 

5. 	 The authorized clerks shall be allowed to be appointed upto
 

June 30th each year and therefore fresh applications will have
 

to made each year for the continuation of such clerks.
 

6. 	 An authorized clerk shall not make bargains in his own name or
 

in any name other than that of his employer.
 

7. 	 The authorized clerk as the agent of the member has the power
 

to bind the member in transactions made on his behalf.
 

8. 	 A member and his authorized clerk when on the trading floor
 

must wear a badge, or carry it on his person.
 

9. 	 Whenever any disputes arise between Members they will be
 

referred to the Arbitration Committee.
 

10. 	 A member who has been declared a defaulter shall at once cease
 

to be a member of the Exchange. Defaulters may be readmitted
 

to the Exchange at the direction of the Board.
 

/ (2 



LISTING REGULATIONS
 

1. 	 The Exchange shall decide the question of granting permission
 
for listing of a scrip within a maximum period of 3 months
 
from 	the date of application.
 

2. 	 The Exchange shall not be bound by the request of the company
 
to remove its securities from the Ready Quotation Board or
 
Cleared List.
 

3. 	 The Exchange shall be authorized to suspend any shares from
 
the Ready Quotation Board or cleared list.
 

4. 	 Articles of Association of a company not deemed by the
 
Exchange to be in conformity with the Regulations shall, upon
 
being called upon by the Board, be amended.
 

5. 	 Application for listing must be accompanied by:
 

- Memorandum and Articles of Association
 

-
 Copy of certificate of Incorporation
 

-
 Copy of certificate of Commencement of Business
 

- Copy of Feasibility Report in case of new project
 

-
 Copy of permission for setting up Industrial Units
 

- Copies of the title deeds of land
 

-	 Copies of 
contracts with foreign participants
 

-
 Copies of Letters of Credit established in favor of
 
Machinery Suppliers.
 

- Copy of consent order issued by the Controller of
 
Capital Issues.
 

-	 Copy of authorization for floatation of Modaraba by the
 

-	 Registrar of Modaraba Companies.
 

- Name of Directors alongwith directorship of other 
companies listed on the Exchange. 

- Draft Prospectus/Offer for sale 

- Auditors' certificate for the amount subscribed by the 

promoters/directors/associates. 

- Copies of the agreements relating to issue of securities 



for consideration.
 

Copy of underwriting agreements.
 

Statement of audited accounts for the last 5 years if a
 
company is in operation for such a period.
 

Statement showing the cost of the project and means of
 
finance.
 

Copies of the approval - application under Income Tax
 
Ordinance, 1979
 

Copies of consent letters from Bankers to the issue.
 

Application for submission of undertaking and payment
 
of fees.
 

Copy of approval of prospectus from CLA
 

Any other documents as may be required by the exchange.
 

6. 	 Minimum required paid-up capital is Rs.20 million.
 

7. 	 No company shall be listed unless it was made a public issue
 
which is subscribed by not less than 250 applications.
 

8. 	 Prospectus shall be submitted to & cleared by the Exchange
 
before application for approval to CLA.
 

9. 	 Allotment letters and the share certificates shall be issued
 
in such marketable lots as may be app.Loved by the Excihanqe.
 

10. 	 Applications for shares shall be accepted only through bankers
 
to the issue, whose names shall be included in the prospectus.
 

11. 	 The sponsors will not participate in the public subscription.
 

12. 	 The company shall inform the Exchange of the subscription
 
received and submit ballot register in case of over
 
subscription.
 

13. 	 The company shall take a decision within 10 days of the
 
closure of subscription list as to what applications have been
 
accepted, and money in case of unsuccessful applications shall
 
be refunded.
 

14. 	 Allotment letter or share certificates will be dispatched
 
within 30 days of closing of subscription, and allotment
 
letters shall be exchanged for shares within 60 days.
 

15. 	 A company defaulting on regulations of KSE will pay a penalty
 
of Rs.500 per day.
 



16. 	 The company shall, within 30 days of closing of subscription
 
list pay brokerage to the members of KSE at a minimum rate of
 
one percent of value of shares sold through them.
 

17. 	 The company shall complete shares transfer and have ready for
 
delivery share certificates lodged for registration of
 
transfer within 45 days of application.
 

18. 	 Company shall give 21 days minimum notice to KSE prior to
 
closure of Shares Transfer Books.
 

19. 	 The company shall not charge any transfer fee for transfer of
 
shares.
 

20. 	 The company will advise the KSE on declaration of any
 
dividends, rights etc. 15 days prior to book closure.
 

21. 	 300 copies of all financial reports must be sent to KSE not
 
later than 21 days before a meeting of shareholders is held to
 
consider the same.
 

22. 	 AGM of a listed company must be held within 6 months following
 
the close of its financial year. Application for extension of
 
time can be made.
 

23. 	 KSE must be informed immediately of any decision to change
 
authorized, issued or oaid-up capital.
 

24. 	 A company applying for listing will pay an initial listing fee
 
equivalent to 0.1 per cent of the paid-up-capital subject to
 
a maximum of Rs.5,000,000.
 

25. 	 Whenever a listed company increases the paid-up capital of any
 
class of shares it shall pay KSE a fee equivalent to 0.1% of
 
such increase.
 

26. 	 Annual listing fee shall be payable before 30th September, of
 
each calendar year.
 

Paid-up-capital Annual Fee
 
(Rs)
 

Upto 	Rs. 10 million 2,500 
Rs. 10 - 20 million 5,000 
Rs. 20 - 30 " 7,500 
Rs. 30 - 40 10,000 
Rs. 40 - 50 12,500 
Rs. 0 15,000 

27. 	 A company applying for enlistment shall in addition to other
 
fees, pay a sum cf Rs.2,500 as service charges.
 

/IC)
 



CLEARING HOUSE PROCEDURAL MANUAL
 

1. Any member of the Exchange may become the member of the
 
Clearing House by paying an initial deposit of Rs.20,000/-.
 
The deposit is refundable and may be withdrawn by giving a
 
proper notice in writing.
 

2. 	 All the transactions in an "Accounting Period" except "SPOT"
 
are cleared through the Clearing House. The settlement days
 
are specified in advance and are notified by the Clearing

House. At the end of the accounting period, the Clearing

House works out the net position of every member in every

scrip in which the member has dealt. It will then calculate
 
how most economically the deliveries and receipts of shares
 
shall be settled. The net balances are adjusted either by
 
giving a cheque/payorder to the Clearing House or receiving a
 
cheque from the Clearing House. The instructions with regard
 
to settlements are given in advance by the Clearing House.
 

3. 	 The transactions are reported to the Clearing House by the
 
selling members by submitting a copy of Contract Ticket duly

stamped and signed by the buying member or his authorised
 
person. The contract ticket should have complete details of
 
the transactions indicating the name of scrip, quantity, rate,
 
date and code number of the members concerned.
 

4. 	 Settlement of all the deliveries and payments will be routed
 
through the Clearing House as per delivery orders on the
 
specified days.
 

5. 	 The "Accounting Period" and the "Settlement Day" for the
 
transactions may be changed by the Exchange as and when found
 
necessary:-


The usual accounting period and settlement day are as under:-


Accounting Period 	 Settlement day
 

Monday to Sunday 	 following Sunday
 

It is important to note that the Contract Tickets are executed
 
on same day of deal in order to avoid any dispute.
 

6. 	 All contract tickets must be submitted to the Exchange before
 
9.30 a.m. the following day. If the contract tickets are not
 
received before specified time, the members shall be liable to
 
a penalty which may be prescribed by the Board of Directors
 
from time to time.
 

7. 	 The Clearing House shall prepare the Delivery Order in
 
quadruplicate three copies of which are sent to the member
 

,1// 



tenderina delivery, and one copy is sent to the member
 
receiving delivery as an advance intimation.
 

8. 	 Securities may be bought-in or sold-out in the event of
 
failure by any member to comply with any of the Rules
 
applicable to deliveries or payments.
 

A verbal notice from the office of the Exchange shall be
 
sufficient notice to the defaulting member for the purpose of
 
such buying-in or selling-out.
 

9. 	 Stamp duty payable to the Government for transfer of Shares is
 
known as "transfer charges" are to be born by the buyers.
 

10. 	 When the Share Certificates issued by the company after
 
registration of transfer, neither the selling Member nor the
 
buying Member shall be personally responsible to any person
 
for any subsequent dispute or claim to the title unless bad
 
faith or fraud is alleged against such Member.
 

11. 	 An Odd Lot is that quantity which is not divisible by
 
stipulated "market lot" of each listed security. Since odd
 
lots transactions are not settled through Clearing House and
 
such transactions are to be settled on mutual agreed prices
 
etc. The Exchange shall not entertain any dispute arising out
 
of such transactions.
 

12. 	 Spot Transactions are normally settled on the same day or
 
within 24 hours from the time of their execution of the
 
transaction. In case of non-delivery or non-receipt, the
 
Exchange shall immediately after giving 24 hours notice to
 
the defaulting member shall square-up such transactions.
 

Normally Spot transaction are started before 10 to 15 days of
 
the commencement of such Book Closure notified by such
 
company.
 

13. 	 The Service Charges are payable both by the selling and
 
purchasing members as per the scale of such charges
 
prescribed.
 

14. 	 The members are responsible for verifying the accuracy and
 
correctness of details in all documents prepared by the
 
Clearing House/Computer Dept of the Exchange and presented to
 
such members for their verification.
 

15. 	 Payments will not be acceptable from the members after 12.00
 
noon. The shares receivable by such defaulting members will
 
be received by the Exchange and shall be sold out in the open
 
market at the risk, cost and consequences of the member
 
concerned.
 



REGULATIONS FOR TRADING
 
IN
 

PROVISIONALLY LISTED COMPANIES
 

1. 	 Any company whose listing application has been approved and
 
whose prospectus has been cleared by the Exchange is
 
provisionally listed for trading, on the next day of
 
balloting, and until the day previous to the day of its being
 
formally listed on the Ready Quotation Board.
 

2. 	 Every member desiring to do business in shares of
 
provisionally listed companies, shall notify the secretary in
 
writing and send in a cheque for Rs.2500/- as basic deposit
 
for each scrip traded provisionally. This will entitle the
 
member to do business of no more than 25000 shares. Members
 
desiring to do business of larger volumes must deposit with
 
the Exchange an amount prescribed thereof.
 

3. 	 The Exchange shall determine the maximum number of shares that
 
can, at the close of any business day remain outstanding in
 
that scrip in any members account.
 

4. 	 All deposits for a particular scrip shall be subject to first
 
lien for payments to be made against transactions outstanding
 
in that scrip.
 

5. 	 Each member shall enter all transactions in the note books
 
stamped and issued by the Exchange, and only entries in such
 
note books shall, in case of disputes, be declared to be
 
valid.
 

6. 	 All contract slips shall be prepared, on the forms prescribed
 
by the Exchange, by sellers. Only contact slips signed by
 
both parties shall be considered valid.
 

7. 	 All transaction entered into on a trading day must be
 
registered with the Exchange before 5.15 pm on the same day.
 
Registration of transactions after this time will be received
 
the next day upto 11:00 am, on payment of Rs.100 penalty.
 

8. 	 Only such contracts shall be accepted by the Exchange as are
 
within the highest and lowest range of rates published by the
 
Exchange.
 

9. 	 Specimen signatures of members/agents will be checked against
 
contracts before acceptance by the Exchange.
 

10. 	 If a member enters into contracts beyond his deposit limit, he
 
must make payment of the balance to the Exchange else the
 
excess business shall be squared up by the Exchange in the
 
open market.
 

11. 	 There shall be a clearing at least once a week at the closing
 



rate of the day to be announced by the Exchange.
 

12. 	 In case of 100% fluctuation in the price of any share of
 
provisionally listed companies from the first clearing rate,
 
the trading in that particular company shall be stopped until
 
the company is officially listed.
 

13. 	 Outstanding business of all transactions till the previous to
 
the company being listed, shall be transferred to the Ready
 
Clearing House at the final clearing rate.
 

14. 	 In event of listing being refused by the Exchange, all
 
transactions become will and voir, and shall be refunded to
 
the respective members.
 



RULES FOR READY DELIVERY CONTRACTS
 

1. 	 All ready delivery contracts entered into on a business day
 
during any week shall be settled on every Thursday the
 
following weeks unless otherwise ordered by the Board.
 

The seller shall deliver securities in marketable lots with
 
necessary transfer forms, to the buyer before 2 p.m. on
 
Thursday, and the buyer shall pay for them before 5 p.m. on
 
that day.
 

In case of default the buyer shall have the right to buy-in
 
the same after giving notice on the following day.
 

If the buyer fails to take up and pay for the securities, the
 
seller shall have the right to sell out the same after giving
 
notice on the following day to the member in default.
 

The member in default shall be liable for any damages which
 
may arise from buying-in or selling out.
 

2. 	 Unless otherwise specified at the time of sale, it shall be
 
deemed to have been agreed between the parties to give and
 
take delivery of shares or debentures only in market lots as
 
defined below:
 

Shaces of the face value of Rs.10/- and under one
 
certificate and one transfer for every 100 shares.
 

Shares of the face value exceeding Rs.10/- but not
 
exceeding Rs.40/- on certificate and one transfer for
 
every 50 shares.
 

Shares of the face value exceeding Rs.49/- but not
 
exceeding Rs.99/- one certificate and one transfer for
 
every 10 shares. Shares whose face value exceeds Rs.99/
one certificate and one transfer for every 5 shares.
 

Shares the market price of which is Rs.l,000/- or above
 
per share; one certificate and one transfer for each
 
share.
 

Shares of the State Bank of Pakistan, one transfer and
 
one transmission form for each lot of 5 shares.
 

3. 	 Buying-in and selling-out must be effected by the Secretary of
 
the Exchange in the open market during the Official Business
 
Hours. Only members may make a bid of offer. The charges for
 
buying-in and selling-out shail be such as may be fixed by the
 
Board from time to time.
 

4. 	 The shares of a Company shall not be bought-in or sold-out
 
while its transfer books are closed for payment of dividend or
 



bonus or the receipt of calls or for any other reason.
 

5. 	 All contracts due for settlement on holidays shall be settled
 
on the business day next following.
 

6. 	 The buyer is entitled when paying for shares on which a
 
dividend, interest, bonus etc., ha3 been declared, to deduct
 
the dividend, interest, bonus etc., provided that the member
 
of the Exchange through whom the transaction is effected shall
 
be personally responsible for effecting adjustments between
 
the buyer and the seller when the dividend is actually paid.
 

7. 	 Stamp duties payable to Government and fees charged by a
 
company registering transfers of shares and known as 'transfer
 
fees' shall be paid by the buyer.
 

8. 	 The buying member or one of his clerks shall be present in the
 
Settlement Room for the purpose of receiving and making
 
payment for shares and securities and the selling member shall
 
not be obliged to deliver the shares and receive payment at
 
the office of the buying member.
 

9. 	 The buyers shall be entitled to receive all interests,
 
dividends, bonus, rights and privileges which may appertain to
 
shares bought and for the payment or declaration of which the
 
transfer books shall have been closed during the pendency of
 
the contract.
 

10. 	 When securities are sold cum-rights and are delivered after
 
the closing of the transfer books for rights and when a new
 
security cannot be obtained by letters of renunciation, the
 
Board shall fix a price which may be deducted by the buyer
 
from the purchase money of the old securities.
 

The buyer shall pay this price, namely, the balance due on the
 
contract when the seller delivers the new securities at any
 
time on or before the day fixed by the Board for the
 
settlement of rights.
 

11. 	 A member who has received payment against delivery of
 
necessary documents shall be personally responsible to the
 
member to whom the same are delivered for their title,
 
7,egularity and genuineness provided the documents are lodged
 
with the company for registration by or on behalf of the
 
purchaser or any subsequent purchaser within two years of the
 
date of the receipt of such documents, or if the books of the
 
company are closed earlier for the payment of dividend, or
 
entitlement of bonus shares, then, upto the said period of
 
book closure.
 

12. 	 Sale of shares is not conditional on the company transferring
 
the shares to the name of the buyer. The only obligation on
 
the seller on the sale of shares is to tender delivery of the
 
necessary certificates with a properly executed transfer deed.
 



13. 	 When the official certificate of registration of securities
 
bought has been issued by the company concerned, neither the
 
selling member nor the buying member shall be personally
 
responsible to the buyer for any subsequent dispute to the
 
title unless had faith or fraud is alleged against such member
 
or unless such member has dealt on his own account.
 

14. 	 The Trading Hall shall be opened to Members on every business
 
day at 10.00 a.m. and shall remain open till 1.45 p.m. except
 
on Fridays when it shall open at 9.45 a.m. and will close at
 
12.15 p.m.
 

15. 	 The opening and closing of the hours of business shall be
 
announced by the ringing of a bell and a warning bell shall be
 
rung fifteen minutes befcre the closing.
 

16. 	 No bargain shall be made before or after the hours fixed for
 
business.
 

17. 	 Member shall render contract notes to non-Members in respect
 
of every bargain made for such non-members accounts, stating
 
the price at which the bargains has been made. Such contract
 
notes shall contain a charge for commission at rates not less
 
than the scale prescribed by the Exchange.
 

A contract note shall be signed by a member or by his duly
 
constituted Attorney.
 

18. 	 A member may receive brokerage from more than one constituents
 
on a transaction carried through directly between two non
members; and in such case the contract note shall state that
 
the bargain has been made between non-members.
 

19. 	 Brokerage shall be charged and collected upon the execution of
 
all orders for the purchase or sale or carry over of
 
securities on account of others. This brokerage shall be at
 
rates not less than the scales prescribed in Appendix 'A' and
 
shall be not and free from any rebate, return discount or
 
allowance made in any shape or manner or by any method or
 
arrangement direct or indirect.
 

20. 	 A bargain for ready delivery shall be for delivery and payment
 
before 3.00 p.m. on the business day next following the
 
bargain. If such day is a Saturday, or a holiday delivery and
 
payment shall be made on the business day next following.
 

21. 	 Brokerage shall be charged by Members on the purchase or sale
 
of stocks, shares and like securities at not less than the
 
following rates:
 

There shall be a minimum charge of Rupee one on each
 

transactions:

(a) 	Brokerage on interest-bearing securities
 



On all Government securities ...... 	Paisas 12 per-cent
 
on the face value.
 

On Municipal or Port Trust Deb. Paisas 25 per cent
 
On Joint Stock Debentures Paisas 50 per cent
 

(b) 	Brokerage on shares, i.e. preference, ordinary
 
preferred Ordinary, and Deferred calculated on the
 
contract price of the shares:
 

Upto Rs. 5/- 12 Paisa per Share 
Above Rs. 5/- to Rs. 25/- 25 . . " 

" Rs. 25/- to Rs. 50/- 50 
Rs. 50/- to Rs. 75/- 75 " 
Rs. 75/- to Rs. 100/- Re. I/- " 

" Rs. 100/- to Rs. 200/- Rs. 1.50 
" Rs. 200/- to Rs. 300/- Rs. 2/- " " 

and an additional 50 paisas for every Rs.100/- or part thereof
 
above Rs.300/-.
 

22. 	 Subject to maximum of 2% a member may charge brokerage at
 
rates not exceeding 1 1/2% per month on the amount of the loan
 
against securities of Joint Stock Companies.
 

23. 	 Subject to a maximum of 1% a member may charge brokerage at
 
rates on exceeding 1.8% per month on the amount of loans
 
against securities of the Government of Pakistan and India,
 
Provincial Governments, debentures, and stocks of Port Trust,
 
Municipal Corporations and such other securities.
 



FORWARD DELIVERY CONTRACTS
 

1. 	 Any member deriving to do forward business shall notify the
 
Secretary in writing & deposit a cheque for Rs.2,500/- as
 
Basic Deposit for each scrip which will entitle a member to do
 
business of not more than 2,500 shares.
 

2. 	 Members wishing to do business of more than 2,500 shares may
 
do so by depositing with the Exchange a specified amount (not
 
less than Rs.l.00 per share).
 

3. 	 The maximum outstanding business of each member in each scrip
 
in each settlement shall not exceed 150,000 shares.
 

4. 	 For the purpose of deposit during the period of two
 
settlements running concurrently, purchase in one settlement
 
shall not be adjusted against sale in the other.
 

5. 	 All deposits shall be subject to first lien for payments to be
 
made in forward business registered with the Exchange.
 

6. 	 No offer to any specific member will be allowed to be made.
 

7. 	 Contracts shall be for the months specified by the KSE.
 

8. 	 All contracts must be sent for registration with the Exchange
 
before 5:15 pm the same day. Registration may be received the
 
next day on payment of Rs.100/-.
 

Only contracts which are within the highest and lowest range
 
of the day as officially published shall be accepted by the
 
Exchange.
 

10. 	 Clearing will be done at least once a week. There shall be a
 
special clearing or Hella in case of rise/fall of Rs. 1 or
 
more per share, from the last clearing rate.
 

11. 	 Deliveries of shares shall be completed within 2 consecutive
 
working day.
 


