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EXECUTIVE SUMMARY 

This report, by Capital Markets Development (CMD) project subcontractor Frank Wllson, 
discusses and proposes ImplementatIOn plans 10 three areas self regulation, market surveIllance, 
and codes of conduct and ethiCS Many of the recommendattons have been 1Ocorporated 1Oto the 
1999 Work Plan 

SectIOn One dIscusses the most common elements of self regulatory organIzatIons (SROs) 10 the 
secunties 10dustry The concept of self regulatIOn IS premised upon the Idea that members of an 
10dustry take an actIve role 10 organlZ1Og and regulat10g theIr own operations, WIth the objectIve 
of1Ocreas1Og theIr profeSSIOnalIsm and credibilIty 10 the eyes of the pubhc Under a legal 
framework establIshed by the government as well as cont1Ou1Og government overSight, many 
SROs serve as the pnmary regulatory bodIes 10 the secuntles mdustry The functIons performed 
by these SROs mciude admimstenng qualIficatIOn exammatlOns, operatmg market surveIllance 
systems, determm10g complIance or non-comphance WIth secunttes laws and regulatIOns, 
ensunng frur dealmg and professlOnahsm, and momtonng the completeness and accuracy of 
finanCIal reports 

The second sectIOn of this report prOVIdes an actIOn plan for ImprOVIng Egypt's market 
surveillance system, one of the CapItal Market Authonty's (CMA) key ObjectIves The sectIOn 
bwlds on analysIs and suggestIons m a 1997 report by the regulatory arm of the NatIOnal 
ASSOCiatIOn of Secunnes Dealers (NASD-R) and U S Secuntles and Exchange CommISSIon 
(SEC), and prOVIdes an acnon plan to Implement the proposed changes dunng the current year 
Imtlally, the market surveIllance system WIll be operated by the CMA, but as the Cairo and 
Alexandna Stock Exchanges (CASE) demonstrates the capaCIty to operate such a system, thiS 
responsIblhty wIll be transferred to It After the transfer, the CMA WIll assume an overSIght role 

The final sectIOn of this report outlmes an ImplementatIon plan to produce both a code of conduct 
handbook for CASE members and a code of ethICS handbook for CASE employees CASE 
requested assistance on both handbooks dunng the current year, and as a result, the project has 
mciuded thiS actlVlty 10 Its 1999 Work Plan 
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SECTION I 

Self Regulation m the Secuntles Industry 

A Self Regulation Generally 

On the world scene, self regulatory orgaruzations (SROs) may be orgaruzanons wruch are 
marketplace operators (exchanges) and those wruch are not (usually associanons) They may be 
both regulators and market operators (the U S mode) or those whose purpose and function IS only 
regulanon (the U K mode) The former are usually exchanges or operators of orgaruzed markets 
The latter are usually the assocIanons EIther concept IS VIable and has worked successfully m 
several countrIes Even when the functions are separated, market operators are stIll SROs m respect 
to the operatIon of theIr market places Tlus IS the case m the UK, where market operators are not 
SROs but they have the mdicia of such m overseemg theIr markets 

There may be one regulatory orgaruzanon m a country or more than one If only one, Its 
responsibIlIty covers the whole mdustry If more than one, mdlVIdual self-regulatory responslbIllnes 
are usually hmited-for example, to members of an exchange or asSOCIatIon, such as brokers or 
merchant bankers If the SRO were, say, for the brokerage or merchant bankmg segment of the 
mdustry (an asSOCIatIon), It probably would not operate a marketplace but would closely coordmate 
Its actIVItIes With marketplace operators (exchanges) 

Havmg a smgle SRO IS advantageous because It IS cheaper for the mdustry to operate one, rather 
than more than one, organtzatIon, and the pOSSIbIlIty for havmg uruform regulatIon IS greater 
Nevertheless, wrule there may be benefits to a smgle SRO, such an outcome IS not feasible 
everywhere for VarIOUS reasons-e g , pohncal and orgaruzatIonal conSideratIons 

Whatever the system, If there IS to be self regulanon, It IS unportant that It cover the ennre segment 
of the mdustry to wruch It appbes In other words, If It IS mtended that the brokerage segment of the 
mdustry IS to be governed by self regulanon, all brokerage firms and theIr employees should be 
covered by one or more SROs If only a part or segment of an mdustry (rather than all of an 
mdustry) IS brought under self regulation, a level playmg field would not eXist 

B Regulatory Oversight 

IrrespeCtIve of the system, It IS Imperanve that there be close oversIght of the operanons of SROs 
by the government regulator, the CMA m the case of Egypt Close oversIght by the government 
regulator adds to the credIbIlIty of the SRO and prevents those representanves of the membersrup 
currently m power from takmg advantage of those who are m a dIfferent pOSItIon In all known self
regulatory systems, the SRO IS subject to overSIght by the government secunnes regulator from 
wruch It generally receIves the nght to act as such m the first place The government regulator also 
usually has the authonty to Withdraw an SRO' s registratIon If It fads to properly dIscharge Its 
regulatory responSlbIbtIes 

Government oversight of SROs IS extremely Important, not only to add to theIr credIbIlIty but also, 
and Importantly, to guard agamst the purSUit of self mterest m the dIscharge of regulatory 
responsIbIlItIes The regulatory actIVItIes of the government and the self regulators should 
complement each other, and they should work together m a spmt of cooperation 

The Idea behmd self regulatIon IS that It proVIdes day-to-day regulatIon as a complement to a 
government secunnes regulator's broader responslbIllnes dealIng With polIcy and egregious 
VIolatIons oflaw Therefore, an exchange SRO, among other thmgs, admmtsters quallficanon 
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standards, operates market surveillance programs dtrected toward uncovenng abuses such as 
mslder tradmg and market marupulatlOn, and conducts penodtc on-SIte mspectlOns of Its members' 
actlVltles to determme comphance or non-comphance Wlth the law, rules adopted thereunder, and 
Its own rules It also closely morutors the capItal adequacy of member firms (ensunng comphance 
Wlth CapItal rules, If any) by, for example, reqrunng the penodtc filmgs of finanCIal reports and 
reVleWlng such reports m on-site mspectlons An SRO also momtors the accuracy of record keepmg 
by members and other areas of conduct, such as customer protectlOn and rules govermng sales 
practlces An SRO should also reqrure on-SIte mspectlons of all members on at least an annual 
basIS These same pnnclples apply to self regulatory assoclatlons 

In addttton to exchanges and assoclatlons, orgaruzatlons such as clearmg corporattons and 
deposltones are deSignated as SROs m some countnes TIns paper IS hmlted to exchanges and 
secunttes mdustry assoclattons, but the concepts are equally appltcable to other areas of the 
mdustry 

C Premise of Self Regulation 

A fundamental premlse of self regulatton IS protectlng the pubhc mterest Inherent m tills premlse IS 
that an SRO cannot operate for the pnmary benefit of the members of the organlzatton Therefore, 
Its guldmg pnnc1ple must be the protectlon of the pubhc mterest and mvestors 

For selfregulatton to be successful, It must have the total support of the government-hopefully 
eVIdenced by a statutory grant of authonty, or regulatory mandate, wIDch also specIfically delmeates 
the responsiblitttes and obhgattons of the SRO(s), mandates that all secunttes orgaruzatlOns domg 
busmess Wlth the pubhc be members thereof, and lays out the relattonshtp between the SRO and 
the government's regulatory authonty 

Important to the successfullmplementatlOn of self regulatIon IS that the close government oversIght 
menttoned above 15 effecttvely, effiCIently, and frurly admmtstered, but that the government IS not 
dtrectly mvolved m the SRO, as tills could sttfie truttatIve and creattve thlnkmg In some countnes, 
government representatton on the SRO's govermng board IS eIther reqUlred or authonzed, but thts 
type of representatIon IS not adVIsable m the long term and 15 antlthetlcal the concept of self 
regulatton However, m certatn translttonal situattons, It may serve a short-term good 

In addItIon, self regulatton m the generally accepted mternatlOnal context embodtes the prermse that 
members of the mdustry set standards for theIr busmess conduct for the purpose of enhancmg theIr 
mdustry's professlOnabsm and stature m the eyes of the publtc The concept ofselfregulatton also 
embodtes the prermse that the pnmary enforcement of ethIcal standards and prOVISIons of the law IS 
conducted by peers, not by a government body In tills respect, the standards of conduct estabhshed 
by SROs often go beyond the currently estabhshed legal and ethtcal norms The Important pomt 
here 15 that It 15 peers of the accused, schooled m the ways of the market, who SIt m Judgment, 
usually subject to an appellate process The rules and other standards are, for the most part, 
formulated by professlOnals knowledgeable m the nuances of the secuntIes busmess, presumably 
experts m the subject area Nevertheless, government approval IS reqUlred m nearly all sltuatlons 
Fmally, the sancttons Imposed on VIolators can, dependmg upon the seventy of the Vlolatton, bar a 
firm from further mvolvement m the secuntIes mdustry 
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o Rules of SROs 

Generally, SROs' rules are dlVlded mto four areas adrrusslon, marketplace, conduct, and 
procedural rules Tlus sectlon chscusses the common aspects of these types of rules 

01 Admission Rules 

AdrrusslOn rules govern the entry of persons or firms mto the secuntles busmess and many tlmes 
mvolve the passage of wntten quallficanon exarrunatlons to ensure professlOnal fitness These 
adrruSSIon reqwrements are often tailored to the Jobs mdtvtduals WIsh to pursue m the mdustry
e g , salesman, trader, and pnncipal of a firm Usually, the SRO determmes the content of the 
quallficatlon tests and ensures that thIs content IS m keepmg WIth the tlmes, that test modules are 
rounnely updated, etc AdmISSIon standards sometlmes also Impose educanonal, age, expenentlal, 
or other reqUIrements generally, or on certam categones of employees 

For secuntles firms, admISSIon and connnumg quallficatlon standards often mvolve capItal, books 
and record keepmg, and mamtenance reqwrements set by the government or the SRO Even when 
these rules are set by the government, they are often enforced by the self regulator The self 
regulator may also WIsh to set stncter capItal standards for firms engaged m nskler busmesses or 
for other reasons 

02 Marketplace Rules 

Marketplace rules govern the operatlon of exchanges or orgaruzed markets and are usually dIvtded 
mto hstlng rules (mcludmg contlnumg comphance standards), tradIng rules (mcludIng reqwrements 
relanng to customers, such as tlme-starnpmg orders when receIved and sendIng confirmatlons as to 
each order), rules ensurmg transparency m the market, and clearance and settlement reqwrements 
Also, there are often rules goverrung the pnmary offenngs of secuntles 

LIStlng rules vary WIth the marketplace and may establIsh dIfferent standards for mam and 
secondary boards Contlnuous-dtsclosure reqwrements mandate the dIsclosure by hsted comparues 
of certam mformatlOn on penodlc and other bases after hstlng TIns mcludes penodic finanCIal 
reports and reports concemmg matenal events Tradmg rules govern tradmg m the market These 
are Important to the pnce-dIscovery and trade-executlon processes and to protect agamst 
marupulatlon and other Improper tradmg practlces 

SROs mamtam systems for dlssemmanng quotatlons and last-sale data, and for processmg 
transacnons Tills ensures transparency m the marketplace for the benefit of the pubhc and 
mvestors Marketplaces also normally have rules goverrung clearmg and settlement practlces, and 
some SROs operate then own clearance and settlement systems Others do It m coordmanon WIth 
outSIde orgaruzanons such as clearmg corporanons, often owned by one or more SROs or banks 

Fmally, marketplaces should have m place an effecnve, automated market surveIllance system 
These systems, often referred to as stock-watch systems, are deSIgned to morutor the market for 
unusual pnce or volume movements Then purpose IS to raIse "red flags" as to the posslblhty of 
mSlder tradIng, marupulanon, or other Improper tradmg actlvtty They also provtde an audIt traIl of 
the actlvtty of all secuntles m the market These systems are conSIdered extremely Important m 
advanced markets and are an essentlal element of effect1ve regulatlon TheIr operatlon IS based 
upon the mput of quotatlon, transactlon, and other mformatlOn reqwred by tradmg and other rules 
govemmg the marketplace In evaluanng the "red flags" that are raIsed, thIs mformanon IS analyzed 
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m combmatIon With other company~spectfic and market mformatIon to determme if an mvestIgatIon 
should be pursued 

03 Conduct Rules 

Conduct rules estabhsh generally acceptable busmess practIces for firms and thelf employees when 
dealmg With theIr customers, secuntIes firms, and other organizatIons These mvolve standards 
relatmg to swtabIhty, best executIon, churnmg, frurness of markups/markdowns and COmm1SSIOnS, 
unauthonzed transactlons, dIsclosure of mterest m certain SItuatIons, prohIbItIons on guarantees 
agrunst loss, communIcatIons to the publIc, customer pnonty when a dealer IS deaImg m the same 
secunty, and superVlSlon practIces offirms, among other thIngs More egregIous practIces are also 
covered, such as false tradmg and nggmg transactIons, marupulatIons, false or mIsleadmg 
statements, fraudulently mducmg persons to deal m secuntIes, use of marupulatIve and deceptIve 
deVIces, dissemmatIon of mformatIon about Illegal transactlons, and insIder tradmg Many tImes 
certrun of these practIces are dIrect VIolatIons of law and, m many countnes, VIolatIons of cnmmal 
law 

SROs often reqwre that theIr member firms to have mtemal procedures to ensure proper 
supefVlSlOn of employee actIVItIes, m partIcular those employees dealmg With the public Fmally, 
SROs often reqwre firms to have a compliance dIrector who IS responsIble for the proper 
ImplementatIon of these procedures 

04 Procedural Rules 

Procedural rules can be of several types, the most common of whIch are surveIllance and 
discIplmary procedures, arbItratIon procedures, and procedures for the operatIon of other systems 
the SRO has m place Survetllance, discIplmary, and arbItratIon procedures are dIscussed below 

04a Surveillance Mechanism 

In addItIon to estabhshmg rules, an SRO must estabhsh a system to momtor compbance With these 
rules, as well as With other laws and regulatIons goverrung the secuntIes mdustry Thus, It must 
have an enforcement mecharusm Tlns functIon mvolves, m additIon to an automated market 
surveIllance system, routIne on-sIte and cause exammatIons of member firms' operatIons RoutIne 
exarnmatIons are conducted pursuant to a prescnbed format, perhaps modular m nature, and cover 
all aspects of a firm's operatIOns, mcludIng compliance With finanCIal books and records rules, 
trachng rules, conduct rules, supefVlSIon rules of the orgaruzanon, and rules estabbshed by the 
government regulatory authonty Any other area of a member firm's busmess consIdered pertment 
may also be reVIewed Routme exammanons are usually penodIc, perhaps no less frequent than 
once per year Cause exammanons are conducted as necessary m response to complrunts or other 
mdicatIons of Improper actIVItIes commg to the SRO' s attentIon, perhaps as a result of the operatIon 
of the market surveIllance system or customer complrunts 

Fmdmgs of noncompliance result m dlscIplmary procedures bemg pursued agrunst the VIolator, and 
m cases where wrongdomg IS found, sancnons are Imposed The Important pomt to stress here IS 
that rules alone do not make for a well-regulated market There must also be a process m place 
wruch enforces those rules and whIch IS able to IdentIfy and sanctIon those who do not follow them 
A market that IS not well regulated IS not credible, and WithOUt credibility a marketplace has little to 
offer On the other hand, a well-regulated market, one that IS not operated for the pnmary benefit of 
Its members, Will have a better chance of attrurung mtematIonal acceptance 
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D4b DIscIplinary Mechanism 

To unpose sanctions on wrongdoers, an effective dlSCIplmary mecharusm must be m place Such a 
system should be structured for efficIency and afford respondents adequate due process Thus, It 
should proVlde for notification of the charges brought, the opporturuty to respond, the nght to a 
hearmg, and the nght to representatlOn by counsel Some land of appeal mecharusm should also be 
proVlded for respondents wssatlsfied With the findtngs of the body With ongrnal Junsc:hctton 

To have efficient and effective enforcement and dlsclplmary mechamsms, a highly professlOnal, 
thoroughly tramed staff IS essential The trammg of thts staff should be conducted m countnes that 
routmely perform these functions and are htghly expenenced m theIr operation This pomt cannot be 
emphasIzed too strongly 

D4c Arbitration Procedure 

Estabhshmg a frur dtspute-resoluTIon system IS an Important complementary process to the 
regulatol)' funCTIon of an SRO An arbItratiOn procedure IS deSIgned to proVlde final adJuc:hcatiOn of 
wsputes between members and the pubhc and between members and other members, WithOut the 
neceSSIty of gomg to court ArbItration programs have worked vel)' effectively m SROs m advanced 
markets and are conSIdered an Important servtce to members Important here IS that the arbItration 
system be avrulable not only to SRO members but also to customers who have gnevances agrunst a 
firm or person With whom they have done busmess 

The procedures estabhshed must also be fatr, allow pubhc representatiOn on the arbItratiOn panel m 
cases mvolvmg customers, and permlt representation by counsel Determmatlons should be final, 
With httle or no opporturuty for appeal (absent egregtous SItuations, such as demonstrable fraud on 
the part of the arbItrators) In thts context, the arbitratlOn code adopted should be conSIstent With 
the arbItration law of the countl)' of dOffilctle 

In Egypt, ArtIcle 57 of the CapItal Market Law (No 95 of 1992) reqUlres that c:hsputes be 
adJurucated exclUSIvely by arbItration It also specmes that the ' arbItration body" shall be formed 
by decree of the Mmtster of JusTIce, under a deputy preSIdent of the Courts of Appeal Part 5 of the 
Executive RegulaTIons of the CapItal Market Law Implements these prOViSIons The extent of the 
coverage of those regulations IS unclear as to dtsputes between parttes, m partIcular, those mvolvmg 
customers, and conSIderaTIon should be given to amendmg the law to proVlde for arbItraTIOn by 
customers W1th gnevances agrunst brokers 
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E Code Of EthIcal Conduct For Employees 

An SRO has a speCIal responsIbIhty to establIsh an mtemal code of etlucal conduct govemmg the 
actIVItIes of Its employees The neceSSIty for such IS emphasIzed by the nature of their acttVItIes, 
wruch are often senSItIve m nature and mvolve the handImg of confidentIal or market-sensItIve 
InformatIon 

It has been srud that the rules pertrunmg to employees of SROs must go beyond those of the 
regulated, m order that the mtegnty and credibilIty of the orgaruzatIon, as well as ItS reputaTIon for 
frur dealmg, IS not cornproffilsed In tills context, It IS Important that employees mamtatn 
excepTIonally !ugh standards of honesty, mtegnty, and rrnparnallty m theIr conduct It IS also 
Important that they have a conSCIOUS awareness of the need to aVOId SItuaTIOnS whtch could result m 
actual rrusconduct or conflicts of mterest as well as those most lIkely to rruse the appearance of 
lffipropnety, and Its IS appropnate that these employees conduct theIr profeSSIonal and personal 
relaTIonshIps m a manner whIch commands the respect and confidence of both the secunTIes 
mdustry and the publIc 

To aVOId even the percepTIon of unfrumess m the dtscharge of their aCTIVITIeS, therefore, mtemal 
standards should speCIfy what IS expected of employees m a vanety of areas, such as confhcts of 
mterest, confidenTIalIty of mformaTIon, busmess dealmgs WIth others (especIally those m the 
mdustry), secunTIes transacTIons, outSIde or pnvate employment, and the acceptance of gtfts or 
gratuITIes 

F ConclUSion 

The gwdelmes and suggeSTIons presented m tills report are mtended to rruse some of the Issues 
w!uch should be conSIdered when estabhshmg SROs The bottom lme, however, IS that the 
necessary cntena and gmdehnes for all those orgaruzatIons seekmg to estabhsh SROs should be 
formalized by the appropnate governmental authonttes 

16 SELF REGULATION MARKET SURVEILLANCE AND CODES OF CONDUCT 



SECTION II 

Action Plan for an Improved Market Surveillance System 

A Background 

In 1997, a report entitled "Towards Improved Market Survetllance and Enforcement m Egypt" 
(the Report) was produced by representatives of the regulatory arm of the NatlOnal Assoc1atlOn of 
Secuntles Dealers RegulatlOn (NASD-R) and the U S Secunt1es and Exchange ComrlllsslOn 
(SEC), upon the request of the Egyptian Cap1tal Market Authonty (CMA) The Report reViews m 
depth the market survetllance program m place m Egypt and makes a senes ofrecommendatlOns 
for deslgnmg a new system The Report IS referenced hereafter and used as the bas1s for 
ImplementatlOn of the actlOn plan outlIned below Its premise IS that most of the mformatlon 
needed for effective market surveillance 1S currently avrulable from the Cruro and Alexandna 
Stock Exchanges (CASE) m electromc form IS accepted, as are 1ts recommendatlOns for 
1mprovement Th1S action plan 1S des1gned to establIsh an Impetus to Implement those 
recommendatlOns and to establIsh tlmelmes for the CMA to complete the changes Wlthm the 
commg year It does not address the development of such a system at CASE, but the obJect1ves 
and pnnclples referred to m th1s document can be applIed equally well there As the procedures 
d1scussed herem progress, consultatlOns should also be held With offiCials at the exchange 

The objective of the Capital Market Authonty (CMA) and the concept and operation of market 
survetllance systems generally are bnefly reViewed m thiS document 

B Objective of Capital Market Authonty (CMA) 

The CMA's objective IS to create a highly effiCient, automated market survetllance system 
deSigned to detect Improper practIces, such as Insider tradmg, market manlpulatlOn, Illegal 
mamages, and front runnmg The CMA mtends to operate the system unttl CASE demonstrates 
an ablhty to do so 

C Definition and Background of a Market Surveillance Operation 

C1 Definition 

Market survetllance systems m developed markets are usually des1gned to prov1de surveIllance of 
market activity by utlhzmg a computer or computers programmed to 1dentlfy aberratlOns m 
secuntles pnces or volume that may mdlcate Improper actiVity reflect1ve of mSlder tradmg, 
market mampulatlOn, or other fraudulent actiVities, With the aberrations that are Identified 
followed up by speclally-trruned analysts and mvest1gators and, where warranted, prosecutIOn or 
dlsclphnary actlOn A market surveIllance functlOn can also be performed manually m a market 
where volume 1S not great 

A well-developed market surveIllance system has an automated on-hne and off-hne stock-alert 
process employmg statistical models that take mto consideratlOn secunty-spec1fic parameters, 
market behavlOr, and news occurrences It IS also capable of stonng news stones by stock symbol 
and provldmg a complete audit traIl oftlmed quotations and transactlOns Other systems Wlth data 
bases stonng related mformatlOn complement thiS type of system-e g , data bases of company 
mformatIOn, officers and directors, SUSP1ClOUS persons, and pubhshed news about hsted 
companies 

An effiCient market surveillance system necessanly adds to the credIblhty of a market and the 
perceptIOn m the mmds of mvestors that It IS frur Illegal or Improper tradmg has the opposite 
effect 
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C2 limitations of a Market Surveillance System 

An efficient, properly organIZed and operated market survelllance system IS not a panacea, 
however All It does IS ratse "red flags" as to the possIbilIty of Improper actIvIty, and thiS IS the 
case trrespectIve of the sophistIcatIon of the system There IS always the necessity to develop 
addItIonal data to support subsequent dIsciplInary actIon or prosecuttons 'Ihts can be obtatned 
only by follow up and, m most cases, by field mvestigatIon after the "red flag" has been ratsed 
Thus, It IS necessary to have an adequate complement of competent, well tratned professIOnals to 
perform the follow-up functlOn 

o Operation of Market Surveillance System 

Normally, a market surveIllance system IS operated by an exchange or marketplace, rather than a 
government regulator, whIch exercises merely an overSIght functIOn The government regulator 
Will, however, receIve data from the exchange system to asSISt m discharg10g Its overSight 
responSIbilItIes 

In Egypt's case, however, the CMA operates the system because It feels CASE presently lacks 
the abIlIty and techmcal expertIse to do so CASE IS m the process of addressmg thiS Issue and a 
transItIOn IS planned When the transItIOn occurs, the CMA WIll exerCIse only an overSIght 
functIOn Therefore, the CMA should operate the system 10 the short term, With CASE tak10g 
over, when It has demonstrated the necessary techmcal expertIse to do so In the mtenm, the two 
mstitutlOns' relatIOnships With one another and the scope oftheir respectIve responSIbIlIties 
should be clearly understood and agreed upon A wrItten summary of those responsIbIhties may 
be helpful 10 aVOId1Og future mlsunderstandmgs 

01 ResponSibility for Operation 

Year 1 Dunng thIS penod, the CMA wIll operate the system, and CASE, 10 coord1OatIOn With the 
CMA Will educate and properly organize Itself 10 preparatIOn for the second, Jomt-operatIOn 
phase 

Year 2 Dunng thIS penod, the two mstituttons wIll operate the systemjo1Otly Jomt operatIOn 
Will enable CASE to develop the expertIse and skIll necessary to operate the market surveIllance 
system by Itself 

Year 3 and thereafter CASE WIll operate the system subject to CMA overSIght 

If CASE demonstrates the capacity to operate the system earlter than IS suggested 10 thiS 
tlmeframe, the transitIon could and should occur earlIer, and If It does not demonstrate such a 
capaCIty, the CMA should contmue to operate the system untIl CASE's capabIlItIes are 
convmcmgly shown 

02 limitations on Exchange Operation of a Market Surveillance System 

In cases where the exchange operates the market surveIllance system, there are many regulatory 
SItuatIOns where It may not have jUnSdictIOn over some or all of the perpetrators of the 
wrongdOIng For 1Ostance, In almost all InSider-tradIng cases, people over whom an exchange 
does not have jUnSdictIOn are mvolved In those cases and regardless of the fact that the system IS 
operated by the exchange, It wlll hand the case over to the government regulator after SUSpICIOUS 
actiVity has been flagged and the exchange has mvestlgated to the hmlts of Its JurisdictIOn The 
government regulator usually has subpoena authonty and Junsdlctlon over all Citizens and can 
more effectively carry the 1Ovestigatlon forward from that pomt It IS often adVIsable that the 
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exchange's investigators remain Involved m the case to help the government regulator In Its 
continuing mvestlgatlon 

In Egypt, CASE has JurisdICtion over Its members and, presumably, can take dISCIplinary action 
agamst them for Improper conduct However, the extent of thIS JUflsdictlOn IS uncertain, as 
Presldenttal Decree No 51 requues CASE to refer vIOlatIOns oflaws, regulatIOns, and rules to the 
CMA The CMA has subpoena authonty, however to date, It has not taken SIgnIficant actIon m 
cases mvolvmg senous vIOlatIOns The CMA IS apparently uncertain as to how to proceed and 
there eXIsts no hIStory as to how to confront company offiCIals In dIfficult SItuations These 
factors Will be addressed by other aspects of the CMD prOject 

E Components of Market Surveillance Operation 

The essential components of a market surveIllance system are data, reports, analYSIS, 
investigatIOn, and appropnate actIon subsequently being taken agamst rule VIOlators It also 
mvolves several phYSical elements, such as, hardware and software (necessary for informatIOn 
gathenng), report productIOn and data analYSIS, and personnel who are educated and well tramed 
to perform analyses and conduct InvestigatlOns 

F Organtzatlonal Structure of CMA Market Surveillance Department 

F1 Personnel 

Current S,tuatlOn 

There are currently 11 personnel In the market survedlance department operating In cramped 
quarters With Inadequate eqUipment 

• 5 analysts 
• 3 attorneys 
• 2 managers 
• 1 general manager 

The analysts, managers, and general manager apparently all perform the work of 'analysts"
their gradatIOn IS determmed by government pay scales, WIth ltttle difference m nmctlOns 

TIrree attorneys do not appear to be necessary In tills department from the standpomt of Its market 
surveillance actIVitIes Therr functlOn IS pnmartly to consult With brokers from CASE to reVIew 
theIr order books for content, and to consult With customers and address their complamts Their 
function does not Include analyzing data to look for Improper market actIVity Broker and 
customer consultatlons are conducted In the presence of analysts dOing surveIllance work This 
situatlOn IS not good, and consultatIOn With the attorneys should be transferred to a dIfferent 
10catlOn 
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Proposed Changes 

The Report suggested that the market surveillance department mamtam 11 personnel Its 
recommendatlOns (WhICh mcluded 7 analysts and 1 techmclan) are modIfied as follows 

• 6 analysts/mvestigators, WhICh may be too many at the outset 
• 1 attorney, to proVIde legal adVIce to the analysts on an as-needed basIS (part tIme at 

the outset unless mvestIgatlve volume mdicates otherwise) 
• 2 teChnICIanS 
• 1 admInIstratIve person 
• 1 manager, whose responsIbilIty WIll be to run the department 

F2 PhYSical Premises 

The market surveIllance department's phYSical premIses should be m a secure 10catlOn, adequate 
m SIze for the funCtIOns to be performed and properly orgamzed ThIS IS not the case today In 
additIOn, all mformatIOn should be fully acceSSIble at each analysts/mvestlgators' workstatlOn 
Thus, each analyst should have a PC and telephone at hiS desk There should also be at least two 
pnnters, a fax machme, photocopier, and access to news retrIeval readIly avaIlable m the 
department Today, the personnel are m different locatiOns and, m one case, on different floors 
The SIZe of the office space should be suffiCIent for growth as volume on the exchange mcreases, 
the staff becomes more expert m their Jobs, demands on theIr tIme become greater, and to 
accommodate a hbrary as suggested m the Report The chairman of CMA has made assurances 
that additIOnal space Will be made aVaIlable and that he IS merely aWaItmg recommendatIOns as to 
the requued size 

An office-layout diagram, With suggested SIze, has been requested by CMA AdVIce from a 
professlOnal space deSIgner may asSist m best utIlIZIng the available space 

F3 Department Structure 

The report suggests that the department be dIVIded Into two sectlOns, each With the follOWing 
responsIbIhties 

On-Lme Sectlon The person or person's functlOn In thIS sectIOn WIll pnmarlly Involve real-time 
surveillance of CASE tradIng ThiS Will also Involve real-time follow up WIth company offiCials 
and others when unusual, unexplaIned actiVIty occurs When adequate explanatIOns are not 
forthcomIng, further analysIs and InvestlgatlOn Will be conducted by the off-hne sectlOn 

Off-Lme Sectlon The persons In thiS sectIon WIll be pnmarIly responSible for analYZIng and 
InVestigatmg Instances of suspected Improper actIVity forwarded by the on-hne sectIOn 

ThIS breakdown by formalIZed sectIOns mayor may not be necessary at thIS tIme, consldenng the 
small number of daIly transactIons-about 1500, only a small portIOn of WhICh would ever trigger 
an InvestigatIon for potential vIOlatlOns Even If not broken down Into sectIOns, the two functions 
would remaIn Both functlOns could pOSSibly be performed by each of the analysts, but some 
separatIOn may be adVisable when full mvestlgatIve follow up IS InItiated 

F4 Written Procedures-Market Surveillance Procedures Manual 

The department's current wntten procedures are mlrumal and not condUCIve to the effiCient 
operatIOn of a market surveIllance system PreparatIOn of wntten procedures and checkhsts to 
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follow up on alerts and the development of a market surveIllance procedures manual should 
commence promptly The Report makes reference to procedures and checklists utIllZed by the 
NASD Market Survel1lance Department (p 8) These procedures could be modified for use by 
the CMA Market SurveIllance Department The suggested manual should be dlVlded as follows 
and cover each area of Improper actiVity for which surveIllance IS conducted 

• Admlmstratlve 
• AnalytIcal, by type of Improper actlVlty 
• InvestIgatIve, by type of Improper actlVlty 
• ActlOn to be taken, by each category of lTIlproper activIty 

The admImstratIve sectlOn of the manual should be constructed by department personnel, WIth the 
assistance from outsIde consultants The consultants should take the lead m developIng the 
suggested analytIcal, mvestlgatlve, and referral procedures based on the NASDAQ procedures 
referred to above 

G Action Plan 

I Hardware 

1 DetermIne hardware needs (See recommendatlOns In the Report, 
pp 24-26 The recommendatlOns Include proVidIng each 
analyst/InVestIgator Wlth a PC and telephone, and prOVidIng 
photocopiers, a fax machme, and pnnters to the department Also 
see CMA requests ) 

2 Hardware AcqUlsltlOn (Initial steps to acqUire the hardware) 

II Software 

1 Deternune software reqUirements (See recommendatlOns m the 
Report, pp 11-21 and 24-26 Some of the Report s 
recommendatlOns have already been put In place) 

2 Software acqUisItion (InitIal steps to acqUire commerCial off-the
shelf Items should be made Immediately Some Items are already 
In place) 

3 Modifications of eXistIng programs 

a ) Identify programs and determme the extent of needed 
modlficatlOns 

b ) Meet Wlth techmcal people and prepare schedule for 
ImplementatlOn 

4 DetermIne addltlOnal reports needed (See recommendatlOns m 
the Report, pp 12-21) 

January 15, 1999 

January 31, 1999 

January 15, 1999 

January 31, 1999 

January 15, 1999 

January 30, 1999 

January 15, 1999 
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5 Meet WIth techmcal people to prepare schedule for 
ImplementatIOn 

III New data bases (company mformatlOn, officers and dIrectors of 
compames, pubhshed reports ofhsted companIes, and others) 

1 Determme needs as to new data bases, specIfy theIr purpose and 
content, and develop programs for accessmg them (See the 
Report, pp 13-21) 

2 Meet WIth technIcal people and develop schedule for 
ImplementatIOn 

N AddItIOnal recommendatIons from the Report (customer 
complamts, 5+/- pnce caps, tradmg halts by department, publIc 
educatIOn program, trammg program for analysts, See the Report, 
p 27) 

1 DISCUSS WIth CMA and determme feasIbIhty 

2 Meet WIth technIcal people and develop schedule for 
ImplementatIOn 

V PhYSICal premIses 

1 Determme space needed (mcludmg space for a hbrary) 

2 Assess space avrulablhty Wlth the CMA 

3 DeSIgn layout 

4 Space acqUlsltlon 

5 Space renovatIOn 

VI RelocatIOn/eqUlpment mstallatlOn 

VII Personnel 

1 Determme number/qualIficatIOns needed (See suggested 
qualIficatIOns m the Report, p 11) 

2 Evaluate current personnel 

3 Retam new personnel, If needed 
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January 31, 1999 

January 31, 1999 

February 15, 1999 

February 1, 1999 

February 15, 1999 

January 15, 1999 

January 15, 1999 

January 31,1999 

February 15, 1999 

February 15, 1999 

February 28, 1999 

February 28, 1999 

March 31, 1999 

Apn130, 1999 
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vm Trammg 

1 Determme scope, content, and locatIon oftrammg programs 

Trammg should be focused on the folIowmg 

• DetectIon and InvestIgatlOn of InsIder tradmg, market 
manupuiatlOn, and other potentIally Improper actIvItIes 

• Software programs used to conduct reVIews and 
mvestIgatlOns 

• On-sIte trammg In the market surveIllance department or 
one of the more developed markets, e g, NYSE or NASD 

2 Local tramIng In system software and analytIcal and mveStIgative 
procedures 

3 Workshop trammg by expenenced InvestIgators from developed 
markets 

Apn130, 1999 

Ongomg 

August 30, 1999 

4 InternatlOnal trammg at NYSE or NASD surveIllance department September 30, 1999 

IX Market survedlance procedures manual 

1 Determme content, format, and VIolatlOns to be addressed 

2 CompletIon of market surveIllance procedures manual 

X System modIficatIon and ImplementatlOn complete 

XI Legal consideratlOn 

1 Determme statutory shortfall 

2 Propose modificatlOns (See the Report, pp 30-37, for some 
suggested modificatlOns ) 

January 31,1999 

December 31, 1999 

January 1, 2000 

June 1, 1999 

June 30, 1999 
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SECTION III 

Codes of Conduct and Ethics for CASE Members and Employees 

A IntroductIon 

The CMD project plans to develop an organizatlOnal handbook covenng mstitutlOnal rules and 
codes of conduct for CASE members The types of rules whIch such a handbook should cover are 
delmeated below The handbook w1l1 eventually be pubhshed, m pnnt and on the Internet, and 
CASE and CMA staff members wIll be proVIded With trammg m Its components through 
professIonal semInars and workshops co-sponsored by the CMA, CASE, and possIbly, the 
EgyptIan CapItal Market AssociatlOn (ECMA) 

In additlOn to a handbook coverIng a code of conduct for CASE members, the project has been 
mformed that a handbook covenng basIC ethIcal standards for CASE employees needs to be 
prepared SImIlar standards could also be utIlIzed by the CMA Such standards of ethIcal conduct 
are not unusual m developed capItal markets 

ThIS sectIon of the report outlInes the basIC elements of the two handbooks, one a code of conduct 
for CASE members and the other, as dIscussed above, a code of ethIcs for CASE employees 

B Code of Conduct for CASE Members 

Among other aspects, the code of conduct should Include rules covenng the areas lIsted below 
CASE's current regulatlOns have not been reVIewed, thus It IS possIble that some of the followmg 
recommendatIons may already be In place Therefore, before developIng a handbook, the 
exchange's current regulatlOns should be reVIewed and dIscussed WIth CASE offiCIals 

• EthIcal standards generally 
• BUSIness conduct generally 
• Books and records and fInanCIal condItIon 
• FInanCIal responsIbIlIty 
• Fmanclal and operatIOnal exammatIOn procedures 
• Treatment of customers 
• TransactlOns With customers 
• ResponSIbIlItIes to other brokers 
• SupervIsIon 
• Employment of dISCIplIned persons 
• OutSIde busmess actIVItIes 
• Settlements 
• Tradmg generally 
• ArbItratIon procedures 
• Other 
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C Code of EthiCS for CASE Employees 

Among other aspects, the etlucal code of conduct should estabhsh standards of conduct m the 
areas hsted below Some of these areas may already be covered by current law or regulatIOns, or 
be m place at the exchange Before developmg the handbook, current law and CASE rules should 
be reVIewed and dIscussed Wlth CASE OffiCIalS 

• ActIOns that would Impugn the reputatIOn of the exchange 

• ACTIons m respect to the busmess of the exchange wmch could result m 

ProVldmg preferential treatment to or receIVIng It from any member 
Impedmg the expedItIOUS processmg of exchange aCtlons 
Losmg mdependence, Impartlahty, or ObjectIvIty 
Adversely affectmg the confidence of members of the pubhc m the mtegnty 
or credlblhty of the exchange 
Pefffilttmg personal finanCIal CIrcumstances and transactIOns to JeopardIze 
mdependence of Judgment or adversely affect Job performance 

• KnoWlngly VIolate any of the prOVISIons of the secuntles laws 

• Engage m any cnmmal, dIshonest, or other conduct prejUdICIal to the exchange 

• Confhcts of mterest or potentIal conflIcts of mterest 

• ConfidentialIty of mformatlQn 

• Other 

D Action Plan for Development of Code of Conduct 

The actIon plan for developmg the code of conduct for CASE members calls for work to begm 
durmg March 1999 and be completed by October 1, 1999 The followmg tImetable IS suggested 

ReVIew eXlstmg CASE rules 

Meet Wlth exchange offiCIals to reVIew needs 

Draft appropnate rules 

ReVIew draft wIth CASE and CMA 

Fmal draft of rules 

Exposure for membershIp comment for 30 days 

ReVIew comments 

Prepare final draft for reVIew WIth CASE and CMA 

Pubhsh code of conduct handbook for members 

CASE/CMA declare rules effectIve 
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March 30, 1999 

March 30, 1999 

Apn130, 1999 

May 15, 1999 

May 31,1999 

May 31, 1999 

July 15, 1999 

August 1, 1999 

September 1, 1999 

October 1, 1999 
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E Action Plan for Development of Code of Ethics 

Llke the code of conduct, thlS report suggests that work begm on the code of ethlcs dunng March 
1999 and be completed, somewhat earher, on July 1, 1999 

Draft appropnate rules 

Revlew draft with CASE and CMA 

Prepare final draft of rules 

ReVIew fmal draft Wlth CASE and CMA 

CASE dlssemmates draft handbook to staff 

D1scusslon wlth staff m open meetmg 

Fmahze handbook and CASE declares 1t effectlve 

F Level of Effort 

March 30, 1999 

March 30, 1999 

Apn115,1999 

May 15, 1999 

May 15, 1999 

June 15, 1999 

July 1, 1999 

Both handbooks Wlll reqUlre about three weeks level of effort each, by a short-term regulatory 
adVIsor All of thls work does not have to be performed m Egypt Draftmg the document can be 
done m the U S Fmal work, however, should be conducted m Egypt 

CODES OF CONDUCT AND ETHICS FOR CASE MEMBERS AND EMPLOYEES III 3 


