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SECURITIES AND EXCHANGE ORDINANCE, PAKISTAN
REVIEW AND RECOMMENDATIONS

REPORT OVERVIEW

This report contains recommendations for amendments to the Securities and Exchange
Ordinance, 1969 as amended up to February 6, 1984 and proposed draft revisions to that
Ordinance. Recommendations for changes to several existing and proposed rules and
regulations related to the Ordinance are also included. This report is sponsored by
USAID to assist the Government of Pakistan to improve the regulatory structure,
stimulate the development of the capital market in Pakistan and increase confidence in

the market.

The recommendations are made by John R. Evans based on a review of the existing
Securities and Exchange Ordinance 1969 as amended, existing rules issued by the
Authority under the Securities and Exchange Ordinance, a draft of proposed
amendments to the Ordinance provided by the Corporate Law Authority, the Companies
Ordinance 1984, and other documents regarding the capital market in Pakistan,
discussions with officials of the Corporate Law Authority, the Karachi, Lahore, and
Islamabad stock exchanges in Jakarta Indonesia, Washington DC, Karachi and
Islamabad, and bankers, brokers, dealers, investment institutions in Karachi and
Islamabad. (See Appendix D for a list of persons with whom discussions were held).
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SECURITIES AND EXCHANGE ORDINANCE, PAKISTAN
REVIEW AND RECOMMENDATIONS

I. GENERAL RECOMMENDATIONS

Every country is unique with a different history, economic development, customs,
political make-up and legal framework. To be most effective in meeting present and
anticipated needs and conditions, the regulatory structure for the capital market in each
country must be based on these unique characteristics and embody basic capital market
development and regulatory principles. That cannot be accomplished by making
recommendations based on a review of existing and proposed capital market legislation,
rules and regulations, regardless of the experience and expertise of the reviewer, in the
absence of an understanding of practices and conditions within the country. It is also
important to consider the interests of all participants in the capital market including
issuers of securities, investors, capital market professionals such as brokers, dealers,
underwriters, investment bankers, securities exchanges, investment advisors, investment
managers, transfer agents, custodians etc.

The goai of a developmental and regulatory structure should be to facilitate and
maintain an environment in which securities can be issued and traded in a fair, efficient
and orderly way and in which responsible investors may make informed investment
decisions and be protected from improper securities activities of others.

Important elements of a regulatory system include the following:

Government Agency/Authority

1 Regulatory responsibility and authority for all aspects of the market should be
specific, not general, and should be given exclusively to one agency or authority
with an opportunity for those who believe that the agency has acted in an
improper or unfair manner to appeal to a higher administrative authority or court.
Because of the complexity of capital markets and the heavy backlog of cases on
the agenda of the courts in most countries, it is often necessary to establish a
special system to deal with capital market cases. The structure of the Corporate
Law Authority already provides for appeal of, decisions made by CLA members
to the Chairman or to the Authority sitting "en banc". If this is not deemed to be
sufficient to assure an objective review, it would be appropriate to permit
aggrieved parties to appeal to the Company Bench, constituted by the Chief

“Justice of the High Court under section 8 of the Companies Ordinance, for a
decision no later than ninety days as required by section 9.

Price Waterhouse
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The agency or authority and its officials should be as insulated as possible from
political considerations and pressures. This includes appointment and removal
from office as well as their decision making. Such insulation provides investors
with greater confidence that all participants in the market are being treated fairly.

The regulatory agency should have flexibility with respect to the selection of its
staff and allocation of its budget on the basis of its needs.

The government agency should establish minimum licensing and operational
requirements for industry professionals and assure compliance with such
standards. This can be done either directly by the Authority or in conjunction
with self regulatory organizations or educational institutions depending on the
budget and staffing constraints imposed on the Authority and the ability and
effectiveness of other organizations to accept and fulfill such responsibilities. If
the Authority uses other institutions, it must review, approve and oversee the
process to assure proper competence of industry professionals. (See Appendix G)

The government agency should, to the maximum extent possible, be consistent
with public policy considerations, permit private sector participants in the market
to make all decisions with respect to types and amounts of securities to be
offered, as well as the timing and prices of such securities offerings.

The government agency can minimize its interference with the operation of free
market forces and maximize the use of its resources by establishing a regulatory
structure in which industry participants are permitted to engage in self regulation,
with government oversight and enforcement as necessary.

To the extent self regulatory organizations, such as exchanges, establish rules for
their members, the government agency should have the authority to deny or grant
approval of such rules before they go into effect, in order to assure that the rules
are not anti-competitive and that they take into consideration the legitimate
interests of issuers, members and investors as well as the general public.

The government agency should have authority to interpret provisions of the law
and to issue rules, regulations and guidelines on all matters under its jurisdiction.

The government agency must have the ability to limit or withdraw the license or
authority for any licensed, registered or approved person to participate in capital
market activities.

Price Waterhouse
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10.

Persons who suffer loss due to illegal or prohibited activities of others should be
able to obtain redress through arbitration, administrative, and or court
procedures.

Regulatory Requirements/Standards and Practices

11.

12,

13.

14,

15.

16.

17.

Established standards and practices should be consistent with recommended
international standards if foreign investor participation is desired in the market.

Regulatory requirements established by the government should be limited to what
is necessary to promote fairness in the market, appropriate qualifications for
professional market participants, public confidence in the market system, adequate
opportunity for competition and prevent market failure.

The law should set minimum qualification and operational standards but should
not include operational details.

Maximum penalties should be provided for in the law, but the agency responsible
to admisister the law should have specific authority to adjust such penalties based
on the facts and conditions of each case.

Industry participants, investors and issuer corporations should have the
opportunity to give their views on proposed laws, rules an\! regulations in order to
make use of their expertise and avoid unnecessary regulatcry burdens.

Because securities exchanges are service organizations that can have a major

impact on the development and operation of the Capital Market, all effected

persons should be given an opportunity to give their views on proposed listing
requirements and trading, clearance and settlement systems.

No sanctions should be imposed without giving the intended recipient an
opportunity to give his views and there should be an opportunity for all recipients
of sanctions to appeal their case to a higher administrative authority or court.

Price Waterhouse
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SECURITIES AND EXCHANGE ORDINANCE, PAXISTAN
REVIEW AND RECOMMENDATIONS

I1. SPECIFIC RECOMMENDATIONS MADE REGARDING THE SECURITIES

AND EXCHANGE ORDINANCE, RULES ISSUED SUBJECT TO THAT
ORDINANCE AND PROPOSED AMENDMENTS TO THE ORDINANCE

The following are specific recommendations made with respect to the Securities and
Exchange Ordinance rules thereunder and other proposals for changes to the Ordinance
with accompanying reasons. Some of the recommendations are far-reaching, whereas
others are intended to clarify existing language and others are editorial in nature.

In making the recommendations, an attempt was made to conform the changes as much
as possible to the existing framework rather than to restructure the whole system.
However it is recommended that the Capital Market Authority consider the possibility of
consolidating the Companies Ordinance and the Securities and Exchange Ordinance into
one ordinance to remove duplicative provisions and facilitate understanding of
regulations applicable to various types of companies.

#1

#2

#3

Recommendation: Proposed definition 2(aa) "Authority” means Corporate Law
Authority. Should be numbered 2(aaa).

Reason: 2(aa) is a proposed definition of "Asset Management Company".
Recommendation: Add a new definition: 2 (bb) "beneficial owner" means a person
who has the power to direct the voting or sale of securities or the right to direct
the receipt of income from, or proceeds from, the sale of securities.”

Reason: The term beneficial ownership is used in Article 17 (c)(iii), (iv) and (vi)

and thus needs to be defined.

Recommendation: Add a new definition: 2(ccc) "deal in securities” means to buy
or sell, agree to buy or sell or to offer to buy or sell securities for one’s own
account or for the account of another person;

Reason: The term "deal in securities” is used in proposed CHAPTER IV-A.

Price Waterhouse
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#4

#5

#6

#7

Recommendation: Amend 2(d) by adding "by the Authority" after the word
"prescribed” on the last line.

Reason: 1t is important to specify that it is the Authority that has the power to
prescribe the definition of an "equity security".

Recommendation: Add a new definition 2(ddd) as follows: "interest” means the
interest in securities that exists when a person:

a. directly or indirectly, alone or jointly with others, owns securities or is
the beneficial owner of securities that are under the control of another
person;

b. alone or with other persons acting in concert influences or controls a
company that has an interest in securities; or

c. has agreed to purchase securities, or has the right to transfer securities
to his name, or has the power to exercise rights or warrants with respect to
such securities, unless such person is only a nominee of a registered
shareholder.

Reason: The term "interest" with respect to shares is used in a definition proposed
in CHAPTER IV-A for "relevant shareholder", but the term is not defined.

Recommendation: Amend 2(e) by inserting the word "any" before the word
"person” on line 1.

Reason: Clarifying edit.

Recommendation: Amend 2(e)(iii) by replacing the word "jobber" in line 3 with
the word "dealer”, and replace the word "jobber” where ever it occurs in the
Ordinance and the rules written subject to the Ordinance with the word "dealer”.
Reason: It has been proposed to amend 2(h) from "jobber" to "dealer or jobber".

To be more in accord with international usage, it is recommended below that the
term be just "dealer”, and this would conform to that change.

Price Waterhouse
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#8

#9

#10

#11

#12

Recommendation: Amend proposed new 2(h) to delete the words "or jobber",
return and insert the words "or in some other fiduciary capacity" after the word
"individually", and place the definition under section "2(g)" instead of "2(h)" to put
it in new alphabetical order.

Reason: To be more in accord with international usage, and to include language
that appears to have been omitted by mistake.

Recommendation: Renumber the definition of "issuer” from "(g)" to "(h)".

Reason: To put in alphabetical order.

Recommendation: In the Proposed text of 2(h)(ii), delete "III" after the word
"Chapters", the "s" of the word "agents" and the word "director".

Reason: The word "officer" is not used in the proposed new Chapter III, the "s"
should be deleted to conform with other terms which are in the singular, and the
word " director" is already used in every place in which the word "officer" is used,
thus the proposed new definition does not need to duplicate the word "director".
If however, it was included in the definition of officer in order to have the
qualifying phrase "by whatever name designated" apply to the word "director”, then
"director" could be retained in the new definition and deleted in each place
already used.

Recommendation: Amend the definition of "person” in 2(j) by replacing the word
"includes" with "means an individual,".

Reason: A "Hindu undivided family" is not a term that will be understood by

foreigners and it is important to understand that "person” includes an individual,
(see Articles 3, 7(2), 8(1),(3),(4), 17, and 17(d).

Recommendation: Add a new definition (kkk) as follows: "related company" in

~ relation to a company, means any company which is that company’s subsidiary, or

holding company, or a subsidiary of that company’s holding company;

Price Waterhouse
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REVIEW AND RECOMMENDATIONS

#13

#14

#15

Reason: The term "related company” is used and defined in proposed CHAPTER
IV-A. It is desirable to have all definitions for the Ordinance together at the
beginning of the Ordinance. The wording of the definition as proposed in
CHAPTER IV-A has been changed because it appears to have been patterned
after the insider trading provisions in Singapore which refers to "body corporate”,
whereas that term is not otherwise used in the Ordinance.

Recommendation: Add a new definition (kkkk) as follows: "relevant shareholder"
in relation to any company means a person who has an interest in equity shares of
that company of nominal value equal to at least 10 percent of the share capital;

Reason: The term "relevant shareholder" is used in proposed CHAPTER IV-A.
It is desirable to have all definitions for the Ordinance together at the beginning
of the Ordinance. The wording of the proposed definition has been changed to
clarify its meaning and to provide for a definition of "interest" when relating to
securities as used in this proposed definition.

Recommendation: Amend 2(1) by replacing the word "includes" with the word

"means", correct a typographical error in the spelling of the word "certificate” on
the fifth line of (i), delete the words "or any note" on line ten of (i), and add "or
any other instrument determined by the Authority to be a security" at the end of

(i).

Reason: Other definitions use the term "means" rather than "includes", "certificate"
is misspelled, the phrase "of any note" on line ten was inserted by mistake, and
the added language at the end would permit the Authority to include new
instruments in the definition of security as appropriate.

Recommendation: Add a new definition 2(kk) as follows: "public offering" means
an offering of securities by an issuer conducted in Pakistan or to Pakistani
citizens, using the mass media, or offered to more than 100 persons or sold to
more than 50 persons, within limits of value of the issue and of time as determine

by the Authority.

Reason: Seeking to obtain capital from the public should be the event that triggers
regulation by the government to protect investors, not listing on a stock exchange.
These numbers would appear to conform to definitions 28 and 30 of the

Companies Ordinance regarding a public company.

Price Waterhouse
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REVIEW AND RECOMMENDATIONS

#16

#17

Recommendation: That the term "Stock Exchange" in proposed new 2(m) be
replaced with the term "Securities Exchange". If this recommendation is accepted,
it is also recommended that everywhere in the Ordinance and in the rules where
"Stock Exchange” is used as a general term, it should be replaced with "Securities
Exchange". Proposed new 2(m) should also be amended to read as follows:

"2(m) Stock Exchange (Securities Exchange) means any person that constitutes
maintains or provides a market place or facilities for bringing together buyers and
sellers or offers to buy or sell listed, or unlisted securities or for otherwise
performing functions commonly performed by a Stock Exchange (Securities
Exchange) as 1hat term is generally understood, and includes such market place
and facilities."

Reason: The term "Securities Exchange" is a more appropriate term to describe an
exchange on which securities other than stock may be traded. The term "person”
is defined to include all types of entities. Deletion of the proposed "Incorporated
under the Companies Ordinance, 1984 removes a limitation in the definition that
would permit, persons not incorporated under that Ordinance to escape
registration and other regulatory requirements as an exchange under the
Ordinance. The form of organization required for registration, if any should be
specified in another article. (See recommendation #30) The language
recommended above also provides for regulation of an over-the-counter market in

non-listed securities.

Recommendation: Add a definition for Underwriter to section 2 as follows: (n)
"underwriter’ means a person that has made a contract with an issuer to buy
securities from the issuer or a control person of the issuer for the purpose of
selling such securities in a public offering; or a person who has made a contract
with an issuer or a control person of the issuer to offer or sell securities in a

public offering."

Reason: The term underwriter is used in a proposed section.

Price Waterhouse
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REVIEW AND RECOMMENDATIONS

#18 Recommendation: Delete the explanation at the end of Chapter I that defines a

#19

#20

Modaraba Certificate and replace it with a new definition 2(ii) as follows:
"Modaraba Certificate" has the same meaning as contained in the Modaraba
Companies and Modarabas (Flotation and Control) Ordinance 1980 (XXXI of
1980);

Reason: Put all definitions in the same place.

Recommendation: Renumber articles so that Chapter 1-A will have numbers on its
articles similar to the other chapters.

Reason: Proposed Chapter 1-A is too important not to have its own numbering
system equal to the other chapters.

Recommendation: The language of Chapter 1-A is too imprecise for the purpose
of setting up such an important agency. In sub-section (1) under the title of
Constitution of Corporate Law Authority, it would seem more appropriate to be
very specific as to who, or what body will constitute the Authority by notification
in the official Gazette. ie: The President, the legislature or some other official
body instead of using a term such as the Federal Government, but this may be the
normal procedure in Pakistan. The same comment apnlies to the appointment of
the Chairman of the Authority. It would also seem more appropriate in sub-
section (2) that the number of members of the Corporate Law Authority should
be established in law along with their qualifications, procedures for appointment,
terms of office, degree of independence, reasons for dismissal, procedures for
dismissal, etc. This recommendation along with # 21 recommendation should be
considered along with Recommendations number 1 and 2 dealing with powers and
independence granted to the Authority under General Recommendations. It is
also important not to establish the Authority in two separate ordinances as is
presently the situation under Part III sections 11, 12 and 13 of the Companies
Ordinance and in proposed new Chapter 1A of the Securities and Exchange
Ordinance. Either is sufficient and there must not be a conflict.

Reason: Included in recommendation.

Price Waterhouse
11
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#21

#22

#23

#24

#25

Recommendation: Insert a new sub-section (3) under Constitution of Corporate
Law Authority, as follows: "Lxcept as specified in law or by a majority vote of
the members of the Authority, all uetions by the Authority shall be by a majority
vote of sitting members." If there ure more than three members, language should
specify that a majority of the sitting members constitutes a quorum and that a
majority of a quorum is sufficient to take action.

Reason: To establish official rules by which the Authority is to act.

Recommendation: Amend praposced sub-section 2 under the "Powers and functions
of the Authority" by deleting the words "all or” on line seven.

Reason: The recommendation will not limit the ability of the Federal Government
to direct any of its powers or functions to be exercised or performed by the
Authority, but it will remove the inference that all of the Federal Government’s
powers and functions might be transferred to the Authority.

Recommendation: In line onc of sub-section (4) replace the word "the" with the
word "any".

Reason: To broaden the application.

Recommendation: Sub-section (4) refers to proceedings or enquiries, but no
authority is specified with respect to such enquiries. It is recommended that the
language of proposed section 21(1) and(2) be moved to this section to precede
sub-section (4).

Reason: It would be better if the provision authorizing a proceeding or enquiry
were mentioned before a provision regarding what the Authority may require and
what its procedures may be.

Recommendation: If recommendation 24 is accepted, renumber succeeding sub-
sections accordingly.
Reason: Proper numbering.

Price Wuaterhouse
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#26 ecommendation: Amend sub-section (5) by inserting "by the Authority" after the
word "prescribed” on the last line.

Reason: 1t is necessary to state who shall prescribe procedures and it would seem
most appropriate for such to be by the Authority itself in accord with standard
Pakistani procedures for such activities.

#27 Recommendation: Amend sub-scction 0 by replacing the words "Federal
Government" in line one with the word "Authority” and delete the words "the
Authority" in line three.

Reason: The appointment of officers to assist the Authority in the performance of
its functions should be made by the Authority. Also the Authority should make
regulations with respect to their dutics. These appointments and regulations
would, of course, be in accord with existing limitations on numbers and salaries,
etc. Because of the technical nature of its work, however, it would also be
desirable if th.e Authority could be authorized to exceed standard government
salary levels for such officers as accountants, attorneys, examiners and other
experts needed for carrying out its functions.

#28 Recommendation: Change all references in Chapter II from Stock Exchange to
Securities Exchange.

Reason: To broaden the refercnee 1o include all types of securities.

#29 Recommendation: Amend proposed section (4)(1) line four by inserting the words
"by the Authority" after the word "prescribed”, by adding back in, after the word
"ensure" on line four, "fair dealings und to protect investors and". Also, after
"Ordinance" on the finai line, add ", subject to the limitation in 3(2)".

Reason: To indicate that requirenients are to be prescribed by the Authority.
Also, sustainable economic viability may be a desirable criteria for granting an
exchange to be registered, but il Is not a substitute for requirements for fair
dealings and investor proicction.

Price Waterhouse
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#30 Recommendation: Amend proposcd Section 4(1) by replacing the words "fulfill

#31

#32

such conditions or complies with such" on line one with "is incorporated under the
Companies Ordinance, 1984 and fulfills such other conditions or complies with
such other"; or

Amend existing section 4 (2) by inserting a new paragraph (a) as follows:
"(a) form of organization;" and reletter other items accordingly.

Reason: Both alternative | and 2 deal with the form of organization of a stock
exchange which was deleted from the definition for the reason stated in no. 4
above.

The first alternative would require incorporation under the Companies Ordinance
to be eligible for registration. T'he second alternative would provide flexibility for
the Authority to decide in each case whether to require incorporation. Because
of the proposed broad coverage ol the term Stock Exchange (Securities Exchange)
there may be a reason in the luture to permit unincorporated entities to be

exchanges.

Recommendation: Delete proposed new 4(2)(g).

Reason: Proposed new section 28 covers all fees.

Recommendation: Amend section <4(2) by deleting the existing language of
paragraph (c) and inserting instend, "representation of issuers and investors on the
governing body of the Stock Eixchange or any of its Committees;".

Price Wuaterhouse
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#33

#34

#35

#36

Reason: The Authority is granted the power to approve or disapprove all stock
exchange rules and procedures and to oversee all stock exchange operations. This
is the method by which the government should assure that stock exchanges act in
the public interest. A stock exchange is a private corporation and under normal
circumstances government officials should not be members of the governing body
of a stock exchange or any of its committees. If such persons are appointed, their
actions will have the effect of insulating the exchange from actions by the
Authority and such persons will have unwarranted power over other members of
the governing body of the exchange or its committees. On the other hand, in
order to assure that exchanges consider the interests of all of their constituencies,
it is important for them to have representatives of such groups on the governing
body and possibly in some of their committees.

Recommendation: Amend section 5(1) by replacing the words "Central
Government" with the word "Authority". This same amendment should be made
everywhere the words "Central Government” is used throughout the remainder of

the Ordinance, except as specified otherwise.

Reason: The Authority should be the agency to act for the Central Government in
all acts related to the Ordinance.

Recommendation: In proposed section 5(1)(a), add on line three the word "of"
after the word "notice"” and on the first line of 5(1)(a)(i) replace the word "fresh"

with the word "an".

Reason: Edits to improve the language.

Recommendation: In proposed section 5(1)(b)(ii) on line 2 replace "trade" with
"the capital market".

Reason: The interest of trade is not a suitable reuson to establish a stock
exchange. It should be in the interest of developing the capital market.

Recommendation: On the third line from the bottom of proposed 5(1)(b), replace
the word "may" with the word "shall" and insert the word "with" after the word
"Exchange" on the second line from the bottom.

Price Waterhouse
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#57

#38

#39

#40

Reason: If an exchange has met the prescribed requirements, including being in
the interest of the capital market and the public, and is the most suitable of the
applicants, the Authority should be required to grant a certificate of registration.

Recommendation: In section 5(3), retain existing language rather than the
proposed language change.

Reason: Any application that has met all of the established requirements including
proposed 3(2) regarding need and location and proposed 5 (2)(b) regarding
interest of the capital market and the public and is the most "suitable applicant"
should be granted registration. Others should be told why their application was
not granted and given an opportunity to present their views.

Recommendation: All references to "Central Government” in Chapter 5 should be
replaced with "Authority".

Reason: The Authority is the agency that is acting on behalf of the Central
Government.

Recommendaticn: Amend section 6(2) line three by replacing the word "returns”
with the word "reports”.

Reason: The word "report” can apply to all information required by the Authority.

Recommendation: Amend section 7(1) by adding a new paragraph (a) as follows:
"(a) in the case of a Stock Exchange;" and renumbering existing items (a), (b), (c)
and (d) as (i), (ii) (iii) and (iv), amend new 7(1) (a) (iii) to read "remove the
director or officer from his office in the Stock Exchange;" and insert a new 7(1)
(b) stating: (b) in the case of a member of a Stock Exchange:(i) remove the
member from his membership in the Stock Exchange; and/or, (ii) remove the
member from any office he had in the Stock Exchange.

Price Waterhouse
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#41

#42

#43

Reason: To clarify the intent of the provision that failure of a member to comply
with requirements of the Ordinance is not reason to suspend business on the
exchange, cancel the exchange’s registration, or supersede its governing body.
Removal of members from membership, or an office held, in an exchange is
provided in a separate provision (7(1)(b)).

Recommendation: Amend section 8(2) by inserting "or approved for trading on
the Stock Exchange" after the word "Exchange" on the last line.

Reason: To provide for an over-the-counter exchange and for unlisted trading on
an exchange.

Recommendation: "Amend section 8(3) by replacing the word "person", on line
one with the word "member", replacing the word "outside" on the second line with
"other than in accordance with rules of" and delete the proviso following 8(3).

Reason: It may be appropriate for an exchange with approval of the Authority to
have rules prohibiting its members from acting as a broker or dealer for listed
securities outside of an exchange. However, it is not appropriate for an exchange
to prohibit its members from such activities on another exchange in order to
assure that the order flow is centered at a particular exchange unless the
Authority specifically decides that such an anti-competitive restriction is in the
public interest. A member of any Stock Exchange should be permitted to be a
member of any other exchange and should be able to trade any securities listed or
approved for trading on each exchange according to its rules.

Recommendation: Amend section 8(4) to read as follows: "No person who is not a
member of a Stock Exchange or registered by the Authority shall act as a broker
or dealer for any non-exempt security under the jurisdiction of the Authority."
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#44

Reason: It is appropriate for the Authority either directly or indirzctly (see item 4
page 4 ) to establish and enforce registration or licensing requirements as it
determines irecessary for any person to engage in the business of being a broker
or dealer in securities under its jurisdiction. Discussions with exchange
representatives, CLA officials and others raised the problem of unregulated
persons acting as brokers and dealers in either listed or unlisted securities. This
can be resolved either by requiring everyone acting as a broker or dealer to be a
member of an exchange as broadly defined in definition 2(m) as proposed in this
memorandum or through establishing a regulatory program for non-exchange
members inciuding competency, operating, monitoring and enforcement
requirements. The first of these alternatives appears to best meet the desires of
concerned persons.

Recommendation: Amend Section 9(1) to read as follows: "(1) an issuer that
intends to get any of its securities listed or approved for trading on a Stock
Exchange or any broker or dealer who desires approval to trade on an exchange,
securities of a company not listed on such exchange shall submit an application
therefore to the Stock Exchange with the content and in the form prescribed by
the Stock Exchange."

Reason: This recommendation provides for an over-the-counter market and for
trading of unlisted securities on an exchange whether at the request of an issuer
or a broker or dealer. In addition, the procedures for listing or trading on an
exchange should be prescribed by the exchange, with the approval of the
Authority. Listing or trading decisions should also be made by the exchange with
an opportunity for an issuer whose securities have been denied listing or trading
to appeal that decision to the Authority. The Authority may, in the interest of
investors and the public, establish minimum requirements for listing or trading on
any exchange and it may also require higher minimum standards on any specific
exchange through its review process of all exchange rules and requirements. It
should not, however, establish the specific requirements and the format for listing
or trading nor it is necessary for the Authority to receive a copy of every
application.
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#45

#46

#47

Recommerdation: In the interest of permitting the issuer of securities to
determine whether listing of its securities is desirable, it is recommended that
section 10 be deleted. If it is determined to retain the section for public policy
reasons, amend the proposed article by deleting the words "consulting the Stock
Exchange concerned and" on the seventh and eighth lines and insert the word "a"
after the word "on" on the last line.

Reason: Listing securities on an exchange should be a decision made by an issuer
in the interest of its shareholders after weighing the costs and benefits. If for some
national policy reason the government retains the requirement that certain
companies list their securities on a stock exchange, at least the government should
not decide the exchange on which the company must list its securities.

Recommendation: Either the Companies Ordinance and the Securities and
Exchange Ordinance should be consolidated into one Ordinance as recommended
in the second introductory paragraph to these recommendations, or the provisions
that were formerly in Chapter III of the Securities and Exchange Ordinance and
all other provisions in the Companies Ordinance relating specifically to companies
that intend to make a public offering, have made a public offering, or are listed or
traded on an exchange should be transferred to the Securities and Exchange
Ordinance.

Reason: The Corporate Law Authority should be the sole administration agency,
and the member of the Authority that is responsible for existing provisions of the
Securities and Exchange Ordinance should be responsible, for all disclosure and
other investor protection with regards to companies that have made offerings of
their securities to the public, or are of a sufficient size and have a sufficient
number of shareholders, that the government, as a matter of policy, believes need
its involvement in order for investors to be able to have access to material facts
and be protected from improper securities practices.

Recommendation: Proposed section 12(1) should be amended by replacing the
words "listed on a stock exchange" with "offered to the public”.
Reason: Listing on an exchange should not be the event that requires an

underwriter to meet the requirements deemed important by the Authority.
Obtaining pablic access to the capital market in Pakistan should be the event.
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#48

#49

#50

#51

#52

#53

Recommendation: Among the requirements necessary to be registered as an
underwriter should be an initial minimum amount of paid in capital and a
continual minimum net capital.

Reason: Underwriters take on a major financial responsibility when they contract
to underwrite an issue of securities. They should be required to be financially
able to fulfill their commitments.

Recommendation: Proposed section 13(1) should be amended to read as follows:
"No person shall directly or indirectly make a fictitious application or submit more
than one application for shares in any public offering.

Reason: To clarify the intent of the prohibitions.

Recommendation: Amend proposed section 14(1) by inserting the word "a" after
the word "as” in line one.

Reason: Edit.

Recommendation: Delete the note that follows sub-paragraph 6 in section 14.

Reason: Securities Depository has already been defined in proposed section 2(kk),
which should be changed to 2(kkkkk) because of other added definitions.

Recommendation: The CLA should issue some rules relative to standards for
providing credit, pledging and lending of customers’ securities to protect
customers from potential abuses by exchange members.

Reason: Section 16 of the Securities and Exchange Ordinance does nothing to
regulate credit, pledging or lending of customers’ securities in the absence of CLA
rules.

Recommendation: Amend section 17 by deleting the following language beginning
on line one, "for the purpose of inducing, dissuading, effecting, preventing or in
any manner influencing or turning to his advantage,” and inserting in its place, "in
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#54

#55

#56

#57

connection with".

Reason: As presently drafted, the prohibitions are limited to acts that are "for the
purpose of inducing, dissuading, effecting, preventing or in any manner influencing
or turning to his advantage". It can be reasonably argued that thic language would
require a showing of intent to commit a violation, and thus would be very difficult
to enforce.

Recommendation: Amend section 17(c) by deleting the words "or actively conceal”.

Reuson: "Omit to state" includes both inadvertent as well as active or intentional
concealment.

Recommendation: Amend section 17(d) by inserting ", by deception,” after the
word "induce" in the first line and delete the words "by deceiving him" after the
word "person” in the same line.

Reason: Edit.

Recommendation: Delete section 17(e)(vi).

Reason: This is an insider trading provision which is included in proposed
CHAPTER IV-A.

Recommendation: Insert a new section 17(e)(vi) as follows: "(vi) directly or
indirectly participate in two or more transactions in a security with the intent of
maintaining or stabilizing the price of such security for the purpose of inducing its
purchase by others;"

Reason: Paragraph (vi) prohibits a series of transactions raising or lowering the
price for the purpose of inducing others to buy or sell the securities. It is just as
improper to engage in a series of transactions that maintain a specified price with
the purpose of inducing others to buy or sell.

Price Waterhouse
21

oK.



SECURITIES AND EXCHANGE ORDINANCE, PAKISTAN
REVIEW AND RECOMMENDATIONS

#58 Recommendation: Insert a new section 17(e)(vii) as follows: "(vii) In order to
facilitate the functioning of the market in the public’s interest, the Authority may
determine to issue rules providing for exceptions to the prohibitions contained in
this section in the case of brokers, dealers or underwriters."

Reason: There may be legitimate transactions that would be prohibited by
provisions contained in section 17 such as:

a. Changing the trustee who holds securities for a minor beneficial owner:
Such a case would violate (e)(iii) in the absence of an exception by the
Authority.

b. Stabilizing purchases in an underwriting: Whenever a company that has

made a public offering or has securities trading on an exchange desires to
make an additional offering of securities to the general public, it desires to
sell the new issue at the market price so that it will not dilute the value of
the shares of existing shareholders. However, if the existing market price is
determined by market forces of supply and demand and additional supply
is offered, the price could be expected to decline below the market price.
Also, the market might decline during an offering period, yet securities
should be sold to all applicants at the same price. Thus, in many countries,
underwriters are permitted to engage in what are called stabilizing
purchases of shares offered on the market in order to maintain the price of
the securities at the offering price during a public offering period. Rules
permitting such stabilizing purchases always include limitations and require
that the underwriter disclose in the prospectus the fact that stabilizing
purchases may be made, the conditions under which such purchases might
occur and under which they might cease.

#59 Recommendation: Amend section 19 to read as follows: "(a) The Authority and
any person authorized to act on behalf of the Authority shall not use or
communicate or otherwise disclose information obtained in the performance of
functions under this Ordinance except in an attempt to achieve objectives of the
Authority, or when required by law."
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#60

#61

#62

Reason: The provision, as it now reads, appears to prohibit all persons that
perform any functions under this Ordinance from communicating any information
to persons not legally entitled to receive it. This would appear to cover brokers,
dealers, underwriters, investment advisors and all other persons covered by the
Ordinance. It is possible that the provision was intended to be that broad, but
more likely it was intended to prohibit the Authority and its authorized
representatives from disclosing information other than to accomplish the purposes
of the Ordinance. Moreover, the Authority should not be authorized to make
disclosures to persons that are not legally entitled thereto without any restrictions
as to purpose. The proposed language also prohibits any person acting on the
Authority’s behalf from using privileged information for personal purposes, (see
Appendix E for a draft proposed ethics standard requested by the Authority).

Recommendation: Amend section 19 by adding the following: "(b) The Authority
and any person authorized to act on behalf of the Authority shall conduct their
regulatory activities in such a way as to minimize interference with the legitimate
business activities of persons under their jurisdiction”.

Reason: To keep regulatory burdens to the minimum necessary to accomplish the
purpose.

Recommendation: Chapter IV-A should be structured in such a way that it has
sections in accordance with the regular numbering system of the Ordinance. This
would require renumbering all sections in CHAPTER V. Far purposes of this
review, however, existing numbers will be used for reference.

Reason: To retain consistency within the Ordinance.

Recommendation: Amend proposed Chapter IV-A (1) by deleting the words "on a
stock exchange" and "listed" on line three.

Reason: The prohibitions on trading with possession of inside information should
not be limited to securities listed on a stock exchange because confidence in the
fairness of securities markets can be undermined by insider trading of securities
that are not listed on a securities exchange as well as those that are listed.
Prohibitions should apply to any securities that have been sold in a public offering
or that have been issued by a public company as defined.
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#63

#64

#65

#66

Recommendation: Amend Chapter IV-A (1) by deleting the words "he knows" on
the fourth line.

Reason: Prohibitions on trading with possession of inside information should not
be based on knowledge by the insider that the information is not generally
available, or that if it were available would likely materially affect the price of the
securities. It should be the duty of insiders to know whether the information is
generally available to the public. In bringing an enforcement action, the
Authority should not have to prove that the insider knew that the information was

not generally available to the public.

Recommendation: Amend proposed sub-section (2) by deleting "he knows" on line
four and five.

Reason: Knowledge of (a), (b) and (c) of this proposed provision should not be
required for the reasons stated in number 63.

Recommendation: The explanation of "connected person” following sub-section (2)
should be made into a definition and moved to the beginning of the Ordmance
with other definitions as new 2(cc).

Reason: 1t is more orderly to have all definitions in one place.

Recommendation: The new definition should read as follows: "connected person”
with respect to a company means:

(a) a director or officer of that company;

(b) a relevant shareholder in that company or a related company; or

(c) a person who occupies a position with respect to a company that
provides access to information which is not generally available and which if

it were available would likely materially affect the price of securities of that
company or any other company.
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#67

#68

#69

#70

Reason: The recommended amendments simplify the proposed language while
providing the same restrictions.

Recommendation: Amend sub-section (3) to delete the words "on a stock
exchange" on line two and line four and "listed" on line three. Also replace the
word "procure” on line three with the word "influence".

Reason: The first recommendation is to broaden the effect of the provisicen to
cover all securities over which the Authority had jurisdiction. The second
recommendation is to replace a word that means "to cause” and which iz not
otherwise used in the Ordinance with one that is appropriately more inclusive.

Recommendation: Amend proposed sub-section (4) to read as follows: "No person
shall, at any time when he is prohibited by subsection (1), (2) or (3) from dealing
in any securities by reason of his having any information, communicate that
information to any other person if he knows, or has reason to believe, that such
person may use the information for the purpose of dealing, or influencing any
other person to deal, in those securities."

Reason: The recommended language conforms the subsection to previous
recommendations and simplifies the provision.

Recommendation: Delete sub-section (5).

Reason: Insider trading is extremely difficult to prove if any general exemptions
are provided that relate to intent. Moreover, it is difficult to think of a situation
in which the use of inside information can be justified when the other side of the
transaction does not have access to the information.

Recommendation: If the Authority believes that there are legitimate reasons to
provide exemptions such as are proposed in sub-section 5, amend the sub-section
to read as follows: "The provisions of this Chapter shall not prohibit a person by
reason of having any information from engaging in any securities transaction or
influencing another person to engage in a securities transaction if he proves to the
satisfaction of the Authority that either:
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(a) the transaction was not made with the intent of making a profit of
avoiding a loss (whether for himself or another person) by the use of that
information; or

(b) the transaction was made in good faith in the exercise of legal
responsibilities as a liquid:ior, receiver or trustee in bankruptcy.

Reason: The first change is recommended because unless, as previously
recommended, the Ordinance is redrafted to provide that the existing sub-sections
of proposed Chapter IV-A are numbered sections, there are no sections in this
Chapter. Other changes are recommended to simplify and clarify the language.

#71 Recommendation: Amend sub-section 6 to read as follows:

"(1) Whenever, after giving the person an opportunity to be heard,
the Authority concludes that the person has violated any provision
of this CHAPTER or the rules or regulations thereunder, the
Authority shall, by order direct that such person pay compensation
to any person who can be shown to have suffered loss in a
transaction with the person who violated the provision because of
the difference between the price at which the securities transaction
took place and the price at which the transaction would likely have
taken place if the violation had not occurred.

(2) The amount of compensation for which a person in
violation is liable under (1) is the amount of the loss
sustained by any person whom the Authority concludes
suffered loss because of the violation.

(3) If it cannot be shown who suffered loss as the result of a
violation under this CHAPTER, the Authority shall direct the
person who is in violation to tender to the Federal
Government Treasury an amount that the Authority
determines to be equal to the gain obtained or loss avoided
as a result of the difference between the price at which the
violative transaction(s) took place and the price at which the
transaction(s) would likely have taken place if the violation
had not occurred.
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(4) The Authority may also by order direct any person who
the Authority has found to have willfully vioiated any
provision of this CHAPTER or any rule or regulation
thereunder to tender to the Federal Government by way of
penalty an amount not exceeding three times the profit
gained or loss avoided a result of the violation.

(5) Any sum directed to be paid under this CHAPTER shall
be recoverable as an arrear of land revenue.

(6) Any person directed by the Authority to tender ai
amount as compensation and/or penalty under this
CHAPTER may appeal the Authority’s order to the
Company Bench provided for in section 8 of the Companies
Ordinance."

Reason: The first substantive change in the sub-section is to delete the
requirement that the violation of a provision in this CHAPTER be determined by
the Authority to be willful. It is very difficult to prove wilfulness particularly in an
insider trading case. Pcrsons will have suffered loss and the appearance of
fairness of the market will have been undermined whether the violation was
willful or not.

Tiie second significant change is that payment be made to persons who suffered
because of the violation rather than to the issuer. It is not clear why a violator
should tender an amount equal to his illegally obtained gains to the issuer. If the
Authority is unable to determine persons who suffered loss, then the gains to the
violator are to be paid to the Federal Government Treasury. Alternatively, such
payments could be paid into a fund that could be used to enhance the capital
market, such as an investor protection fund. The recommendation (item (4) )
also requires the Authority to make a finding of a willful violation in order to
impose a penalty of up to three times the profit gained or loss avoided.

Another recommendation (sub section 6(6)) provides for an appeal. It seems
reasonable, whenever the Authority orders payment of compensation or fines, to
give an opportunity for the person involved to appeal to a higher authority. If this
recommendation is accepted, the appeal could be to the Company Bench or such
other entity could depend on the existing practice for appeals in Pakistan. It is
also recommended that the Authority consider putting these provisions relating to
penalties ‘=~ THAPTER V along with other penalty provisions.
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#72 Recommendation: It is recommended that the Corporate Law Authority consider

#73

#74

adding certain provisions included in the securities laws in other countries which
have provided for a number of instances in which a securities transaction may be
effected when one of the parties to the transaction has inside information. Such
provisions are recommended in numbers 73-75.

Reason: To provide for exemptions in certain controlled situations.

Recommendation: Add a provision to CHAPTER IV-A as follows: "()' A
company may engage in a securities transaction even though a director, officer or
employee has information that is not generally available, and if it were so
available would be likely to materially affect the price of those securities, when:

(a) the decision to enter into the transaction is made independently by
another person;

(b) the company has a system that insures that such information will not be
obtained by the other person; and,

(c) the other person does not know of the existence of such information."

Reason: Such an arrangement protects against the misuse of material non-public
information that may be available to one part of a company in its normal business
operations, but does not prohibit another part of the company that does not have
access to the material non-public information from having transactions in the
securities that could be affected by knowledge of the non-public information.

Recommendation: Add a provision to CHAPTER IV-A as follows: "() A
company may engage in transactions involving the securities of another company
even though a director, officer or agent of the company, in the performance of his
duties with the company, has received information that is not generally available
and if it were available would be likely to materially affect the price of such
securities when the information relates only to the proposed transactions by the
company in securities of the other company.”

IRefer to Recommendation #61.
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#75

#76

Reason: This makes it possible for a company to engage in transactions in another
company’s securities even though it is aware of such proposed transactions, and if
the general public were aware of such proposed transactions it would likely have a
material effect on the price of such securities.

Recommendation: Add a provision to CHAPTER IV-A as follows: "() A broker
or dealer who has information about a company that is generally not available
and if it were available would be likely to materially affect the price of the
company’s securities, may engage in a transaction in such securities, if:

(a) the broker or dealer enters into the transaction as an agent for another person
in accordance with specific instructions from that person; and,

(b) the broker or dealer has not communicated the information referred to above
or given any advice to the other person with respect to the transaction.”

Reason: This makes it possible for a broker or dealer who may have material
information about a company that has not been made generally available to
engage in normal business activities with respect to transactions in securities of
that company as long as he does not communicate any of the information to his
client, he does not recommend or give any advice to the client with respect to the
desirability of trading in the securities and he acts solely as an agent in the
transaction. The decision on whether to add such a provision should be based on
the Authority’s view whether it would lead to abuses because it could not be

properly en{orced.

Recommendation: Amend proposed section 21(1) to read as follows: "The
Authority may, on its own motion or at the request of any person, by order in
writing, cause an inquiry to be made by any person appointed in this behalf into
the securities related activities of any person over which the Authority has
regulatory jurisdiction pursuant to this Ordinance or any other ordinance or law."
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#77

#78

#79

#80

Reason: The Authority should have the power to investigate or cause an inquiry to
be made into the securities activities of any person over which the Authority has
jurisdiction either on its own motion or at the request of any person. It is not
meaningful to have provisions relating to required percentages of the holders of
equity securities, or members of an exchange or any other requirements that must
be met for the Authority to cause an inquiry to be made when it can cause such
an inquiry on its own: motion for any reason it deems appropriate. (This would
likely require a conforming change in the Companies Ordinance).

Recommendation: Amend proposed section 21(2) to read as follows: "Where an
enquiry under subsection (1) has been undertaken every person who has
information relating to or having a bearing on the subject matter of the enquiry
shall furnish such information as the person conducting the enquiry may require."

Reason: The Authority should have the power to obtain any information that is
relevant to an enquiry from any person.

Recommendation: Amend section 23(1) by deleting the remaining language after
the word "consummated” on the next to the last line and inserting in its place "and
for any damages suffered".

Reason: A person who has been adversely affected by a contract made in

contravention of any provisions of the Ordinance or any rule or regulation made
thereunder should be able to sue for damages whether or not recision is possible.

Recommendation: Amend section 23(3) by replacing the word "of" on line one
with the word "or".

Reason: Typographical error.
Recommendation: Amend section 23(3) by inserting "fulfilled all of the duties of
his position or profession with diligence".

Reason: In some cases, there is a duty to know and to act in a prescribed manner.
Ignorance or negligence should not be a means by which a person is able to avoid
liability.
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#81

#82

#83

#84

Recommendation: Amend section 23(4) by inserting after the word "action” on the
last line, the following: "and had appropriate supervisory procedures over the
person committing the act or acts giving rise to the cause of action",

Reason: In order to avoid liability for the acts of controlled persons, control
persons must not only act in good faith and not directly or indirectly induce the
violative acts but must also establish and enforce appropriate supervisory
procedures against violations.

Recommendation: Amend section 23(6) by inserting after the word "action" on the
last line, the following: ",or, to the extent permitted by the statute of limitations,
one year after the discovery of the cause of action, which ever is later".

Reason: There are instances when violative activity is not found within three years.
Within the statute of limitations on court actions, persons should be given a
reasonable amount of time after discovery to seek a remedy.

Recommendation: Amend section 24(2) by inserting after the word "Knowledge"
on line four the following: "when he exercised due diligence in his duties and had
no responsibility to know" and inserting the word "he" in place of the word "the”
on that same line.

Reason: Certain company officials have a responsibility to be aware of corporate
conduct. The lack of knowledge by an official who should have known, should
not be available as a defense against responsibility for the offense. The other
change is to correct a typographical error.

Recommendation: Amend proposed section 26(1) by deleting the words "powers
of’ on line three and inserting after the word "Authority" on line seven, "on its
own motion or". It is also recommended that there an opportunity to appeal the
decision of the Authority to a court.
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#85

#86

#87

Reason: The first recommended change is to correct a typographical error. The
second recommendation is to permit the Authority to override a decision made by
any officer exercising the powers of the Authority. The third recommendation to
provide an oppartunity for an appeal to a court of law is generally provided to
assure fairness in cases where administrative agencies have the power to impose
severe sanctions on persons under their jurisdiction.

Recommendation: Amend proposed section 26(2) to provide for an appeal to a
court as recommended in section 26(1).

Reason: Same as for number 84.

Recommendation: Amend proposed Section 27 to replace "Federal Government"
with "Authority", or amend the provision to specify to whom the advice is given
and to assure that the advisory committee has no review function or authority to
interfere with the administration of the Ordinance by the Authority.

Reason: One of the major problems with the development of the capital market in
many countries is the diffusion of authority and the ability of advisory committees
to become actively involved in day to day administration of the law or acting as a
review body for decisions made by the agency responsible for facilitating the
development and monitoring the activities of persons in the capital market.

Recommendation: Amend Section 31(1) by deleting the words "of a certificate” in
line 2; on line 3, replace the word "or" with a comma; and after the word "bond"
insert "or any other security regulated under this Ordinance, whether by certificate
transfer, book entry, or otherwise, through an exchange member,".

Add a new subsection (2) as follows: (2) Stock Exchange members are
responsible to assure that their clicnts receive legal ownership of securities for
which they have given lawful consideration and lawful consideration for which
they have given legitimate securitics"; renumber existing subsection "(2)" as "(3)"
and insert "subject to subsection (1) and (2" at the beginning of the subsection.

On the seventh line, replace the word "its" with "the"” and delete the word "listed",
and insert "traded on an exchange" after the word "securities".
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#88

#89

Reason:. To require persons acting as brokers or dealers to be responsible for the
authenticity of securities transactions for their clients. In any case where a client
engages in a transaction to buy or sell a security, the broker or dealer must assure
that his client receives lawful consideration for legitimate securities sold or
legitimate securities for lawful consideration paid regardless of any problems
experienced by the broker or dealer ¢ the exchange or in settlement of the
transaction. The proposed amendment also covers unlisted as well as listed
securities, purchased with lawful consideration through an exchange, that are
transferred by book entry.

Recommendaticn: Section 32 should be amended by inserting the words "by the
Authority” after the word "prescribcd” on the last line. Also, although this very
broad general authority may be sufficient, it would be desirable to have specific
provisions in the Ordinance with respect to the registration or licensing
investment advisors and investment companies and the types of requirements
imposed on such persons for the protection of investors. The Securities and
Exchange Ordinance should be amended to include provisions dealing with the
registration and operations of investment companies and investment advisers.

Reason: Clarification and greater specificity in the Ordinance.

These matters are presently regulated only in Investment Companies and
Investment Advisers Rules, 1971. There is an inconsistency in having provisions
relating to some persons in the Ordinance and others only in rules. The basic
provisions included in the Investment Companies and Investment Advisers Rules
should be incorporated into the Ordinance.

Recommendation: Section 34(2)(ix) refers to the procedure for registration of an
issuer. If this refers to registration in order to offer securities to the public, the
provision should be deleted. If it refers to listing or approval of trading on an
exchange it should be amended by replacing the word "registration" with "listing or
trading of the securities".
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#90

#91

Reason: The requirements for offering securities to the public are generally
established by a government agency, which also is responsible to monitor and
enforce the requirements. Exchanges are generally responsible for activities on
their own market. There are instances in which both the government agency and
the exchange approve both the olfering documents and the listing of securities on
an exchange. This is unnecessary duplication and is unnecessarily time consuming
and expensive. The proposed amendment also provides for an exchange to
regulate the trading of unlisted securities by its members.

Recommendation: Amend section 34(2)(xvii) to provide that the exchange could
give guidelines with respect to minimum commissions fcr transactions on the
exchange but that each broker or dealer is free to determine commissions and
other charges to his customers. If the Authority determines that it would be in the
interest of the capital market and investors to make such a change, the iollowing
language is proposed:

"(xvii) guidelines regarding suggested brokerage commission rates and other
charges by members, but members must be permitted to determine their own
charges subject to any limitations that may be set by the Authority or set by an
exchangz with approval by the Authority, on the determination, after public
hearings, that such limitation is necessary to assure competition in the capital
market or for the protection of investors.”

Reason: Although this is a matter that must be decided depending on the viability
of the institutions in Pakistan, the goal should be to provide for free competition
among brokers and dealers, as is the trend in other markets.

Recommendation: The Securities and Exchange Ordinance should be amended to
include provisions covering requirements for the registration and operations of
brokers and dealers.
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#92

#93

Reason: The Securities and Exchange Ordinance and the proposed provisions that
have been reviewed cover the registration of stock exchanges, securities
depositories, asset management companies, underwriters, registrars, balloters and
credit agencies. Missing from this list are brokers and dealers who are some of
the most important persons in a securities market. Such persons, if they are
members, are presently regulated in rules 3, 4 and 5 of Securities and Exchange
Rules, 1971, which deal with qualifications for membership of and admission into
a stock exchange. It would be more appropriate if such rules were incorporated
into the Securities and Exchange Ordinance and applied to brokers and dealers
whether or not they are members of an exchange. Brokers and dealers often
perform the function of underwriting securities offerings in the primary market or
are sales agents in such underwritings independent of any activities they may have
in the exchange market, which is a secondary market trading securities that have
already been issued. Exchanges could then establish their own standards for
membership which might exceed those established by the Ordinance or by rules
under the Ordinance.

Recommendation: The Securities and Exchange Ordinance should provide for an
annual inspection of exchange members and every person which is licensed or
registered by the Authority. Such inspections for stock exchange members should
be performed by the stock exchange, with a few inspections by the Authority to
moniior exchange inspections. Other persons should be inspected annually by the
Authcrity or by someone authorized by the Authority for such purpose. There
should also be "for cause” inspections by the Authority or an exchange whenever
there is reason to believe that one is needed to properly monitor and enforce
provisions of the Ordinance and rules and regulations thereunder, or exchange
rules.

Reason: The Authority needs to establish mechanisms to assure compliance with
the Ordinance and its rules and regulations.

Recommendation: The introductory statement to The Securities and Exchange
Rules, 1971, refers to the Securities and Exchange Authority. It is understood
that this was the agency responsible for the administration of the Securities and
Exchange Ordinance before it was transferred to the: Corporate Law Authority. If
that is correct, there should be a footnote to that effect.

Reason: Clarify meaning of Securities and Exchange Authority.
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#94

#95

#96

#97

#98

Recommendation: Rule 2(d) defines "net capital” to include "money receivable
within a period of twelve months from the date of the balance sheet and such
other assets". The purpose of a net capital requirement is to assure that there are
assets readily available to meelt the contractual obligations of brokers and dealers
in their business activities for the protection of their customers, other brokers and
dealers with whom they trade and any exchange of which they may be members.
It is recommended that the definition of net capital be reconsidered to limit assets
that can be included in the computation to those that are immediately available.
If the Authority decides to consider this recommendation there are many
examples in other markets that can be used.

Reason: The definition as now provided does not assure that assets will be readily

available as needed.

Recommendation: In Rule 2(e), "officer" is defined differently than in the
Ordinance or in the proposed definition for the Ordinance. These definitions
both apply to issuers and should be the same.

Reason: Simplify.

Recommendation: Amend Rule 3(a)(vi) by replacing the words "not less than" on
the second line with "at least”.

Reason: To avoid a double negative in the sentence.

Recommendation: That in Rule 3(b), the net capital of exchange members not be
tied to the activity of the exchange but to their own activity. The amounts to be
required and the way net capital is computed also need to be reconsidered.
Reason: Net capital needs for exchunge members relate to their own activity, not

the total activity of the exchange.

Recommendation: Amend Rule 3(b)(i) to replace the word "crore"” with "10
million" so that it would be generally understood.
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#99

#100

#101

#102

Reason: Improves understanding of the rule.

Recommendation: That the first proviso in Rule 3(b)(ii) be amended to maintain
the same relationship as it had before (i) was increased from fifteen to seventy
five thousand rupees. The sccond proviso should also be amended to indicate the
change made in (ii) in 1985.

Reason: Consistency within ie 1ule.

Recommendation: Rule 3 needs to be amended to clarify that in fact members of
a stock exchange can be individuals or companies as clarified in discussions in
Washington, D.C., Karachi and Islamabad. Rule 3 seems to infer that they can
only be individuals in 3(a) which refers to age, soundness of mind, etc., and also
in the second proviso to (b)(ii) which refers to "the number of such partners of
the firm as are members of the stock exchange". Paragraphs (c), (d) and (e) also
infer that members must be individuals. On the other hand, the Form Of
Application For Registration Of A Stock Exchange Under Section 5 of the
Securities and Exchange Ordinance, 1969, Part II items 12 and 13 indicate that it
is possible for firms to become members. This Rule needs new provisions
applying to corporate members of an exchange.

Reason: Clarify that members can be both individuals and other persons and
provide rules for such other persons.

Recommendation: Corporations should be permitted and encouraged to be
members of Exchanges. Existing members should be encouraged to reorganize
into corporations.

Reason: Corporations are more permanent, can be required to be more open in
accounting for and disclosing their activities to the public, can be required to have
greater amounts of capital and net capital and by making their officers and
directors liable for acts of the corporation can be held to a high level of
responsibility. Some countries permit only corporations to be members of
exchanges.

Recommendation: Amend Rule 4(3)(a) by inserting "a" after the word "is".
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#103

#104

#105

#1006

Reason: Edit.

Recommendation: Rule 5(1) should be amended by adding the following at the
end: "Such financial statements shall be audited by an independent auditor who is
a chartered accountant.”

Reason: Member financial statements should be audited and the auditors should
be independent of the member to enhance credibility of the auditor and the audit.

Recommendation: The CLA should have authority to establish accounting and
auditing standards, including certification of financial statements, that supersede
those established by the accounting profession if it is deemed necessary for the
protection of investors and the public. Section 234 of the Companies Ordinance
appears to grant such authority to the CLA for listed companies. Such authority
should be expanded to cover all companies including banks and insurance
companies that have sold their own shares in a public offering or are traded on an
exchange. Any such standards should be established in consultation with qualified
private sector accountants and any standards for insurance companies or banks
should be established in coordination with the primary regulator of such
companies and in accordance wilh existing law.

Reason: To enhance the status of the accounting profession, to improve
accounting practices of public companies and to increase confidence in audits.

Recommendation: Amend Rule 10(2) on line two by inserting the word
"independent” before the word "auditor".

Reason: To assure that the auditor is independent of the exchange.

Recommendation: The Ordinance should be amended with a new provision
establishing liability for auditors in instances where investors have been harmed in
reliance on financial statemznts or other documents that have been audited or
reviewed and approved by them.

Reason: To upgrade the performance of auditors and improve the capital market.
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#107

#108

#109

#110

#111

#112

Recommendation: Delete Rule 11 and renumber 11-A as 11.
Reason: Exchanges should deal with and provide application forms for listing.
These forms would be reviewed by the Authority and either approved or

disapproved as with any other rule or form of the exchange, before they are used
by the exchange.

Recommendation: Amend Form 1 by replacing the word "FROM" in the heading
with the word "FORM" and deleting the word "spare" on the first line of item 2.

Reason: Edits.
Recommendation: Amend FORM | PART I item 4 by replacing the word "may"
on the next to the last line with the word "shall”.

Reason: The Authority should require that the basis of organization be stated.

Recommendation: In FORM 1, Applicants for registration of a stock exchange are
asked various questions, but there is no indication that the items about which
questions are asked are required. It is recommended that the Authority establish
as requirements for approval of an exchange application positive responses to
items 16, 17, 23, 25, 26, 27, 28, 29, 30, 31 and 32.

Reason: Every exchange should be required to have these items.

Recommendation: Amend item 22 by inserting the word "recommended” before
the word "scale” in line one.

Reason: Exchanges should not be permitted to establish prices charged by their
members.

Recommendation: FORM II should be amended by deleting the word "FROM"
and inserting the word "FORM".

Reason: Typographical error.
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#113 Recommendation: It has already been recommended that the basic provisions of
the Investment Companies and Investment Advisers Rules, 1971 should be
incorporated into the Securities and [ixchange Ordinance or some other
ordinance.

In response to requests from the CL.A to suggest what provisions of the
Investment Companies and Investment Advisers Rules, 1971 should be included in
the Securities and Exchange Ordinance, the following is recommended:

a. The Table of Contents of the Ordinance should be changed to include a
new chapter or chapters rclating to investment companies aud investment
advisers.

b. Definitions in the 1971 Rules that are not already in the Ordinance should
be added.

C. The following Investment Companies and Investment Advisers rules should
be included as sections in the Ordinance with changes in language as
suggested and with numbering changed to fit into the Ordinance :

within brackets is to be

3. No investment company (o cosnmence business without registration. - No
company shall commence business as an investment company unless it is
registered with the Authorily under these-rules [this Ordinance).

4, Eligibility for registration. - A company proposing to commence business
as an investment company shall be eligible for registration uader-these
sules if it fulfills or complics with the following conditions or requirements
+namely:

(a)  that-sueh [the company] is registered as a public limited company
under the Companies Act. 1913 (VII of 1913);

(b) that-it [the company] is to function as a closed-end investment
company with a capital-of not less than five million rupees;

(c)  that no director, officer or employee of sueh [the] company has been
convicted of fraud or breach of trust;
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(d) that no director, olficer or employee of sueh [the] company has been
adjudicated as insolvent or has suspended payment or has
compounded with his creditors;

(e) that the promoters of sueh [the] company are, in the opinion of the
Authority, persons of means and integrity and have special
knowledge of matiers which the company may have to deal with as
an investment company;

[(f) any other requirements prescribed in rules or regulations by the
Authority in the public interest.]

Registration -

(1)  Any company which [fulfills requirements] for registration uader
rle [in Article] 4 may make an application in Eerm—1-te-the [such
form and manner - as the] Authority [may prescribe] for registration

&—An-apphieant-undersub-rale-(H)-shal-besides-the-other-doecuments
referred-to-in-Forin-l-be-nceompunied-by-an-undertaking-by-the
investment-advisor-uf-the-ecompany-that-the-investment-adviser-will
at-all-times-hold-or-benefietally-own-equity-seeurities-of-the

company-of an-amount-whieh—isheither-more-norless-than-tenper
eent-of-the-paid—u) value-of-sueh-seetrities:

){(2)] The Authority, if it is satisfied after such enquiry and after
obtaining such further information as it may consider necessary: -

(i)  that the applicant is eligible for registration; and

(ii)  that it would be in the interest of the capital market so to do,
may grant a certificate of registration to such company ia
Eerm-H.

Investment policy and diversification. -

(1)  The investment policy of an investment company shall be clearly
and concisely stated in its Memorandum and Acrticles of Association
and the public offer for the sale of its securities.

(2) An investment company shall not enter into any transaction in any
security other than a security which is listed [or traded] on a stock
exchange or for the listing [or trading] of which an application has
been made to a stock exchange.
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€)

The investment of an investment company in any other company
shall not, at any time, exceed an amount equal to ten per cent of
paid-up capital of the investment company or an amount sufficient
to acquire ten per cent of any class of the securities of that other
company.

Prohibitions.- No investment company shall -

(a)

(b)
(c)
(d)
(e)
6]
(8)
(h)
(i)

@)

merge with, acquire or takeover any other investment company,
unless it has obtained the prior approval of the Authority in writing
to the scheme of such merger, acquisition or takeover;

pledge any of the sccurities held or beneficially owned by it;

make a loan or advance of money to any person except in
connection with the normal business of the investment company;
effect a short sale in nny security;

purchase any sccurity in a forward contract;

purchase any securily on margin;

participate in a joint account with others in any transaction;

apply any part of its assets to real estate, commodities or
commodities contracts;

acquire any security of which another investment company is the
issuer;

make an investment in a company which has the effect of vesting
the management, or control over the affairs, of such company .n the
investment company;

Ho——employ-as-a-broker, - direetly-or-direetly—any-director-offieer-or

; “..V‘. L7, i
any-director-offieer-or-employee-thereof;

(k)] issue at any time, without the prior approval of the Authority in

[

writing, a senior sccurity which is either stock or represents
indebtedness;

act in contravention of any other rule or regulation that the
Authority prescribes in the public interest.]

Transactions with directors, ctc.- No investment company shall without the
prior approval of the Autharily in writing, purchase from, or sell to, any
director, officer or employee of the investment company or of the
investment adviser thereof or a person who beneficially owns ten per cent
or more of the equity securities of the company or of its investment
adviser.
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10.

: 12,

Appointment of investment adviser. -

(1) No investment company shall appoint any person as an investment
adviser except by a contract in writing the terms of which have been
previously approved by the Authority in writing.

e-)—:lihe—eeﬁ&aeﬁhﬂll- nnlmlly-ﬁr—ﬁﬂ—fwew&%——be—vehd—fer—a-peﬁed-nef

A(2)] The contraet shall, among other things, provide that the
investment adviser shall bear all expenditure in respect of the
secretariat and olfice space of the company and professional
management, including all administrative, accounting and legal
services, and that the lee payable to the auditors and the custodian,
taxes on income of the company, brokerage, stamp duty and any
other duties or taxes connected with the sale or purchase of
securities shall be payable by the investment company.

Power of Authority to give certain directions.- The Authority, if it is
satisfied that it is necessitry or expedient so to do in the public interest or
of the capital market in Pukistan, may, by order in writing, direct an
investment company, within such time as may be specified in the order.-

(a) to disinvest the whole or such part of the investment portfolio as

may be so specified;
(b) to refrain from investing or disinvesting such securities as may be so

specified;
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14,

15.

16.

17.

18.

16.

()  to co-opt one or more persons nominated by the Authority as
members of the hoard of directors of the company with the same
status, powers and rights as the other members of the board.

Publication of portfolio sccurities.- Every investment company shall cause
to be published, in the Bulletin or other such publication of the stock
exchange on which its sccurities are listed, the names and the value of its
portfolio securities as at the end of each half-year.

Custody of securities.- (1) Every investment company shall place and
maintain the securities owned or held by the company with a custodian
appointed by it with the prior approval in writing of the Authority.

[Every investment company shall maintain such books of accounts and

other records for such periid of time as the Authority shall by rule or

regulation require as appropriate to depict a true and fair picture of its
state of affairs.]

[Every investment company shall transmit to its shareholders and to the
Authority such periodical reports in such form and with such content as the

Authority may prescribe.]

No person to commence husiness [as an investment adviser] without
registration.- No person shiall commence business as an investment adviser
unless such person is registered with the Authority under these-rsles [this

Ordinance].

Eligibility for registration.- Any person proposing to commence business as
an investment adviser shall be eligible for registration underthese-rales if
it fulfills or complies with fsHewing[such] conditions or requirements,
namely [as the Authority may prescribe by rule or regulation in the public
interest].
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20.

21

22.

24,

Athority-persons-of 1 . 1 ol
knowledge-of-the-muntiers-whieh-the-eompany-may-have-to-deal-with

as-an-investment-udvisor:

Registration.- (1) Any person who is-eligible-for-registration-under-rile10
[fulfills the requirements established under Article 14] may make an
application taFerm-HH [in such form and manner as} the Authority may
prescribe for registration underthese-rules as an investment adviser.

) [(2)] The Authority, if it is satisfied after such enquiry and after

obtaining such further information as it may consider necessary,-

(i)  that the applicant is eligible for registration; and

(ii)  that if would be in the interest of the capital market so to do, may
grant a certificate of registration of registration to such person in
Form1V.

Maintenance of books of accounts etc.- (1) Every investment adviser shall
maintain such books of accounts and other records as-shell [for such period
of time as the Authority shall by rule or regulation require as appropriate
to] depict a true and fair picture of its state of affairs.

Submission of annual report[s] to Authority.- Every investment adviser
shall submit tc the Authority-an-Annual-report—together-with-a-balance
shee%aﬂdﬁneeme—aﬁdf*fmndﬁufe—aeeeuﬂ&&ﬂé—fhe—at%eﬁﬁpeﬁ—m
she-months-of-the-elose-of-iv-year-of-aeeount: [such reports in such form

and with such content as the Authority may prescribe.]

Cancellation of registrativai,- {1) Where the Authority is of the opinion
that and investment advissr hus contravened any provision, or has
otherwise failed to compiy with any requirement, of the Ordinance or of
any rule of direction made or given thereunder, the Authority may, if it
considers necessary in the public intecest so ‘o do by order in writing,-
(a)  cancel the registration of tite investment adviser; or
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(b) remove the investment adviser from the office of investment adviser of
an investment company;

Provided that no such order shall be made except after giving the
investment adviser an opportunity of being heard.

(2) An investment adviser removed from office under clause (b) of sub-rule
(1) shall not be entitled to or be paid any compensation or damages for
loss of termination of office.

(3) An investment adviser of an investment company who is removed from
office under clause (b) of sub-rule (1) shall not be appointed to such office
of that company until after the expiration of a period of five years from the
date of such removal.

(4) Where the investment adviser of an investment company is removed
from that office under clause (b) or sub-rule (1) no director or officer of
the investment adviser shall hold the office of director of the investment
company or any other office connected with the conduct or management of
the affairs of the investment company, until after the expiration of a period
of five years from the date of such removal.

(5) Where the investment adviser is removed from office under clause (b)
of sub-rule (1) the Authority may, by order in writing, appoint a person,
hereinafter referred to as the Administrator, to manage the affairs of the
investment company subject 1o such terms and conditions as may be
specified in the order.

(6) The Administrator shall receive such remuneration from the investment
company as the Authority may determine.

(7) The management of affairs of the investment company shall, on and
from the date of appointment of the Administrator, vest in him.

(8) If at any time it appears to the Authority that the purpose of the order
appointing the Administrator has been fulfilled, it may permit the
investment company to appoint another person to the office of investment
adviser; and, on the appointment of such investment adviser, the
Administrator shall cease to hold office.
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#114 Recommendation: Amend the Investment Company and Investment Adviser’s
Rules, 1971 to include the remaining existing rules as well as portions stricken out
of the rules proposed to be inserted in the Ordinance that the Authority desires to
retain with the following recommendations:

a. The Authority should consider reviewing the language in 8(k)
prohibiting an investment company from using a broker that is
affiliated with its investment adviser. In many countries this
relationship is regulated rather than prohibited.

b. The Authority should consider whether contracts between an
investment company and an investment adviser should be permitted
to last for ten years as provided in rule 10(2). Such contracts are
usually restricted to much shorter periods.

c. It is unusual for a government agency to stipulate compensation to
be paid to one party, to a contract in the event of termination, as
provided in rule 10(2A)

d. It is unusual to require that only companies may register as
investment adviser's as provided in rule 19(a).

e. Rule 23 could be climinated il a general provision regarding
enquiries is included in the Ordinance as recommended earlier.

f. A provision should be added to the investment company and
investment adviser regulations regarding renewal of registration
annually to conform to proposed new 11(b), 12(b) and 14(b).

Reason: All registered or licensed persons should be treated
similarly with respect to annual renewals; if required.

#115 Recommendation: New Provisions relating to the registration of underwriters,
balloters, depositories, credit rating agencies and any other
entities registered by the Authority should contain a provision similar to section 4

regarding stock exchange registration.

Reason: To make it clear the Authority may establish such requirements as it
determines to be in the public interest for registration of such persons.
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#116

#117

#118

#119

#120

Recommendation: Proposed section 32(a) regarding asset management companies
should be expanded to include the hasic provisions of the proposed Asset

Management Companies Rules, 1992 (not part of this review) in the Ordinance

instead of in rules.

Reason: All major categories of professional capital market participants should be
included similarly in the Ordinunce.

Recommendation: The Authority should issue a rule requiring the approval of
independent shareholders for any company actions in which directors, officers or
controlling shareholders have a conflict of interest.

Reason: Shareholders without a conlflict of interest should be able to protect
themselves from actions in which insiders have a conflict of interest. Appendix F
has an example of a conflict of interest rule that could be issued by the Authority.

Recommendation: The Authority should issue a rule requiring that exchanges
have a committee in which a majority of the members are not brokers or dealers
to handle customer complaints und any other matters in which broker or dealer
members may have a conflict ol interest.

Reason: To assure that such matters are handled objectively.

Recommendation: The Authority should issue a rule requiring that exchange
members and other brokers and dcalers have liability insurance or a standby line
of credit from a bank to protect customers, other brokers and dealers, and
exchanges in the event the broker or dealer is unable to fulfill its contractuai

commitments.
Reason: Included in the recommendation.

Recommendation: Automation of trading and settlement on Karachi Stock
Exchange should be a high priority.
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#121

#122

#123

#124

Reason: Existing trading practices are not efficient, do not require members to
expose their customers’ orders to orders of other members and do not require
execution of orders on a time, price priority basis. Thus investors are not assured
best execution of their buy and sell orders. Moreover, brokerage firms say they
are restrained from developing a retail marketing program because of exchange
inefficiency.

Recommendation: All exchanges should be required to assure that their members
are complying with all of the provisions of the Ordinances, and rules issued by the
Authority as well as their own rules. Independent members on a compliance
committee and an independent Chiel Executive could help correct this situation.

Reason: Enforcement by the exchunges and the Authority appears to be minimal.
Comments made by those interviewed support this conclusion. This needs to be

corrected.

Recommendation: There should be no government involvement in price setting for
offerings of securities to the public hy private sector companies with an operating

history.

Reason: Such government decision inaking interferes with market forces in setting
prices.

Recommendation: Commercial paper, zero coupon and convertible bonds should
be developed by the private sector. Removal of the stamp duty on the transfer of
such securities would be an important step to facilitate such development.

Reason: This would provid : capitnl market alternatives to bank loans as a source
of capital.

Recommendation: Any special treatment given to the National Investment Trust

- and tic Investment Company of Pakistan should be phased out and they should

be subjected to the same regulatory requirements as other similar investment
institutions.
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#125

#126

#127

Reason: Private sector investment companies and asset management companies
should not be at a competitive disadvantage as a result of government ru!“s,
regulations and priorities.

Recommendation: Fees for underwriting services should not be controlled by the
government.

Reason: The existing maximum, limits the ability of underwriters to take some
issues. It also acts as a standard which underwriters charge in some situations
where they would be willing to provide services for less.

Recommendation:  Regulations should be issued to permit but control margin
accounts, short selling and forward sales.

Reason: To facilitate greater efficiency in the market.

Recommendation: A rule should he issued prohibiting underwriters and persons
affiliated with them from dircctly or indirectly purchasing securities for their own
account in an oversubscribed public offering. At the same time such persons
should be excluded from section 224 of the Companies Ordinance for shares
purchased in an underwriting,

Reason: These changes would assure that such shares are really offered to the
public investors, but if underwriters are required to take up shares because an
offering is not otherwise fully subscribed, they would be able to retain the benefit
of any rise as well as suffer any loss resulting from a drop in the market price.
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SECURITILS AND LXUHANGE OPDINANCL. [WOU
ORDINANCE NO. XVII OF 1969
(28th June, 1969)

(As Anmended upto 6th February, 1984
AN

ORDINANCE

To provide for the protection of investors, regulation of markets und deztings in
securities

WHEREAS it is expedient to provide for the protestion of mvestors. rerulation
ol markets and dealings in securities and for matters ancillary thereto ;

AND WHERE:S the national intcsest of Pakistan in relation o0 the achicvament
of uniformity requires Central legislation in the matter ;

Now. THEREFORE, in pursuance of the Proclamaton of the 25th day of
March. 1969. read with the Provisional Constitution Order, and in exercise of all
powers enabling him in that behalf. the President is pleased 1o make and pro-
mulgate the following Ordinance :—

CHAPTER 1
FRELIMINARY

|. Short ftitle, extent and commencement.—(1) This Ordinance may be.
called the Securities and Exchange Ordinance, 1969.

(2) It extends to the whole of Pakistan.

(3)It shall come into force on such date as the Central Government mav.
by notification in the official Gazette, appoint.

2. Definitions,—In this Ordinance. unless there is anything repugnant in
the subject or context,—

(a) “associatc ” means any partner, employee. ofticer or director of a
member :

(b) “bank ™ means a banking company as defined in the Banking Com-
panies Ordinance, 1962 (LNII of 1962) :

{c) “broker” means any person engaged in the business of effecting
transactions in securities for ihe account of others;
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SECURITIES AND EXCIIANGE ORDINANCE, 1969

(d) * equity sccurity” means any stock or transferable share (preferred
or common) or similar sccurity rcpresenting ownership; any
security  convertible, with or without consideration, into such a
security, or carrying any warrant or right to subscribe to or purchase
such a sccurity ; any such warrant or right itself; and such other
securily as may be prescribed ;

(dd) *free reserves™ for the purpose of an investment company,
inclpdc any amount which, having bcen set aside out of the revenue
or other surpluses is free in that it is not retained to meet any
diminution in value of the assets, spceific liability, contingency or
commitment of that company known to exist at the date of the

balance shect ;

(¢)) “investmeat adviser” includes, person who is, for compensation,
cngaged in the business of advising others, either directly or through
publications or writings, as to the value of securities or as to the
advisability of investing in, purchasing or selling securities, but does
not include,—

(i) a bank;

(ii) any lawyer, accountant, cngincer or teacher whose performance
of such services is solely incidental to the practice of his pro-
fession ; P

(iii) any broker, jobber, membcr or associate whose performaice
of such services is solely incidental to the conduct of his
business as a broker, jobber, member or associate and who
receives no separatc compensation therefor ; -

(iv) the publisher of any newspapcr, news magazine, or other publi-
cation of general and regular circulation ; or

(v) the Investment Corporation of Pakistan ;

[) * investment Company ” °® means a company engaged principally or
wholly in buying and selling sccurities of other companies and
includes a company, not being a holding company, the investment
of which in the sharc capital of other companies at any one tinie is
of an amount equivalent to cighty per cent of the aggregate of its
own paid up capital and [ree rescrves, but does not_include a bank
or an insurancc company or a corporation which is a member of a

Stock Exchange;

*Added by S&E (Amend) Ord., 1980.
s+Substituted by S&E (Amend) Ord., 1930
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SECURITIES AND EXCHANGE CRBISANCE., 1GGY ki

(g) “issuer” mcans any person who has issued or PrOPOSCS 1y s g
security ;

(h) *“jobber ™ means any puisun engaged in e business of cilociine
transactions in sceuritics Tor his own account. through a broker  or
otherwise, but docs not include any person who tiades in © canitiog
for his own account, cither individually or in <ome liduciary capacite,
otherwise than as o part ol arczutar business

)

(i) “member ™ mcans a member of a4 Stoct Fxebange

(it) “ Officer ”* for the purpose of Chapters H1. 1V and V, in relation
to an issucr, includes managing agents. mannecy, secrelary, aceoin -
tant or auditor of the issucr;

(j) *“ person ™ inctudes a Hindu undivided familv, o fiem, an e soiatioe
or body of individuals, whether incorporated or net. a company s
cvery other artificial juridical peison ;

(k) “prescribed ™ mcans prescribed by rules made under this Qrdinans.
(1) ““security ” includes—

(i) any stock, (ransfcrable share, scrip,  Modaraba Certific i
note, cebenture, dehenture stotk.  participation term  certiti-
cate®*, hond, investment contract, and pre-organization ¢ it
or subscription, and. in general. any infeiest or instroment
commonly known as a  ‘“sccurity " and, anv  certificact
of deposit  for.  certificate  of  interest  or  partici-
cipation in, temporary or inferim certificate  for, reccipt
for, or any warrant or right to  subscribe 1o or purchace.
any of the foregoing but docs not include currency or any notz,
draft, bill of cxchange or banket’s acceptance or anv  note
which has a maturity at the time of issuance of not moie tha
twelve months, exclusive of davs of grace, or any rencwal
thereof whose maturity is likcwise limited :

(ii) any Government sccurity as defined in the Sccurities Act, 1070
(X of 1920) ; and

(iif) any bonus entitlement voucher issucd by the State Rank of
Pakistan in accordance with any scheme announced by the

Central Government ;
(m) “Stock Exchange” means any person who maintains or provides n
market place or facilities for bringine togcthzr buyers and scllers of
securities or for otherwise performing with respect to securities the

*Inserted by S&E (Amand) Ordl., 1980,
s*Inserted by S&B (Amend) Ord., 1982,
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4 SECURITIES AND EXCHANGE ORDINANCE, 1969

functions commonly performed by a Stock Exchange, as that term

is gencrally understood, and includes such market place and (acili-
tics.

Explanation® :—In clause (1) “ Modaraba Certificate” has the same mcaning
as in thec Modaraba Companies and Modarabas (Floatation
and Control) Ordinance, 1980 (XXXI of 1980).

CHAPTER I
REGISTRATION AND REGULATION OF STOCK EXCHANGES

3. No Stock Exchange to operate without registration.—No Stock Exchange
shall opcrate or carry on its functions, and ao person shall use or utilize, for the
purposc of any transaction or dealing in any security, the facilities or scrvicss of

a Stock Exchange, unless such Stock Exchange is registered under this
Ordinance.

4. Eligibility for repistration.—(1) Any Stock Exchange which fulfil such
conditions or complics with such requirements as may be prescribed to ensure

fair dealings and to protect investors shall be eligible for—'}egistralion under
this Ordinance.

(2) The conditions or requirements which may be prescribed for the pur-
poses of sub-section (1) rriay, among other matters, relate to—

(a) qualifications for membership and admission, exclusion, suspcnsion,
expulsion and re-admission of members thereinto or therefrom ;
P ————

(b) constitution and powers of the governing body and the powers and
duties of the office bearcrs ;

(¢) representation of the Central Government on the governing body of
a Stock Exchange or any of its Committees ;

(¢! ¢+ manner in which business should be transacted including restric-
tions on the business of the members ;

(c) Mcmornndum and Articles of Association, rules, iegulat_ions and
by-laws of a’Stock Exchange ; and

(f) the maintenan.cé of accounts, inélﬁding ‘thosé.of members, and their
audit, '

S. Registration.—(1) Any Stock Exchangc which is eligible for registra-
tion under section 4 may, in such form and manner as may be gr_esg_l:i_lzgd_, apply
to the Central Government for registration.

*Added by S&E (Amend) [Ord., 1982.
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SECURITIES AND EXCHANGE ORDINANCE, 1969 3

(2) 'The Central Government, i it is sutisficd, after such inquiry and after

obtaining such further information as it may consider necessary,—
(i) that the Stock Exchange is cligible for registration ; and

(i) that it would be in the interest of the trade and also in the public
intcrest to register the Stock Exchange ;

may grant a certificate of registration (o the Stock Exchange.

(3) No application for registration shall be refuseq except alter giving the
applicant an opportunity of being heard:

6. Accounts, mmllml reports, retuens, ctc.—(1) Every  Stock Exchange
and every director, officer and member thereof shall prepare and maintain such
books of accounts and other documents jn such manner as may be prescribed ;

and every such book of accounts or document shall be subject to inspection at all
(%3

reasonable times by any person authorised by the Central Government in this
behalf,

v
(2) Every Stock Exchange shall submit to the Central Government, in such

manncr and containing such particulars as may be prescribed, an annual report
and periodical returns relating to its affairs.

(3) Without prejudice to the provisions of sub-section (1) and sub-section
(2), every Stock .Exchan‘éc_ and cvery dircctor, c)[]ice_r‘_/or pfcmbcr thereof shall
furnisvh such documents, information or explanation relating 1o the affairs of the
Stock Exchange or, as the case may be, relating to the business on the Stock
Exchange of such director, officer or member as the Central Government may,
at any time, by order in writing require.

7. Cancellation of registration, etc.—(1) Where the Central Government
is of opinion that a Stock Exchange or any member, dircctor or officer of a
Stock _Exchange has contrave-ﬁéaj'{ﬁ.y provision, or has otherwise neglected or
failed to compi_\' with any requirement, of this Ordinance, or of any rule, regula-
tion or dircction made or given thercunder, the Central Government may, if it
considers it necessary for the protection of investors or to ensure fair dealings or

fair administration of the Stock Exchange so to do, by order in writing—

(a) suspend for such period as may be specificd in the order the trans-
action of any business on the Stock Exchange ;

(b) cancel the registration of the Stock Ex_c:_l1_aqg§;
(c) supersede the goveming body or other authority of the Stock

(03
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6’ SECURITIES AND EXCHANGE ORDINANCE, 1969

(d) remove the dircctor, ollicer or member from his office in, or nicm-
bership of, the Stock Exchange ;
Qo SR

Provided that no such order shall be made except after giving the governing
body or other authority or, as the casc may be, the director, officer or member,
an opportunity of being heard. '

(2) An order made under clause (c) or clausec (d) of sub-section (1)
may also dircct that the functions of the governing body or other autharily
which has been supcrseded or of the director or officer who has becn removed
shall be pcrformed by such authority or person as may be specified therein.

(3) An order under sub-section (1) shall have effect notwithstanding any-_
thing containcd in any other Jaw for the time being in force or in any Memoran-
dum or Articles of Association ;

Provided that no order made under clause (a) or clause (b) of sub-section
(1) shall affect the validity of any contract lawfully entered into before the date
of such order.

8. Resfriction on dealings in sccurilics.—(1) No person shall transact any
business in securities on any Stock Exchange unless he is a member thereof.

(2) No business shall be transacted on a Stock Exchange in a_sccurity;
other than a Government security or a bonus entitlement voucher, which is not
listed on such Stock Exchange. .

(3) No person shall act as n dealer in a_sccurity listed on a Stock Exchange
ottside such Stock Exchange ;

Provided that the prohibition in this sub-section shall not apply to purchase,
sale or transfer of any such security by or from the Investment Corporation of
Pakistan or the National Investment Trust.

(4) No person other than a member shall act as a broker or a lgbbcr
for any security not listed on a Stock Exchange; . .

Provided that the prohibition in this sub-section shall not apply to discount-
ing of any security evidencing a loan.

9. Listing of securiies.—(1) An issuer who intends to get any of his
securitics listed on a Stock Exchange shall submit an apphcatmn therefor, in the
Erescnbed form to the Stock Exchange and submit a copy of the application to
the Central Government.
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(2) Upon seecipt of an application under  sub-scction (), the  Stock
Lxchange may, if it is satisficd after making such inquiry as i may consider
neeessiey that the applicant fullils the conditions prescribed i this behalf,  Tist
the scearity for dealings on the Stock Exchange, =

{2 Whee o Stock Exclimge echuses 1o 1ig o scetnny the Cenal Govegs
ment iy, cither on petition by e application made withn the prescribed tine
or on s own motion. direet the Stock Eachange 1o list the seearity.

{4) Where after the listing of seeurity, the Ceitral Government or Steek
Exchange finds that the application is deficient in any nnuterial respect or that the
msuer has failed to comply with wny proseribey condition or reguirement  andd
that the continued listing of the sceurity would not he i the public interest, the
Central Government or, as the case may be, the Stock Exchange may. by order,
cither require the issucr to correet the (!L"iCiCIIC.\" or comply with the prescriberd
condition or yequirement within the (ime specilicd in the order o revoke  1he
listing, .

(5) A listed sceurity may be delisted on application by the issucr to  (he
Stock Exchange which may deny the application or arant it on such conditions
s appear nceessacy or appropriate for the protection of investons.

(6) Where o Stock Exchange  refuses to delist o seearity.  the Centyal
Government miay, on petition by the applicant made within the presesibed time,
direet the Stock Exchange to delist the seeurity.

(7) “The Central Government or a Stock Exchange may. if it considers it
to be in the interest of trade or in the public interest s to do., suspend by ovder
recording the reasons, trading in any listed security.

Xgl.ib’) An order under sub-section (7) shall remain in force for o period of
lbﬂricgrdays which the Central Government or, as the cnscg may be, the Stock

. . . )
LExchange may extend for further periods not cxceeding : days at any
time,

(9) No application submitted under sub-section {1} shall be refused. and
no listing shall be revoked under sub-section (4), unless the issucr has  Leen
given an opportunity of being heard.

10. Compulsory listing of seewrilies, —Where  the  Central - Government,
having regard to the nature of, and the dealings in, any security. is of the opinion
that it is necessary or expedient in the public interest so to do, it may, after con-
sulting a Stock Exchange and piving the issuer of such seeurity an opporiunity
ol beiug hemd, direet the Stuck, Exchange to list the security. -

X sulatisled B P2 /Py _Pil st - go10-8Y (Cro-
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2 amPIEITIRSYAND EXCHANGB: ORDINANCE, 11969

v 'REGULA’HUN UE 19dUDRS i

-- A R R O R s o
{1. Submission ot relums.—(l) An 1ssucr o[ a hslcd security shall furnish
to the Stock Exchangc, to the sccurity holdcrs and to thc Centghl Government

an annual rcport of its affau's and such’ slntements and other reports as may be

.- ~ Yo aenb it . : g
' IR e, . ‘ -, .,; [0 1 Lae

prescribed. . e e
P ] . - e . -

L D ,‘;" ‘...".' Ky '._

(2) W:thout prcjudlcc to the prov:snons of sub-sectxo'
‘listed security shall "furnish to the Ccnlral Govcmmcnt [t ‘
the sharcholders] such other documents, mIormahon ‘or xplananon relaung to
its affairs as the Ccnlral Govcmmcnt mav at nny :

By e lf

require. IR .;
.‘|E' ey v

12. Submission o[ st ntcmenls o[ bcneﬁcml “owfe
Ilcs.—Evcry dircctor or ofﬁcer of an - issuer who s' q.r'hfis‘ been the bcnchcnal
owner of any class of its hstcd equity srcurmes d every person “who is dircctly
or indirectly the beneficial owner of more than fen per cent of any class of such
ssouritics shall submit to.the; Ccnual Govcm ent such xetums ,pertaining to the
heneficial.ownership of such sc..urmes in su form and at.such times or at such

intervals as may bc prescribed. ::nt,
Nam———

[ o

v . o
. "7' )" --'-'i, "‘ Rl

[T

13. Prolubnhon of shorl-scllmg. d:rcclor or oﬂ"1ccr of an issuer o[ a

listed equity sccurity _qp_d no person’
owner of not less thun ten per gent A
mducclly short-sclhng such securitigs.

14, dem[, by. d:rectors, officers nnd pnncnpnl shnrcholdcrs.—(l) Where

L k) AL i

any dircctor or oﬂiccr of an isgder o£ a hstcd CQUI(! sccunly or any person who
is dircctly\or md:rcclly the'b ehicial owuer of not less than tcn ‘per cent of such
sccuritics makes any gain by the purchase and salc, ‘or the salc and purchase, of
any such sceurity., ,wnhm a period of Jess_than six months, sgch director or officer
or bencficial owmr 5hall make, a report’ and tcuder the-, amount of such gain in to

. ..c ' -

the issuer; ) \ : : Sl e p".‘.:.‘ '

lhmg in lhlS sub-scchon shall apply to a ccunly acquired
faction of a dcbr. previously contractcd. G

L

. Provided that

in good faith i in’ ‘sapt
e
(2) Where ducctor, ofﬁccr or beneficial owner faxls or. ncglecls to tender,
or the |ssuer 5 xls to rccovcr any such gain as is mcnlxoned in sub-section (1)
Bl
within a pcn d o[ sm monlhs a[ler its accrual, or wnhm su;ly days of a demand
therefor, w chcver 13 latcr, uch gam shall vest in the Ccntral Govcmmcnt which

may recover the same, as an nm:ar of land revenue. ._.‘~. e
| ] Inserted by S (A.mcnd) Ord., 1980.

% Rapealod = F~z7f-)ﬁ~mf»aa»w Be-2Y
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SECURITIES AND EXCHANGE mu)m}wv. 190y
I5. Regulation of proxics.-—Nul\\'ilh.\i:nuliu;; anything  contained 1w he

Y

Companies Act, 1913 (VIL of 1913), or in/lhc Memorandum or Atticles ol

Assucintion of the issuce of a fisied seewdly, the Central - Government IHY
LT - o . . «

regulate the solicitation of any proxy, copsent or authorisation pertaining o the

securities of such issuer in such mannce’as may be presciibed,
CHAPTER 1V

PROHIBITIONS AND RESTRICTIONS

10, Credit, pledging* and lending of customers’ securities,—No memb o

associate shall, jn contravention of any rules made under this Ordinanee,

or indivectly,—

dircctly

(111 extend or maintain credit, or arrange for the exlension or main-

i
t

| ing or carrying any seeurity 3 or
!

'l tenance of credit, to or for any person for the purpose of purchas.-

thy borrow on any security or lend oy arrange for the lending of any

security carried for the aceount of a customer ; or

ter pledge® or arrange for the pledging® of any sceurity carried tor {he

aeeount of any customer,

I7. Prohibition of fraudulent acls, ete
ol ducing, dissuading, effecting. preve
trning (o his advantage, the s
indircetly,—

L) cmploy any  device. scheme or artifice, or engage
L

©opractice or course of husiness,
caleulated to operiic as o §

(b) make any suggestion o
not believe to be true: or

(¢) omit (o state or actively conceal g material=#® |
ledge or belicf of such lact; or

td) induce any person by decciving him to do or omit to do apy

which he would not dy or omit if he were

~—No person shall. for the RETATNG
g or in any manner influcncing or
ale or purchase of any sceurity, directly or

in any act,
which operates or is intended or
rind or deceit upon any person ; or

satement as a fact of that which he deas

act having Know-

thing

¢ not so deceived ; or

*Substituted by S&E (Amend) Ord., 1930,
**Inserted by S&B (Am:nd) Ord., t930.
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10 SECURITIES Y\ND EXCHANGL ORDINANCE, 1969

(" ) (e) do any act or practice or cngage in a course of business, or omit
to do any act which operates or would operatc as a [raud, deceit
or manipulation upon any pcrson, in particular— °

+

(i) make any fictitious quotation ;

(ii) create a false and misleading appearance of active trading in
any securily ;

(iii) effect any transaction in such security which involves no
change in its beneficial ownership ;

(iv) enter into an order or orders for the purchase and sale of
security which will ultimately cancel out cach other and will
ot result in uny change in the beneficial ownership of such
security ;

(W directly or indirectly effect a series of transactions in any
sceurity creating the appcamnéc of aotive trading therein or
of raising of price for the purpose of inducing its purchase by
others or depressing its pricg for the purpose of inducing its
sule by others;

(vi) being a dircctor or an officer of the issuer ofi a listed cyuity
security or a bencficial owner ol not less dhan ten per cent of
such security who is in possession of material facts omit to
disclosc any such facts while buying or selling such _sle_c_grily.

18. Prohibition of false statements, etc.—No person shall, in any document,

. . . X praamm— . .

paper, accounts, information ot explanation which he is, by or under this
Ordinance, required to furnish, or in any application made under this Ordi-
nance, make any statement or give any information which he knows or has
reasonable cause tp believe to be false or incorrect in any material particular. .

19. Maintenance of secrecy.—No person shall, cxcept with thc penmission
of the Central Government, communicate or otherwise disclose to any person
not legally entitled thereto any informaticn which has been entrusted to him or
which he has obtaincd or to which he had access in the course of the performance
of any functions under this Ordinance.

20. Prohibitory orders.—(1) Where thc Central Government is of opinion
that any person is engaged or is about to be engaged in any act or practice which
constitutes or is calculated to constitute a contravention of the provisions oi this
Ordinunce or of any rules made thereunder, or that any person has neglected, or
is not likely, to do an act the omission or failurc to do which constilutes such
contravention, it may, by oider in wriling, direct such person to abstain from

b
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doing the act or commitling the practice which constitutes or is calculated to
constitute such concravention, ur to do the act, the omission or failure to do
which constitutes such contravention.

(2) Every person 1o whom and direction under sub-section (1) is given

shall comply therewith in such mamer, if any, and within such time, as may he
specified therein.

CHAPTER V

ENQUIRITS. PENALTIES, ORDERS AND APPEALS

(1) The Pe teral Government may, on its own motion or on

.
)

renrestatation of not less than one £ifth in number

of the members of the Stock Ixchange or, in the cese

ol 'Le business or auy transaction mentioned in

clause {(b), on tho representation of the Stock ‘ixchanne
or auy person intzrest~d in or &ffected by such huni-
new=; or transsaction, st eny time by order in writing,
cause an enquiry to be made by any person anpointed in
this behalf into- T

(a) the affairs of, or dealings in, any Stock Bxchange;
or

(hY the dealings, business or any transaction in
securities by any broker, member, director or
ofLicer of a Stock V}ghange.

Where any enquiry under sub-section (I) has been under-

tiaken every nast or present member, director, manaser

or other officer of the Stock Exchange to which the

enquiry relates, and every other person who has had any

'ealing in the course of his business with such Stock

uxchange or with the director, manager or of ficer

théreof, shall furnish such information and documents

in his custody or power or within his Knowledpe relating

to or having bearinsg on the subject-matter of the

enquiry as the person conducting the enguiry may require.

tion of the Stock Exchangc or the issuer or of the _person to whom the caquiry
rclates, and “call for and inspect and seize books of accounis or documents in the
possession of any such Stock Exchange, issucr or person,

(4) The person kolding an enquiry under sub-section (1) shall, for the
purpose of such enquiry havc the same powers as arc vested in a court under the

*Inserted by S&E (Amend) Ord., 1980.

Sllstctotad £ Corpor=es 02 (844, Notufec atu-
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12 SCCURITINS AND EXCIHANGE ORDINANCE, 1969

Codc of Civil Procedure, 1908 (Act V of 19.08), when trying a suit, in.respect
of the following matters, nal{lely —

-

(a) enforcing the attendence of a person and examining him on oath or
affirmation ; s

(b) compelling the production of docun;gnts;

(c) issuing commissions for the examination of witnesses ;

and any proceedings before such person shall be deemed to be * judicial pro-
cceding ” within the meaning of sections 193 and 228 of the Pakistan Penal
Code (Act XLV of 1860). '

22. Penalty for certain refusal or failure.—(1) If any person—

(a) refuses or fails to furnish any document, paper or information
which he is required to furnish .by or under diis Ordinance ; or

(b) refuses or fails to comply.with any order or direction of the Cuntral
Government made or issued under this Ordinance ; or

(c) contravenes or otherwise fails to comply with the provisions of this
Ordinance ; '

the Central Government may, if it is satisfied after giving the person an oppor-
tunity of being heard that the refusal, failure or contravention was wilful, by
order direct that such person shall pay to the Central Government by way of
penalty such sum not exceeding thirty* thousand rupees as may be specificd in
the order and, in the case of a continuing default, a further sum calculated at
the rate of one thousand rupees for every day after the issue of such order during
which the refusr), failure or contravention continues.

(2) Any sum dirccted to be paid under sub-section (1) shall be rccover-
able as an arrear of land revenue.

(3) No prosecution for an offence against this Ordinance shall be instituted
in respect cof the same facts on which a penalty has becn imposed under this
section. )

23. Civil liabilities.—(1) Every contract made in contravention of .any
provision of this Ordinance or any rule made thercunder shall be voidable as
fcgards the rights of any party to the contract contravening such provision or any
person not being a party to the contract who acquires any right under thc con-
tract with actual knowledge of the facts by reason of which it making or perfor-
mance was in such contravention and any person affected by such contract not

*Substituted by S&E (Amend) Ord., 1980




SECURITIES AND EXCHANGE ORDINANCE. 1969 13

being himself a purty 1o the contravention may sue to rescind any such contract
to the -extent it has becen  consummalted, or for damage when recision is  not
possible,

(2) Any person who makes or  causes to be  made. in any application,
report, or document filed with the Central Government or a Stock Exchange
pursuant to this Ordinance or any rulc made thercunder, any statement  which
was falsc or misleading with respect to any material fact, at the time and in the
light of the circumstances under wluch il was madc shall be liable to any |)c;_s_q_q__
mmd hy such |cllance, wnhout wguul to the preseace or abscncc of any con-
tractual relationship between the two, unless the_persos. who made or causad (o
be made the application, report or document proves that he acled in good faith
and had no knowledge or reasonable ground to belicve that the statement was
falsc or mislcading.

(3) Any person who participates in any act of transaclion in coniravention
of scction 17 shall be liable to any person who has purchased or sold a sceurity
in rcliance on such act or transaction for damages caused by such reliance, with-
out regard to the presence or absence of any contractual relationship between
the two, unless the person so contravening proves that he acted in good faith
and had no knowlcdgc or reasonable ground to beiieve that therc was any fraud,
untruth or omission.

(4) Every person who directly or indirectly cxercises control over the
affairs of any person_liable under this scction shall also be liable to the same
extent as the person whose alTairs are so controlled, unless he proves that he
acted in good Taith and did not directly or indirectly induce the act or acts
giving risc to the cause of action.

(5) Liability under this scction shall be joint and several. and cvery person

- — v

who becomes liable may recover contribution as in cases of contract from any
person who, if joined in the original suit, would have becn liable to make the
samc payment, unless the plaintiff  was, and the  defendant was not, guilty of
fraudulent misrepresentation.

(6) Nt suit for the enforcement of any right or rémedy provided for in this
scction shall iic after the expiry of threc years from the date of the accrual of the

causc of action.

(7) ‘The rights and remedics provided by this Ordinance shall be in addi-
tion o any other rights and remcdies available under any other law for the time

being in force.

7
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24. Penalty.—(1) Whoever contravenes the provisions of section 17 shall
be punishable with imprisoniyent for a term which may extend to three ycars, or
with fine which may extend to thirty* thousand rupees, or with both.

(2) Where the person guilty of an offence referred to in sub-scction (1)
is a company or other body corporate, cvery director, manager or other officer -
responsible for the conduct of its affairs shall, unless he proves that the offence
was committed without his knowledge or that the exercised all diligence to prc-
vent its commission, be decmed to be guilty of the offence. ' .

25. Cognizance of offence.—No court shall take cognizance of any offence
punishable under this Ordinance except on a  report in writing of the [acts
constituting the offence by an officer authorised in this behalf by the Central
Government ; and no court inferior ‘to that of a court of Session shall lry any

r

such offence.

26. Revision and review.—(l) Any order passed or made under  this
Ordinance by an officer or authority subordinate to the Central Governinent or
cxcreising powers of the Central Government in pursuance of a direction under
scction 28 shall be subject to revision by the Central Government upon applica-
tion being made by any aggrieved person within ninety days from the datc of
such order: and the Central Government's order-in revision shall be final.

(2) The Central Government may, upon an application being made to it
within a period of six months from the date of any order passed by it otherwise
than in revision under sub-section (J) or on its own motion, review such order ;
and the Central Government’s order in review shall be final.

CHAPTER VI
MISCELLANEOUS

27. Advisory Commitiee.—The Central Government may, for the purpnsc
of obtaining advice and assistance in carrying out the purposes of this Ordinance,
constitute an Advisory Committce consisting of such persons_ representing interests
affccted By this Ordinance or having special knowledge of the subject-matter thereof

as it may think fit.

28. Delegation of powcrm'l‘he Central Government may, by notification

in the official Gazette, direct that all or any of its powers and functions under

" this Ordinance may, subject to such limitations restrictions or conditions, if any,

as it may from time to time impose, be excrcised or performed also by any officer
or authority subordinate to it or specially appointed for the purpose.

eSubstituted by S&E (Amend) Ord., 1980.




Where the Fodecal fGovernment has, under sub-section (L)}
Airected that auy of its powers and functinng sihall be
exercised or porformed also by any specificed authority,
such authority may, by notification in the official
Gazette, dircect that any of the giid powers and
functions may, subject to such limitatinns, restriction
or conditions, if any, as it may from time to time
impose, he exerciscd or performed by any officer of the

authority ugpecified by it, ; )
wgrerirn s i ssscesaenenn o an uiieet OF authenity subordinate to i or

specially appointed for the purpose of this Ordinance for anything which is in
goud Taith done o indended 1o e done under this Ordinance o any rules or
orders made thercunder.

M. Securities acyuired in pood faith.—(1) A peson who, without [raud
and Tor o Tawiul consideration, becomes the possessor of o eertilicate of an cyuily
seeurity, serip, debenture, debanune stock or bond. and who s without  notice
that the title of the person Trom whom he  derived his own title was delective
shall hold such cortificats and all rights attached thercto free from any deleet of
litke of prior parties and Tree o defences avaitable o0 prion partics HTTRITA

thomselves.

(2) A Stock Exchange may repulate the  documentation, procedines and
guarimtees required do transfer property in sceuritics and the effects thercol on
the respective rights und iahilities of the parties and such regulations, it approved
by the Central Gavernment, shall constitute binding and enforceable ternms and
conditions of coniracts effeeted o the  exchange, shall  govern the rights  and
liabilities of the partics theveta, and shall - govern the rights and liabitities  with
respect o transfers ol shares on its books of the _issucr of listed scewitiey  not-
withstanding any provisions to the contrary contained in the Contract Act. 1872
X of 1872). the Negotiable  Instruments  Act, 1881 (XXVI of 1881), the
Transfer of Propeny Act. 1882 (1V of 1882) or the Companies Act, 1913, or
any other law for the time being in forcee.

32, Regulution of business of investment  advisers and — investment com-
panics.—The business of investment advisers and investment companies shall be
regulated in such manner as may be preseribed.

33. Power 1o mnke roles.—(1) The Central Government may, by notilica-
tion in the oflicial Gazette, make rules  Tor carrying  out the  purposes of  this
Ordinance.

(2) In particular and without prejudice 1o the generalily of the Torcgoing
power, such rules may provide for—

(a) any of the matters which are to be or may be prescribed for the pur-
poses ol cliause () of seetion 2 and sections 1) 50690 T T2, 1S,

16 and 32; and

FOST AVNILABLE COPY
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(b) any of the matters with respeel to  which a Stock Exchangc niay
make regulatiols.

34. Power to make regulations.—(1) A Sioc!_c_' Exchange may, subject to
the previous approval of the Central Government, make regulations not incon-
sistent with the rules to carry out the purposes of this Ordinance. :

(2) In particular and without prcjudice to the generality of the forcpoing
power, such regulations may provide for all or any of the following matters,
namely :—

(i) constitution, powers and functions of the governing body of the
Stock Exclmggg ;

(i) qualification for membership of the Slock Exchange ; admission,
suspension and expulsion of members ; dxscxplmary matters, includ-
ing pupishment of the members;

(iii) classification of members into categories with regard to—
mempers

(a) whether they are or are not active m dcalings on the  Slock
Exchange,
e e D

(b) whether they havc or have not a placc of business in the city
where the Stock Exchange is located, and

(c) whether a substuntial part of their business is in listed or un-
listed securitics ;

{iv) a n::mber's financial responsibility whether by way of minimun
capital or a ratio between net capital or aggregate indebicdness, o1
both ;

(v) regulation of dealing by members for their own account; method
of soliciting tusiness by members ; manner of maintaining books
of accounts and financial reports by members H

(vi) methods of selection of officers and commmces to cnsure a fair
representation of the membcrshlp :

(vii) qualifications and functions of the directors, officers and other func-
tionaries of the Stock Exchange; disciplinary matters, including
pums..mcnt of the directors, officers nnd functionaries ;

(viii) hslmg and delisting of secunhes'

(ix) the procedurc for registration of an jssuer and particulars lo be
furnished for the purpose; ,

(Al
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(x) regulation of days and hours ‘Of trading in sccurities ; suspension ol
trading ;

(xi) types of contracis and settlements in (he Stock Exchange and regu..
lation of contracts generally, including the consequences of defaul
or insolvency ; confirmation of contraclts ;

(xii) regulation of forward trading, *badlas’ ang carry-over facilities in
relation to trausactions. and securities ;

(xiii) manner of making and publishing quotations, fixing of tude dnits

and differentials ang publication of transactions both individually and
by volume ;

(Niv) selling up of a clearing house iy relation o transactions in sceurities ;

(Xv) regulation of fictitious ang numbered accounts;  blank transfers,

short sales, options, odd lots and margins, in relation 1o transactions
and securitjes ;

{xvi} lending and bledging® of Customers’ securities ;

(xvii) regulation of brokerage and other  charpes, including fixation of
minimum commission ;

Cxviii) separation of the functions of broker and jubber ;

(xix) procedure for the settlenient of claims or disputes, including arbitra-
tion ; and

(xX) wany other matter for which 3 regulation is required 1o be or may
be made.

(3) Al regulations made under this section shall be published i the
ullicial Gazette and shyj take clleet upon such publication.

(4) Where the Central Government considers jt expedient so (o do, it may,
by order in writing, direct 3 Siqgk Eggql{qngq to make any regulation, or 1o aniend
or rescind any regulation already made, within such period as it may specify ip
this behalf,

(5) It a Stock Exchange fails or neglects o comply with any direction
Under sub-section (4) within the specified period, the Central Governmen: may
make or amend, with or without modifications, or rescind, any regulation diree-
led to be made, amcnded or rescinded ; ang a regulation so made, amended of
rescinded by the Central Government shall be deemced (o have  beep madic.
amended or rescinded by the Stock Exchange in accordance with the provisions

0f this section and shaj| have effcct accordinglv.
_'Substitulcd by S&E (Amend) Ord., 1981).
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35. Savings.—(1) A Stoc Exchgn_gs which, immediately before the
commencement of this Ordinance, was functioning shall be deemed to have been
1egistered under this Ordinance.

(2) Any security which, immediately before the commencement of this
Ordinance, stood listed on. any Stock Exchange shall be.deemed to have been
— e

listed under this Ordinance.

(3) Any rule, regulation, bye-law or order made or issued by a Stock
g_c_:bggg_e which, immediately before the commencement of this Ordinancc:‘\;ias
in force, shall, in so far as it is not inconsistent with the provisions of this Ordi-
. nance, continue in force as if made or issued under this Ordinance.

A. M. YAHYA KHAN, H. Pk, 1.J.,
, GENERAL,
President and Chief Martial Law Administration.

GHULAM ISHAQ KHAN, H.QA., §. Px, CSP,
Secretary,
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‘THE SECURITIES AND TXCHANGE RULES, 1971

Published in the Gazette of Pakistan Extraordinary, dated 191 March. 1971,

2 (As Amended upto Gth February, 1984)

5. 1.0, 92 (1)/78.~In cxercise of the powers conferred by section 33
the Sccurities and Lxchange Ordinance. 1969 (XVII of 1909), read with  the
Ministry of Finunce Notification No. S.R.0. 261 (D]70, dated the 26th Octoher.
1970, the Sccuritics and Exchange Aulhonly of Pakistan is pleased to make the
following vules, namely :—

. Short fitle and commencement. —(1) These rules m: 1y he calfed  ihe
Sccmmcs and Exchange Rules, 1971,

12) They shall come into force at once.

2. Definitions.—In thesc rules, unless the context otherwise requires,—
() ** Authority ” means the [Corporate Law Authority).

(b)) * Chartercd Accountant ™ means person  who i o chartered

Accountant within the meaning of the Chartered Accountants Ordi-
nance. 1961 (X of 1961);

() “Form" means a form sct out in the First Schedule ;

() *“net capital”, in rclation to a member of stock exchange, means
an amount by which the current assets, namely. cash in hand or in
bank. money receivable within a period of twelve months from the
date of the balance shcet and such other assets, not being value of
the membership card of the stock cxchange, s are so classificd
under generally accepted accounting principles, excecd the current
libilities, namely, moncy payable within a period of twelve months
from the date of the Balance Sheet and such other liabilities ac are
so classified under gencrally accepted accounting principles :

(¢)  “officer " in relation to an issuer includes managing agents, manager.
secretary or accountant of the issucr and any other person who hy
virtue of his office may be in possession of any material information
with regard 1o the affairs of the issuer :

(N *“Ordinance " means the Securitics and Exchange Ordinance. 1960
(XVII of 1969) :

(g) “ section "' means sccnon of the Ordinance.

] Substimted by Notification No. S.R.0. 66%(T)/82, dated 10-7-1982
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3. Qualifications for stock exchange membershnp, elc.— xl'l
stmk_exe)mgewhﬁmmm:mbcnhp-e&%ﬂé-aémm

The b ative Fo>
e-scgulations—of—

““‘“-“‘4"“‘! aJ'ML“"{’W"‘”‘B“ tabn, 0L Mo CEscetitl, el L‘ZM fellows, -

(2) No person shall bz cligible to be a member of a stock cxchange il—
)

(i) he is Icss than twenty-one years of age ;
(ii) he is not a citizen of Pakistan ;
(iii) he is a lunatic or a person of unsound mind ;

(iv) hc has been convicted of an offence involving fraud or breach
of trust;

(v) he has been adjudicated as insolvent or has suspended pay-
ment or has compounded with his creditors ;

(vi) he has not had exprience in the business of sccurities for a
period of not less than two years:

Provided that the repulations of a stock exchange may nuthorise
the governing body thercof to waive compliance with the forcpoing
condition relating to expericnce in the business of securities if such
person is, in respect of means, integrity and background, considered
by the governing body to be otherwise qualified for membership ;

(b) A member shall at all times maintain a net capital balance in the
capital account of an amount which is—

/\: € (i) in the case of a stock exchange which in the previous calendar

l year, had on the cash counter a turnover.of securitics, other
l Ye‘ than bonus vouchers, exceeding -onc' crorc in mlmbcr—nol less
/Y wo \u'

than thousand rupees ; nnd
o) o rre fit

(i) in any other case—not less than thousand rupces

.t ol . . S
Pt c Provided that a member who is also the member of any other
bb sflo-76P ()/53 stock cxchange shall maintain a net capital balance of not less than

&AG - - //'J’j fifty thousand rupees:

Provided further that, in the casc of firm, thc amount of
the net capital balance to bc maintained shall be the amount
obtained by multiplying fifteen thousand rupees or fifty thousund
rupees, as the case may be, by thc nunber of such partners of the
firm as are members of the stock exchange ; -

% Sulsbitubed wele SR.0«Leze (U)/B) Aetrel >0 ~Vo- 1§85
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€l A member shall cease 1o be o member il al any time.—

(i) he ceases (0 be a eltizen of Pakistan :

Provided thit, in the case of & stock exchange functioning
immediately before the commencement of these  rules,  the
membership of o member thereof who s not citizen  of
Pakistin <hall become sispended on such conmencement and
shadt reanain <o suspended until - e becomes v citizen o
Pukistin : o ’

[i)  he is dectarad o iunatic o @ person ol vasound mind o

i) he is convicted of an ollenee imvolving Irand o bieaeh of
frust ; or

tiv) he has been adjudicated as insolvent or lis suspended pany -
met or has compannded with his ereditors -

W The membership ob o member or members who are pittears in a
fiem and who wie in aetive business shall become suspended as soon
as the net capital balinee fulls short of the amoung specitied in
clase (b) and shall remain o suspended until the net — capital
balance is increased so oy not 1o fall short of that aumount ¢

() Lvery member shail ceport 1o the stock exchange weekly that he or
the firm of whick he i 0 parmer had, at all times during the week
o which the report vebues, 2 net capital bakince of an amount
not less than that specificd in clause (b) and shall forthwith inform
the stock exchange if, a1 any time, such balance fulls short of
that amount.

4. Manner of transaction of member's business.—(1) All urders (o buy or
sl securities which a member may receive shall be entered, in the chronological
order, in a vegister to be maintained oy him in a form which shows the name
and address of the person who placed the order, the name and number of the
sceuritics to be bought or sold, the nature of the transaction and the limitation,

il uny, as Lo the price of tha sccuritics or the period for which the order js to be
valid.

(2) (1) A member who has an “at best ™ order from a customer to bny
a sceurity shall not, while such order remains unexecuted, buy the same securily
on the stock exchange for his own account or for the account of the firm of which
he is & partner or for the account of any of the partners thercin or for any accomnt
in which he, such firm or partner, directly or indivectly, has an interest,

LEoT AUAL Ay Erar
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. (b) A member who has an *at Yest " order from a customer to scll
security shall not, while such order remains unexecuted, sell the same security
on the stock cxchunge for his own account or for the account of the firm of
which he is a partuer or for the nccount of any of the partners therein or for any
uccount in which he, such finn or partner, directly or indirectly, has an interest.

(¢) A member who has a limit order from o customer to buy @ security
shall not while such order remuins unexecuted, buy the same securily at or
below the limit price on the stock exchange for his own account or
for the account of the firm of which he is a partner or for the account of any
of the partners therein or for any account in which he, such firm or partner,
directly or indirectly, has an interest. .

() A member who has a limit order from u customer to sell a security
shall not, whilc such order remains unexecuted, sell the same security at or
ubove the limit price on the stock exchange for his own account or for the
account of the firm of which he is a partner or for the account of any of the
"partners therein or for any account in which he, such firm or partner, directly
or indirectly, has an interest.

(3) A member who has an order to buy or to scll a security shall not fill
such order by selling or buying for his own account or for the account of the
firm of which he is a partner or for the account of any of the partners therein
or for any account in which he, such firm or partncr, directly or indirectly, has
an interest, except when—

(a) thec order is limit order; or

() (i) he sells the security at a price not excceding the pricc at wheih
the transaction immediately preceding the receipt of the order
by him actually took place ; or

(i) he buys the sccurity at a price which is not less thun the price
at which the transaction immediately preceding the rcceipt of
the ordes by him actually took place.

(4) A member executing an order of a customer shall, within twenty-four
hours of the execution of the order, transmit to the customer a confirmation
which shall include the following information, namely :—

(@) date on which the order is executed ;
(b name and number of the securities ;

¢} nature of trausaction (spotl, ready or forward and also whether
bought or sold);
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W

() price; .

() commission, il tiw member s acting as o broker ;

) whether the mider s

caccuted o the members own
from the muacket.

account ar

3. Maintenance of accounts angd auelit,—( 1) Lvery membe shall prepane
pee every year a balance sheet ang satement of income and expendilu e,

(2) A member shall heve his decemts audited by an auditor— who i~
chintered accountant 1o be

appointed by the Authoripy wienever such audit js
e ————.
required by the Authority in the public interest,
() The auditor shall Turnish

his report o the
as the Authority may specily.

Autherity within such 1.

0. Forn of application for re

Bistration, — A application for
of o stock exchunge under seetion

S whall be made 10 the Authoin

7. Maintenanee of bouks of accoum ;
changes, —( 1) Lvery stock exchange shall prepaie and maintain,
sub-section (1) of section O, sue

b books of account g uthe
accurately disclose o true and fair pictare of the state of aff
at any point of time.

(2) The baoks of
shall include—.

the registiation
vin Form ).

wek other documents by stock ex-

as required by
rdociments s will

itirs of the eachange

account and other documents telerred 1o n sub-1ule (1)

) journals (or otlier

comparable reeond), cash book
reconds of

and any  ather
original eniry forming (he

basis of entries  inpe iy
ledger ;
th) ledgers (or other comparable

record) rellecting  asser, Hability,
reserve, capital, income and o

xpensg ;

1c)  ledgers (or other comparable record) showing the
of cach member us on the settlement ()
member had bought or

position in respect
ay of the securitics which the

sold since the las preceding settlement day
and which had been transferred through a Ci saring House  main-
tained by the stock eachange ;

() daily record of quatations and (r

ansactions on the stock vxch
showing the time at which ¢

ach transaction ook place ;
(¢} record of transactions with banks ;

ange

N ecord of seeurity deposils ;

(2) register of members ;
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(b) register of authorised clerks’; and
() minute books of the meetings of—
(i) members;
(i) governing body;

(i) any committee of the general body of members or of the
governing body.

(3) The books of accounts and documents referred to in sub-rule (1) shall
be preserved for a period of not less than five years.

5. Maintenance of books of account, etc. by members.—(l) Every member
shall prepare and maintain, as required by sub-section (1) of scction 6, the
following books of account and other documents in a manner that will disclose
a true, accurate and up-to-date position of his business, namely :—

(2) journal (or other comparable record), cash book anG wzyv other
books of original entry forming the basis of entries into any ledger,
the books of original entry being such as contain a daily recurd
of ull orders for purchasc or sale of securities, all purchases and
sales of sccurities, all reccipts and deliveries of securities and all
other debits and credits ;

(L) ledgers (or other comparable records) reflecting asset, liability,
reserve, capital, income and expense accounts;

(c) ledgers ‘(or other comparable records) reflecting securities in trans-
fer, securities borrowed and securities loaned and securities bought
or sold of which the delivery is delayed; '

(d) record of all balance of all ledger accounts in the form.of trial
balances to be prepared at least once at the end of the six months
of every year of account; o

(c) record of transactions with the banks;

(f) contract books showing details of all contracts entered into by a
membzr with other members of the exchange or counterfoils or
duplicates of memos of confirmation issued to such other members ;

) duplicates or counterfoils of memos of confirmation issued to custo-

o/

mers.

1) The books of accounts and other docuraents referred to in sub-rule (1)
shall be preserved for a period of not less than five yéars.

7S
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9. Submission of periedical refurns Ly =¢ack exchange.-—The  porindical
return relating to the affairs of o stock exchange, as requrired by sehvceetion (2)
of section 6, shall be submitted to the Authority monthly in Form 1{ within
liftcen days of the close of the monui io which it relates,

10. Submission 6f annual report by stock exchange.—(1) I'he annual repot!
relating to the affairs of a stock cxchange, as required by sub-section () of
sectien 6, shall be submitted to the Authorily not less than fomieen davs bafpee
the meeting of the sharcholders of the stock exchange before which i+ o he
Iaid.

(2) Every such report shall be accompanied by a copy of the balance shect
and profit and loss account of such year audited by an auditor vt i< g chartered
accountant, _

——

11. '|Listing of sccurity on stock exchange, ete.—An application under <nh-
section (1) of scction 9 for listing of o seenrity on a stock cechanee <hall
made in Form II; and]

11-A. Limitation for petitions fo Feders) Government snder soctiynr O .
A petition (o the Federal Government under seb-section (3) or cehacotion’ o) of
section 9 shall be made within thirty days of thy slock exchange sofir i o Tiv
or, as the casc may be, delist the scenrity. |

L]

‘ZQ [2. Submission of annual report hy issucrs.;;(l) The annual repet pe-
quired by scction 11 to be fuenished by an issupf of a listed sccnriiy shall inelfl.
a balance sheet, profit and loss account. chanacs of financial pogition Aot .
ment or sources and application of fundsgAlatemeny and pattern of shayofioldipy
statement.}

the rnnual
are a hplasge

ofit and loss account included i
report shall, excep? in the case of an issuer which i required to prg
sheet and profit and loss ace6unt in a form preseribed by the Manking  Com.
panies Ordinance, 1962 (LY of 1962), or the Insurance Act. Y938 (1V of 1028,
be prepared in accordapée with the requitcments  laid doyh in the Second
Schedule*,

{2) The balance sheet and

2[2.(A) The/pattern of sharcholding  statement  ideluded in the annueal
report shall beAn Form * A ]

(3) Tht balance sheet and profit and loss accowht shall be auwdited by an
auditor who is a chartered accountant and the rcpg{'l of the auditor shall be
in Form “B” annexcd to the Second Schedluls.

'} Substituted by Notification Na. S.7.00. 1274(1V/80 dn:+11 20-13.1970,
21 | Added by Natification No. S.R.0O. 6696142, dated 10-7-1982,
*Words appearing thereafter deletsd Iy Notification No. S.R.O. 669(1)82, dated 10-7-1982.

N
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(4) Every issuer shall furnish the aonual report, togetl
sheet and the prolit ang loss account referred to in sub-r
holders] at least fourteen days before the general meetinf of the sharcholders of
the issuer at which the report is to be laid before thep{ and shall simultancously

furnish a copy of such report to the stork exchange/or exchanges on which its
securities are listed and to the Authority.

y With the balance
¢ (1), to the [security

(5) Notwithstanding any thing contained iA sub-rule (4), the first annual
report to be furnished by an issuer shall be in reSpect of the year of account of the
issuer ending after the commencement of these rules.

(6} An issuer shall, within three mofiths of the general meeting referred
to in sub-rule (4), submit to the Authorily a list of the members of the issuer
stating the facts as they stood on the daj of that gereral meeting.

(7) The list required to be subnfitted under sub-rule (6) shall be the list

required by section 32 of the Comphinies Act, 1913 (VII of 1913), to be sub-
mittcd to the registrar.

-~
-

™ 13. Submission of periodicyl report by issuer. —Every issuer shall, within
(two months] of the close of ghe first half-year of its year of account, prcpnrc
and transmit by registered pofl to the stock exchange or exchanges on which
its securities are listed and tb the Authority and under postal certificate to its
security-holders a profit and loss account for, and a balance sheet as at the
cnd of, that half-year, whefher audited or otherwise.

14. Submission of rfturn by bencficial owners of listed cquity security.—

€ (1) Omitted.*
(2)*° Every perspn who, being the beneficial owner of any class of the listed
equity securities of gh issuer, hecomes a director or Officer of the issuer or
who becomes the bencficial ow ner, directly or mdlrcctly, of morc than ten
per cent of any clfiss of such securitics shall file with the Authority a return

in Form 1V withip fifteen days of his becoming such director. officer or bene-
ficial owner.

(3)°® Evefy director or officer of an issuer who is the beneficial owner
of any class of fits equity securities which come to be listed on a stock exchange,

{1 Wol’d{Subslilutcd by Notification No. S.R.O. 859(1)/83, dated 29-8-1983.
*Omitted by Notification No. S.R.0. 669(1)/82, dated 10-7-1982.
**Added by Notification No. S.R.O. 1238(1)/72, dated 19-12-1972.

5. owitted B SR 23U )RS dotsl~ 1 -2 1037
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THE SECURITIES AND LXCHANGE RULLY, 1971 2y

and cvery person who becomes the henelicial owner, dircetly or indirestly, of
mare than ten per cent of any class of such sccurities which come A8 be S0
listed, shall file with the Autharity a return o Form IV within
of the sccurities coming 1o be so listed.

teen days

(4) Whencver a change in the  bencficiad owneiship  tahds  place in «
sceurity in respect of which a return has been filed under b-rule (2), the

particutars of such change shall be filed with the Authority in Form 1V-A
within fifteen days of such change.

It5) Lvery person required 1o file the return unde sub-rufc 12) or sub-
vule (3) shall also be requircd to file a return as and Avhen the  Authority by
arder in writing so requires. within <uch time, as may A specilied therein.]

‘ ]( 15, Calewlation of amount (o be tendered 1o An issuer by cortiin henelicinl
owners, cle.—(1) For caleulating the amount r quircdd by section 14 10 be re-
ported and tendcred to an issuer, the irrson by whom the amount is to be so
reported and tendered to an issuer, the persgn by whom the amount is to he
o reported and tendered may deduct from Aihe amount of gane relerred o in
thai section the amount of brokerage, stam
paid or incurred in making that gain.

duty and other ¢ nenditure actually

(2) Any deduction made under
documentary  cvidence  aceeptable
stamp duty and other expenditure |

ub-rule (1) shall by supported hy
the issucr as prool of the  brokerage.
aving heen actually paid or incurred,

(3) Any loss arising out of
the purposes of sub-rule (. b
in making gain out of a trans:

#’: 16. Mode of filing or gubmission of relurns, cte.—Any person  requirced
hy the Ordinance or any of these rulcs to furnish any documenls, statement.
return or report to the Authority shall furnish i, either in person or through an
agent, to the Authority at its headquarters at Islamabad or send it to the Autho-
rity by registered post.

Wy transaction in any sccurity shall not. for
deemed to be cxpenditure paid or incurred
tion in that recurity,

*Words * Sub-rule (1) or * appearing thereafier omited by Notification No. S.R.0. 669 (1182,
dated 10-7-1982,

) [) Added by Notification No. S.R.0. 665(1)/82, dated 10-7-1982.
S Canitted Y SR (2341 /B chedie 1212~ B
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30 IHE SECURITIES AND EXCIL\NGE RULES, 1971
THEFIRST SCllEbULE
}Sqe rule 2(c)] -
FROM |

(See rule 6)

FORM OF APPLICATION FOR REGIST.RA'I:IO‘N OF A STOCK EXCHAN-
GE UNDER SECTION 5 OF THE SCEURITIES AND EXCHANGE
ORDINANCE, 1969.

To
[The Corporate Law Authority,
Govern nent of Pakistan,)
Islamabad,

Dear Sir,

We/ I hereby apply for registration of . vvevuvernneeenerennnnnserennenns,
(Name of the Stock Exchange).

under section 5 of the S:curities and Exchange Ordinance, 1969.

2. Four sparc copies of the Memorandum and .Articles of Association

) N and for- copies.of the rules and/or bye-Jaws
(Name of the Siock Exchange)

relating to listing of securities and transactions on the Exchange are enclosed.

3. Necessary information required in the annex to this from is furnished,

Yours faithfally,

R R L N N

Signature of. the applicant.

e T—_)

Amex to Form |
1 —_——4' 3

PART 1.—~GECNERAL

1. Name of the nbplicant Sgock Ex- Y
change ' :

2. Address
. 3. Date of Establishment, ..., 00 0 hhease s

[} Substituted by Notificaten No, S.R.0. 669 (1)/82, dated 10-7-1982. © ' ..

3
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10.

1.

i2.

13.

THE SECURITIES AND EXCHANGE RULES, 1971

Is your Exchange a joint stock
company registered under the Com-
panies Act, 19137 }f so, state
whether puoblic or pfivate. If" not,
the basis of organiszation may be
stated.

. Give details of your capital stiuc-

ture.

3l

----------------------------------

----------------------------------

PART I.-MEMBERSIHIP

What is the proposed number of
members?

Is there a ceiling to the maximum
number of members thit you would
take?

Give details of the minimum quali-
fications and/or experience for
membership.

If you have different classes of mem-
bers, give details.

State the security deposit required
from each member, admission fee
and the rate of annual subscription.

Do you iusist on your members or
partners of firms who are members
to divest themselves of other activi-
ties either as principals or as em-
ployees?

Do your rules permit firms to be-
come members? State the couli-
tions under which new partners can
be admitted ?

It your rules do nol permit firms
becoming members, do you permit
individual members to form a
partnership ?

..................................

----------------------------------

...................................

ooooooooooo
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16,

17.

I8,

20,

21.

THE SECURITIES AND EXCHANGE RULES, 1971

Do your rules permit members (o
work in partnership with non-
members.? If so, give necessary
details. :

PART UL—--GOVERNING BODY.

What will be the strength of your
soverning body? Give details of
the constitution, powers of inanage-
ment, clections and tenurc of office
of the members of thz governing
body and the manner in which its
husiness is (ransacted.

Are trade or commercial intcrests
represented on the governing body?
If so, give details,

Do you proposc to associite shave-
holders or inveslors’ associations
with the management of your Ex-
change? If so, give delails,

0 s s s s 00 e LR R R A A A A A X

Give details of any other committec
or sub-committee thal can be con-
stituted under the Lve-laws of your
Stock Exchange alongwith the func-
tions of cach.

L R N L SR I SR R B S Y NI Y

Give the designations, powers and
duties of principal office bearers of
your Exchange.

L R R I I R R N R A R X R I W

PART IV.—TRADING

Give details of cthe manner in which
trading will oe carried on.

State the diiterent kinds of con-
tracts on youvr Exchange e.g. spot,
ready and forwasd. Also state the
period of delivery and payment in
cach casc.



10,

11,

Date

THE SECURITIES AND EXCHANGE RULES, 1971

(c) Particulars of those refused
listing and reasons thercof in
each case.

Particulars of securities delisted
and reasons thereof in each case.

Particulars of member disciplined
and nature of offence/violation
committed

Particulars of members  declarcd

defaulters.

Particulars of members whose net
capital balance fell below the pre-
scribed amount.

Particulars of non-compliance of
any regulations of the Stock Ex-
change by any company whose
securities are listed on the Stock
Exchange.

Trading volume during the month—
(a) Spot.

(b) Ready.

(c) Forward

Particulars of securities which regis-

tered a rise/decline of ten per cent
or morein value during the month

Particulars of securities in which
no transactions took place during
the month,

Brief analysis of the stock market
trends during the month

...................

oooooooooooooooooo

-------------------------------

-------------------------------

Signature

Designation .. .........

4l

....................

R N I I

CECE Y

e
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commission and othcr\mm l’fl e zenlyd :!' A '.' )
any, prescribed by your‘Exchangc A '.'.:~. O O UTTTO
.. (Seerule 11) Srealnee
FORM'OF RPEP A‘i’fb&‘%‘i&'ﬁ‘si%ﬁ@ﬂém 9 OF THE'SECURITIES AND
EXCHA i?f‘éﬁfx&&é “$WOOK LISTING A SECURITY ON
members? . A STOCK EXCHANGE: - 1o touecseesiiiniil,
0...24.. Do.you.classify .yous membem-mto- co s artes
brokers and jobbers? .. R T
. * P et '0“". "‘q
Dear §if, p, you have any regulatlons regar- RO I
We himbvienniysiey the litios &{ %En' ............................ e
own account? o, ,(I,V?{']‘f_ o' the .S'ecuruy)
on your stock exchange. Lo T .'j'- ----------- .

26. Wwwwormmﬁmm?ts as reqmred 'in {hc annex to this
form arcexfmpishe@y members of credit to .

any person for the purpose of
purchasmg any sccunty? ]

YA e Y
. “Yours falthfully,
AARREY (Srgnamre and. addras.s). .

. : . '. L. —-|| H LR
27. Do you prescribe the cxrcumstanccs _ Annexure, to Form I

hich
'lg',ll;v{gfmﬁ?;;ggzﬁ%ui?}?% Zoré:é{?rﬂlmcnts shall be annexed.to thc listing

3PP"°"“GJH“:W‘T9} “The account of a cus- JE (e

(l)“’lWEhorandum and Arhclcs of Assocumon and, m.casc.,of.. debentures, |
a cogy of the trust deed ;

n% o:‘éfé S&!c')gél e?b?l%?l?!ﬁ"ﬁ?the company m rcspcct of any sccurity
a ria :Yn 1ste sf@d’k nnge S .

sccunty camcd forthe::7 .. ce g .—n.m : K '
GJC@WF%PQR?'EBE{"QWP'? and audxtcd accounts for thc last threc comple-

ted years or for a shorter-, e number of ycars"l"t]ic' 'ébin;piny has ‘beern -
29, DAYGHAERS SVt LAugD: pears s
(4peA tntidEihistoryf mskhmmmpm since , mcorporahon gmng detanls of

50,itgifactiofais aﬁelud)ngampfforgamsauons, changes m its’ capxtal

. ;IUL vEenhl)
audm}ennscnnm _______ borrowings ; U T ST Ao 2 :t ..........
(.’&A statemcnt showmg, '

reca@é 3é\v.3¥e§%% 53,?&5%“56%{?& ‘paid’ during:the Iast.*lO :yedrs. or such
o

rter geriod. as the company’ tday ‘have beeirin- existeneo ;... .

3. Wil iidensty ok dnigEsst psayrears, if any.

f65editgieanchprublishipee menkebr other documents ‘relating td ‘arrange-
mu’l‘nZnts with or between— .....

'(a) vendors and/or- promoters,

BEST AVAILARLE copy
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(b) underwriters.
(c) brokers,

(7) Cerlified * copies of agreements  with,—
(a) managing agents,
(b) selling agents,

(c) managing director and technical directors.

(3) A statement containing particulars, dates of and parties to all malerial
contracts, agreements (including agreements for technical advice and
collaboration), concessions and similar other documents excepl those
entered into in the normal course of the company’s business or intended
business together with a brief description of the terms of such agree-
ments.

(9) Certified copies of the agreements with the NIT, ICP, PICIC. e
and any other financial institution.

(10) Names and addresses of the directors and persons holding ten per cent
or more of any class of equity security as on the date of application
together with the number of share or debntures held by each.

(I1) Particulars of security for which listing is sought.

2. The stock exchange may, either generally by its bye-laws or in any parti-
culac case, call for such further particulars or documents or undertaking as

it deems proper. P
_X FORM 1v*
4
.38 —é‘ﬂ . (Sec Rule 14)
RETURN OF BENEFIIAL OWNERSHIP OF SECURITIES UNDER

SECTION 12 OF THE SECURITIES AND EXCHANGE ORDINANCE

I. Name of the director/ofli cer/share-
holder.

2. Name of the issuer.

----------------------------------

3. Whether a director, officer or
shareholder.

4. Nature and class of the securities
beneficially owned.

*Substituted Ry Notification No: 5.R.O. 1238(1)/72, dated 19-12-1972.

X Sl Cof el ciei por Sy 1235 0O/ ESH 115
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INVESTMENT COMPANIES AND INVESTMENT ADVISERS RULES, 197

(Published in the Gazette of Pukistan Extravrdinars, dated \2h March. 1972

(As Amended upto Gih Febvuary, 1984)

S. R. 0. 78(D|71.—I1n cxercise of the powers conferred by scetion 32 ol the
Sccurities and Exchange Ordinance. 1969 (XY of 1909), 1he Central Governe
ment is pleased to make the following rules (o regubate 1the pusinesy o g -
ment advisers and investment  companies, nanicly . —

CHAPTER 1
PRELIMINARY

[. Short title and commencement.—(1) These rules may be  called the
Investment Conipanies and Investment Advisers Rules, 1971,

(2) They shall come into force at once.

2. Definitions.—In the rules, unless there s anything repagnant  in the
subject or context,—

(a) “ Authority " means the [Corporalc Law Authority] ;

(b) "closed-end cosapany =, in relation 1o investment compiny.
means a company wlich does  not continuously offer
security which eatitle the holder of such

receive his proportionate share of the net

for sale a
security on demand o
asscts of the company :

(c) " custodian ™ means a banking company within the meaning of the

Banking Companics Ordir-nce, 1962 (LVII ol 1962). which
appointed to be a custodian under these rules :
(d) “Form"™ mcans a form set out in the Schedule -

IS

(c) “net assets ™, in relation (0 an investment company, mcans the
Xeess of assets over liabilitics of the company, such cxcess being

computed in the inanner specificd hereunder :-—

(i) A sccurity listed on a stock cxchange shall  be valued at its
last sald pricc on such exchange on the date as of which it is
valued, or if such exchange is not opcn on such date, then at
its last. sale price on the next preceding date on which such
exchange was o~en and il no sai: is reported for such Jate,
the security shall be valued at an amount not higher than the
closing asked price nor lower than the closing bid pricc.

[ ) Substituted by Notification No. S.R.0. 176(1)'82, dated 20-2-1982.

“ae
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GE A mvesunen purchased and awaiting payment against delivery
shall be included for valuation purposcs as a security hedd. sund
the cash account of (he compuny shall be adjusted 10 reflect the
purchase price, including brokers’ commission and  other oX-
penses incurred in the purchasc thereof but not disbursed as i
the valuation date, -

(i) An investment sold but not delivered pending receipt of pro-
ceeds shall be valued at the net sale price.

(iv) The value of any dividends, bonus shares, or rights whicl, may
have been declared on securities in the portfolio by not received
by the compuny as of (he close of business on (e valuation
date shall be included as asscts of the company, if (he security
upon which such dividends, bonuses or rights werc declared js
included in the assets and is valued ex-dividend, ¢y-benuy ur
cx-rights as the case may be,

(v) Interest accrued on any inlercst-bea'ring security in the pertioijo
shall be included as ap assct of the company if such accrued
interest is not otherwise included in the valuation of the security.

(vi) Any other income accrued up to the date on which compur:-
lion was made shall als be included in the assels,

(vii) All liabilities, éxpenses, taxes and other charges duc or accrucd
up to the date of computation which are chargeable under
these rules, other than the paid-up capital of the conipany,
shall be deducted from tho value of the assets,

(viii) The remuneration accrued up to the date of computaiion piy-
able to the investinent adviser for providing managemant and
other services shall be included as an expense.

“nct capital ”, jn relation to an investment adviser, means an
amount by which the current assets, namely, cash in hand or in
bank, money receivable within a period of twelve months from the
date of the balance sheet and such other assets, not being ‘he valie
ol sccuritics referred to in sub-ru.e (2) of rule S, as are so classificd
under gencrally accepted accounting principles, exceed (ho current
liabilitics. namely, money payable within a period of twelve -nontkg
from the date of the balance sheet and such other liabilitics a5 gre
50 classificd under gcnerally accepted accounting principles,

“ Ordinance " means the Sccurities and Exchauge Ordinance, 1969
(XVII of 1969).

17
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CHAPTER II'
REGULATION OF THE BUSINESS OF INVESTMENT COMPANIES

3. No investment company (o commence business without registration,.—
Nu company shall commence business as an investment company unless it is
registered with the Authority under these rules.

4. Eligibility  for registration.—A company proposing to commence
business as an investment company shall be cligible for registration under ihese
rules if it fulfils or complies with  the following conditions  or requiremems.
namely :—

\ ta) that such company is registered as a public limited company under
the Companics Act. 1913 (VI of 1913)

(hy that i is 1o function as

- closed- cnd investment company . \)(llh T

. l‘\u

. \wc.w\~\’v“‘:\l""“ capital of not less than mpceq t=netmore=than=
o torr (V)42 mpess:
{1b-to ;2) (c) that no director, ollicer o cmployee of such company has heen

convicted of fraud or breach ol trust ;

(<) that no director, officer or  cmployece of such company bhas been
adjudicated as insolvent or has suspended payment or has com-
pounded with his creditors :

(¢) that the promoters of such company are, in the opinion of the
Authority, persons of mcans and integrity and have special know-
ledge of matters which the company may have to deal with as an
investmen! company.

5. Registration.--(1) Any company which is eligiblc for rcgistration under
rulc 4 as an investznent company may make an application in Form 1 to the
Authority for rcgiscration under these rules.

(2) An apriication under sub-rule (1) shall, besides the other decuments
referred to in Form I, be accompanicd by an undertaking by the investment
adviscr of the company that the investment adviser will at all times hold or
bancficially +wn cquity secuuhc#; of lhe‘ go.[npunLOf an amount which i5 neither

(_me;e—neﬂ ass than ten per ccnf/uf the pald up 7:[1u* such securities.

(3) The Authority. if it is satisficd after such enquiry and after obtaining

such furthier inferpation as it may consider nccessary :—

(i) that the applicant is cligible for registration : and

(i) that it would be in the interest of the capital market so to do, may
erant a certificate of registration to such company in Form 1I.

U1 Nsustedl Nl i no- SRo S5 W/RY el 132689
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6. Investment policy and diversification.—(1) The irivestment policy of an
investment company shall be clearly and ce cisely stated in its Memorandum
and Articles of Association and the public - ¢ for the sale of its securities.

(2) An investment company shall not nter into any transaction in any
security other than a security which is listed on a stock exchange or for the
listing of which an application has been made to a stock cxchange.

(3) The jovesument o an investment c'(_)mpany\in any other company
shall not. at any time, exceed an amount equal to per cent of paid-up capital
of the investment company or an amount sufficient to acquire ten per cent of
any class of the sccurities of that other company.

. x.
X " “Y 7. Sale of securities and cost thereof.—(1) Sccurities representing  ginedss
A X4

, per=eent=at the capital of an investment company shall be offered to the public
QU N-ic)e .
N ['”) at par; but no such offer shall be made—
IAY . . . . :
) 9L () until the investment adviser of the investment company has made
IRV S e

an investment of the amount referred to in sub-rule (2) of rule
51 and

{h) unless the offer has been underwritten by an underwriter appointed

by th: investment company with the prior approval in writing of
the Authority.

(2) An investment company shall not scll any securities for any considera-
tion other than cash.

(3) All cxpenses incurred in connection  with the incorporation of an
investment compiany and the offer for sale of the securitics of the company ond
the distribution of such securities, including commission payable to the under-
writers, shall be borne by the investment adviser and shall be rcimbursable by

the company in cqual amounts paid annually over a period of not less than
five ycars.

(4) linterest at the prevailing bank rate] shalt be payable by the company
in respect of the expenses referred to in sub-rule 3).

{5) The expenses referred to  in sub-rule (3) shall be reported to the

Authority, giving their break-up under scparate heads, as soon as the distribu-
tion of the sccuritics is completed.

8. Prohibitions,—No investment company shall—

(a) morge with. acquirc or takeover any other investment company,
unless it has obtained the prior approval of the Authority in
writing to the schere of such merger, acquisition or takeover ;

[ ] Substituted by Notificatioa No. S.R.O. 24K1)/75, dated:4-7-1975.
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L
[

- e any of the secinties held o bencticially
owned by it :

(¢) make a loan or advance of money o any person exeept in connec-
tion with tiic normal business of the mvestment company ;

(dy clleet a short sale in My seeunity
(¢) purchase iy sceurity in o forward contract -
(1) pucchase any sccurity on margin

(&) participate in a joint account with others in any tramsaction

fy

(hy apply any part of its assels o renj estate, commadities o ¢ommo-
dities contracts ;

(1) acquire any seeurity of which another investment company is the
issuer ;

(i) make an investment in g companywhich s the efleet of vesting
the management. or control over the affairs, ol siich company in
the investment company :

thy employ as o Lroker. divectly or indirectly, any director. oflicer or
employee of the investment company or ity svestment adviser or
any director. oflicer nr cmployee thereof ;

(1) s¢sue at any time. without (he prior approval of the Authonty in
writing. @ senior security  which is  cither Stock  or represents
indebtedness,

9. Transactions with directors, ete.—No investment company shall with-
out the prior approval of the Authority in writing, purchase from, or sell (o,
any director, olliccr or cmployee of the investment company or of the investment
adviser thereol or a person who beneficially owns ten per cent or more of the
equity sccurities of the company or of its investment adviser., '

'0. Appointment of investment adviser.—(1) No investment company
shall appoin( any person as an  investment adviser cxcept by a contract in
writing the terms of wiich have Lieen previously approved by the Authority in
writing.

(2) The contract shall, initially or on renewal, be valid for 2 period not
cxceeding {ten) vears and shall not be renewed or modified unless such renewal

- ——

I | Substitited by Notitication No. S.1.0. TAHNTS, dited 4-7-I97$.-
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12 INVESTMEN: COMPANIES AN INVESTMENT ADVISERS RULES, 1971

mmadslication has been autiorised by the shareholders of the investment cop .
pany in general meeting and approved by the Authority.

(2A)* If the contract, as initially entered into or as renewed, is terniinated
within the first five years of the contract, and not Jaier, compensation for cach
year ol the unexpired period of the contract shall be paid 1o the fnvestmen
adviser at the rate of one-lourth of his annual average remuneration during the
expired period of the contract.

Lxplanation.—Where the cxpired period s a [raction of o yai or
includes a fraction of a year, the remuneration for the [raction of
the ycar shall be converted pro rata into full years’ remucration
and then the average annual remuneration shall be worked out to
determine the compensation payable for the wnexpired period of
the contract ; and

(3) The comract shall. among other things. provide that the investment
adviser shall bear all expenditure in respect of the scecetariat and oflice space
of the company and professional  management, including  all administriuive,
accounting and legal services, and that the fee payable to the auditors and the
custodian. taxes on income of the company,  brokerage. stamp duty and any
other duties or taxes connected with the sale or purchise of securitics shall he
payable by the investment compauny.

1. Remuncration payable to investment adviser.—The  investiment
adviser o an investment company shall be cntitled tv be paid annually, after
the accounts of the investment company have been audited, a remunerition :.--

() “#during the first five years of investment company's existance. of
an imount not exceeding two per cent of the net assets of tlw cem-
pany as at the end of its year of account and thereafter o an
amount equal to one per cent of such assets:; and

(b) {of an} amount not cxceeding one-half of (he amount by which the

dividend distributed by the investment company excecds six per
cent.

12. Power of Authority (o give certain directions.—The Authority, if it is
satisfied that it is necessary or cxpedient so to do in the public interest or of
the capital market in Pakistan, may, by order in writing, direct an investment
company, within such time as may be specified in the order,-—

(a) to Jisinvest the whole or such part of the investment portfolio us
may be so specified ;

* Added by Notification No. $.R.O. 7491)/75, dated 4-7-1975.
** Substituted by Notification No. S.R.0. 749(T)/75, dated 4-7-197s.
] Substitwed by Noification No. S.R.0. 749(1)/75, dated 4-7-1975.
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12 The books of account and ether rezords to be maintained under sup-

vy <haldl be preserved for o period of not Jess than five years.
17, Perindical reports (o shareholders, cte.—(1) Every investment com-
o shall tansmit o its sharcholders.---

Gt) o amoead report, iogether with & copy o the balance sheet and
meome and expenditure account and the auditor’'s report, not less
ihi dowrteen days belore the date o the general mecting al which
o o be Bid beiore the sharcholders @ oand

(b) w sv=mamth reports within {twol month ol the end of cach half-year

£2) Such acpoit. so far as may be anpheable, shall be in accordance with
= provisions op the Seewrdties and Exchanze Rules, 1971, and shall contain
soiataniient showing e seeuriites owned ot the beginning of the relevant period.
sodirities purchesed or sold during such pencd, and the securitics h&!d at the
cd b such peiad together wah the value it cost and nmrkcl)',th_saic"
preses IR < reawYand the pereentage in relation 1o
Beoown assets aad the paid-up o cagital ob (hie company whose seeurities ar.

o ned.

() The stacment of income and expenditure of the imvestment company
~hall include o soment of income and expenditure of the investment adviscy
in aciation o the vestment company,

Chy A cops et the annual teport referved 10 in sub-rule (1) shall, within
o time specified theiein, be furnished to the Authority together with a state-
ment containing the following information in respeet of the investment com-
pans as at the end of the year ;—

Gy Total pamber of sccuriiy holders.

th) Pavticulins of persons holding five per cent or more of the securities
of the company at any time during the year.

(¢) Names and number of securities held by directors and ofticers of
the company.

() Any veeurity of any other issuer sold and then bought during any
six-imonth period.

(o]

~—

Paticatars of the personnel (executive, rescarch and other) of the
investnient company.

() Remancration paid to the investinent uadviser.

(2} Particulurs of the personnel (executive, research and others) of the
investment adviser.

[ JSubstituted by 5.R.Q, No. 1196 (1)/83, dated 20-12-1983,
% QO Dew "‘d‘\bﬂ"*l"em“ A SRo “n/.?!{
dotzd 12 -6- LY
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(5) Bvery investment company shall, as and when req:
by the Authority by order in writing and w»ithin
time as may be specified therein, furnish to thc
duthority the information regdrding the sale pr:
and tpe capital gain or loss in respect of each
security purchased and sold.

W) Tioie s fulle Al

CHAPTER Il

o1 T bw\uq\ °

REGULATION OF THE BUSINESS OF INVESTMENT ADVISERS

8. No person to commence business without registration.—No person
shall commence business as an investment adviser unless such person is registcr-
ed with the Authority under these rules.

19. Eligibility for registration..—Any person proposing to commence
business as an investment adviser shall be eligible for recistration under thesc
rules if it fulfils or complies with following conditions or requirciments. namnie-
ly :—

(a) that such person is registered as 2 company under the Companies
Act, 1913 (VII of 1913);

(b) that no dircctor, officer or employee of such company has been
convicted of fraud or breach of trust;

(d) that no director, officer or cmployee of such company has been
adjudicated as insolvent or has suspended payment or has com-
pounded with his creditors ;

(d) that the directors of such company are, to the satisfaction of the
Authority, persons of means and integrity and have special know-
ledge of the matters which the company may have to deal with as
an investment adviser.

20. Registration.—(1) Any person who is eligible for registration undc
rule 19 as an investment adviser may make an application in Form IIT to th:
Authority for registration under these rules.

(2) An application under sub-rule (1) shalt, besides the other document
referred to.in Form III, be accompanied by an undertaking that the compan:
will at all times maintain a net capital balance in the capital account of a
amount which is not less than one lac rupees.

(3) The Authority, if it is satisfied after such enquiry and after obtainiy
such further information as it may consider necessary,—

(i) that the applicant is eligible for registration ; and

X+ omitled ,Q-'-o Nebdeshe- \as- SRo Co3 Q) Jey datd 1
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(1) that it would be in the interest of thé"capit‘zil'_ihé'rkéi 50 10 do, m
grant a certilicate of registration to such person,in,Form 1V,

21. Maintenance f books uf accounts etc.—(1) Every”investment advis
shall maintain such books of accounts and other records-as shall .depict a tr
and fair picture of jits staie oi affairs, including—

[

() journals, cash book and other records of original entry forming t}
basis ol entry in any ledger ; :

(b) ledzcis (or other comparable record) refllecting assct, liabilit
income and cxpense ;

(c) ledgers (or other comparable record) showing securities in (t
portlolio ;

(d) record of transactions with banks ;
(e) record of the mectings of the board of directors ; and

(£) original record of alf reports, analysis and memoranda containin
investment advice distributed.

(2) Such buoks of accounts and other records shall be preserved for ;
period of not [css than five years,

22. Submission of annug report to Authorily.—Every investment adviscr
shall submit to 1he Authority an Annual tcport, together with a balance-shect
and income and cxpenditure account and the auditor’s report, within six months
of the close of its vear of account.

23. Enquirv.—(1) The Authority may cause an enquiry to be made by any
person appointed in this behalf into the affairs of any investment adviser regis-
tered under these rules or any of its directors. managers or other officers.

(2) Where an enquiry  under sub-rulc (l) has been undertaken every
director, manager or other officer of the investment adviser to, which or 10 whose
director, manager or other officer the enquity relates and every other person
who has had any dealing with such investment company, investment adviser,
dircctor, partner, manager or officer shall  furnish such information in his
custody or power or within his knowledge relating to or having bearing on the
subject-matter of the enquiry as the person conducting the enquiry may by
notice in writing require.

(3) The person conducting an enquiry under sub-rule (1) may call for,

inspect and seize books of account and documents in possession of any such
inv.itment adviser or person,

& AVA;LA,:‘?LE CoPy /0 s



INVESIMENT COMPAMIES AND INVESIMEN T ADVISERS RULES, 1971 77

24. Cancellation of registration.—(1) Wherc the Authority is of the opinion
that an investment adviser has contraven.d any provision, or has otherwise
failed to comply with any requirement.  of the Ordinance or of any rule or
dircction made or given thereurder, the Authority may, if it considers necessary
in the public interest se to do by order in writing,—

(a) cancel the registration of the: investment adviser : or

(b) remove the investment adviser Irom the oflice of investment adviser
of an investment company :

Provided that no such order shall be made except after giving the invest-
ment adviser an opportunity of being heard.

(2) An investment adviser removed from officc under clause (b) of sub-
rule (1) shall not be entitled to or be paidt any compensation or damages for
loss of termination of office

(3) An investment adviser of  an investment company who is remeved
from oflice under clause (b) ol sub-rule (1) shall not be appointed to such
oflicc of that company until after the cxpiration of a period of five years from
the date of such removal.

(4) Where the investment adviser of an investment company is removed
from that offizc under clause {(b) of sub-rule (1) no dircctor or oflicer Af the
investment adviser shall hold the oflice of director of the investment company
or any other ollice connected with the conduct of management of the affairs of
the investment company, until after the expiration of a period of five years
from the date of such removal.

(5) Where the investment adviser is removed from office under clause {h)
of sub-rule ‘(1) the Authority may, by order in writing, appoint a perscn, here-
inafter referrcd to as the Administrator, to manage the affairs of the investment
company subicct to such terms and conditions as may be specified in the order.

(6) The Administrator shall receive such remureration from the invest-
ment company &s the Authority may deterinine.

(7) The management of the affairs of the investment company shall, on
and from the date of appointment of the Administrator, vest in him.

(8) If at anv time it appears 1o the Authority that the purpose of the
order appointing the Administrator has been fulfilled, it may permit the invest-
ment company to appoint another peison to the office of investment adviser ;

and, on the apnointment of such investment  ndviser. the Administrator shall
cease o hold office,

CF T i A2 E
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THE SCHEDULE
FORM 1
[See rule 5(1)]
FORM OF APPLICATION FOR REGISTRATION AS AN INVESTMENT

COMPANY
To
+The Corporate Law Authority,
Government of Pakistan,
Islamabad.
Dear Sir,
We hercby apply for the registration of . oo e

(Name of Investment Company)
under rule 5 of the Investnent Companies and Investment Adyvisers Rules,
1971.

2. An undertaking (in original) from the investment adviser in terms of
rule 5 (2) of the aforesaid Rules and four copies of each of the following
documents are enclosed :—

(i) Memorandum and Articles of Association.
(i) Investment Advisory Contract.

(iji) Custodian Agreement.

(iv) Undcrwriting Agreement.

3. We hereby undertake to take all steps necessary to have the securities
issued by us listed on a stock exchange.

4. Necessary information required in the annex to this form is furnished.
We undertake to keep the information up-to-date at all times.

Yours faithfully,

Signature of the Secretary or
a director of the applicant
company.

*Substituted by Notieation iNo..S.R.0. 1196 (0)/83, dated 20-12-83.
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Name, address and telephone
number(s) of the Company.

Date and place of incorporation

Names and addresses of directors,
distinguishing  between promoter
directors and other directors

Whether any director has been
convicted of fraud or breach of
trust,

Whether any director has been
adjudicated as insolvent or has
suspended payment or has com-
pounded with his creditors.

Names and address of officers and
cmployees.

Whether any officer or empolyee
has been convicted for fraud or
breach of trust.

Whether any officer or employee
has been adjudicated as insolvent
or has suspended payment or has
compounded with his creditors.

Names of the directors, officers
and employees of the investment
company and those of the invest-
ment adviser thereof who are
members of a stock exchange.

Director’s interest, direct or in-
direct, in any other investment
company.

Previous experience of the promo-
ters/directors in the investment
field. ' '

BEST v o g o

Anuex (o Form |

..................................

..................................

.................................

.............................

----------------------------

....................

............

..................................
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12. The financial standing of the
promoters/directors (Attach proof,
il any),

..................................

3. (1) Authorised  capital ol e
compiny

..................................

(h) Part of such capital proposed
lo be raised through p blic
oller.

..................................

14, Name, address  and telephone
number of the investment udviser

.................................

15. Nuame and address of the custodian

..................................

16. Name and address of the under-
wirter.

17. Financial standing and resources
of the underwirter,

..................................

FORM 1
[(Sec rule 5 (3))
CERTIFICATE OF REGISTRATION AS AN INVESTMENT COMPANY
CORPORATE LAW AUTHOR|TY*
Islamabad, the 19
Fhe Corporate Luw Authority® having considered (he application for regis—=

tration under rule 5 of the Investment Companies and I[nvestment Advisers
Rules, 1971, by

..........................................................

..........................................

(Name of the investmeny company)
is cligible for registration and that it would be jn the interest of the capital market
so to do, hereby grants, in exercise of the powers conferred by rule 5 of the Invest-
mert Companies and Investment Advisers Rules, 1971, registration to

..........

............................................ subject to the conditions stated
(Nume of the invesimeny company)

herein below or as inay be prescribed or imposed hereafter.

2. The draft agreement between

------------------------------------

(Name of the investme compaity)

*Substituted by Nolification No.. S.R.0. 119(T)/83, dated 20-1-1¢83.
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and....ooiiiana.... el LS approved subject (o the following
(Name of the investment adviser)

conditions :—

3. The appointment of.................... is hereby approved subjcet

(Name of custodian)

to the following conditions :—

4. The appointment of...............oo i 15 heieby

(Name of the investineny adviser)

approved subject to the following conditions :-—

..................

Signature of the officer.
FORM 111
[See rule 20 (1))

FORM OF APPLICATION FOR REGISTRATION AS INVESTAIENT
ADVISER
To
“The Corporate Law Authority,

Govermment of Pakistan,
Islamabad,

Dcar Sir,

We hereby apply for the grant of registration of................... ...
(Name of Invesuneny adviser)
under rule 20 of the lnvestment Companies and Investment Advisers Rules, 1971,

2. Four copies of the Memorandum and Articles of Association are en-
closed.

3. Wc hereby undertake to maintain at all times a net capital balance in the
capital account of an amount which is not less than one lac rupees.

4. Necessary information required in the anuex to this form is furaished,
We undertake to keep this information up-to-date at all times.

Yours faithfully,

Signature of the Secretary or
adirector of the applicant,

*Substituted by Notification No. S.R.O. 1196(1)/83, dated 20-12-1983,
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Wheth:r iy oilicer or employee
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has any interest jn any investment
company,

What is the iinanciul standing of
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FORM 1V

[See rule 20 (3);
CERTIFICATE OF REGISTRATION AS AN INVESTMENT ADVISER
CORPORATE LAW AUTHORI!Y"
Islamabad, the . 19

The Corporate Law Authority* having considered the application for regist-
ration under rule 20 of the Investment Companies and Investment Advisers Rules
1971 by ..o and being satisfied that the said................

(Name of adviser) (Name of adviser)
is eligible for registration and that it would be in the interest of the capilal

market so to do, hereby grants, in exercise of the powers conferred by rule 20 of

the Investment Companies and Investment Advisers Rules, 1971, reégistrition

L subject to the conditions stated herein belc w
(Name of the adviser)

or as may be prescribed or imposed hereafter.

Signature of the officer,

*Substituted by Notification No. S.R.O. 1196(1)/83, dated 30-13.55.
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STATUTORY NOTIFICATIONS N-1

COMMENCEMENT OF THE SECURITIES AND EXCHANGE
. ORDINANCE, 1969

NOTIFICATION

26th QOctober, 1970

S.R.0. 259 (I)|70.—In excreise of the powers conferred by sub-section (3)
of section | of the Securities and Exchange Ordinance, 1969 (XVII of 1969)
the Central Government is pleased to appoint the first day of November. 1970
to be the datc on which the said Ordinance shall come into forc,

DELEGATION OF POWERS TO CHAIRMAN AND MEMBER
" OF THE AUTHORITY

NOTIFICATIONS
dated 10th Septeml:er, 198

S.R.0. 1023 (I) |81.—Ip exercise of the powers conferred by scction 28 of
the Securities and Exchange Ordinance, 1969, (XVII of 1969) the Federal
Government is pleased to direct that all powers and functions of the Federal
Gevernment under sections 26, 27 and 29 of the said Ordinance shall, subjest
to such directions relating to questions of policy as may be issucd from time to
time by the Federal Government, be exercised or performed also by the Chair-
man, Corporate Law Authority.

S.R.0. 1024 (I)|81.—1In exercise of the powers conferred by section 28 of
the Securities and Exchange Ordinance, 1969, (XVII of 1969) and in superses-
sion of thc Ministry of Finance Notification No. SRO. 261 (1){70, dated the
26th October, 1970, the Federal Government is pleased to direct that all powers
and functions of the Federal Government under the said Ordinance, other than
those under sections 26, 27, 28, 29 and so much of section 33 thereof as ralates
to the making of rules for regulations of the business mentioned in section 32
thereof, shall, subject to such directions rclating to questions of policy as may be
issued from time to time by the Federal Government, be exercised or performed
also by the Member, Corporate Law Authority (Corporate Law Wing).

EXEMPTION GRANTED TO THE NATIONAL INVESTMENT (UNIT)
TRUST LIMITED FROM THE OPERATION OF THE PROVISIONS OF
SECTION 11 AND 14 THE SECURITIES AND EXCHANGE ORDI-
NANCE, 1969,

NOTIFICATION
Dated Gth March, 1972

S.R. 0. 137 (1)|72.—In cxercise of the powers conferred by section 29 of the
Securities and Exchange Ordinance, 1969 (XVII of 1969), the Central Government
is pleased to exempt the National Investment (Unit) Trust Limited from the

113
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oificer, representative Or nominee of the National Investment (Unit) Trust Limited

is a director.

[No. 20(32) CFHSS,‘?I.]

EXEMPTION GRANTED TO THE INVESTMENT CORPORATION OF
PAKISTAN FROM THE OPERATION OF THE PROVISIONS OF

SECTION {1 oF THE SECURITIES AND EXCHANGE ORDINANC):,
1969. : '

NOTIFICATION
Dated, 215 January, 1980

S.R. 0. 94 (I)|80.-—; exercise of the powers conferred by seclion 29 of
the Sccuritjes and. Exchange Ordinance, 1969 (XVI1 of 1969), the Federal
Government s pleased 14 €xempt the Investment Corporation of Pakistan fron
the operation of the provisions of section 11 of the said Ordinance in so far
#s the said provisions require an issper (o transmit the profit and loss accoun|
and balance sheet referred to in ryle 13 of the Securities and Exchange Rules,
1971.

[No. F. 8 (25)-Inv, 1179}

CCRPORATION FROM DISCLOSURE REQU!REMENTS UNDER TYE
SECURITIES AND EXCHANGE ORDINANCE, 1969.

NOTIFICATION
Dated 61h February, 1984

S.R.0. 139 MIB4.—In exercise of the powers conferred by section 29
of the Securities and =xchange Ordinance, 1969 XV of 1969), read with the
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CIRCULARS

Circulars issued since 1971 and which are still eflective have been up-
dated and included in this Manual. Circulars that have been excluded frorm
this Manual still remain in force to the extent they are not contrary to the laws|
rulesfinstructions. For the convenience of the users, it is here meationed that
these Circulars relate to the following subjects :—

(a)

(b)

(c)

(@

()

Beneficial Ownership—Circulars No. 1 and 2 of 1971, Part of
Circular No. 6 of 1972 and Circulars No. 2 of 1973, 2 of 1974 and
1 of 1976, :

Annval and Half Yearly Accounts—Circulars No. 4 of 1973, 1
of 1980 and 4 of 1983,

Disclosure requirements of the {ind Schedule—Updated Circulars

No. | of 1972, Circulars No. I of 1981, 3 and 6 of 1983, and | of
1984,

Shares registered in the names of sharcholders belonging to
Bangiadesh—Circulars No. 2 and 5 of 1972, 3 of 1973, 1 and 2
of 1975,

Miscellaneous matters—Part of Circular No. 6 of 1972, Circulars
No. 1 of 1982, 1, 2 and 5 of 1983.
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CIRCULAR RELATING TO “ BENEFICIAL OWNERSHIP »
CIRCURAR No. 1 of 1971

- SUBMISSION OF RETURN BY DIRECTORS, OFFICERS AND 10 PER
CENT BENEFICIAL SHAREHOLDERS,

Section 12 of the Sccurities and  Exchange Ordinance, 1969, read with
Rule 14 of the Securities and Exchange Rules, 1971, lays down that the follow-
ing persons shall file a return in Form IV with the Authority :—

(i) Any director of the issuer who is or has been the beneficial owner
of any clause of jts equity securities ;

(i) any oflicer of the jssuer (the expression * Oflicer ”* has been defined
to include the managing agents, manager, secretary or accountant
of the issuer and any other person who by virtue of his office may
be in possession of any  material information with regard to the
affairs of the issuer) who js or has been the beneficial owner of any
class of its equity securities ; and

(iii) any person who is directly or indirecily the beneficial owner of
morc than 10 per cent of any class of equity securities of ap issuer.

2. The expression ‘equily security® has been defined, in the Ordinance,
lo mean any stock o transferable share (preferred or common) or similar
security representing ownership ; any security convertible, with or without con-
sideration, into g security cartrying any warrant or right to subscribc to or

purchase such sccurity ; any such warrant or right itsclf ; and such other sccurily
a5 may be prescribed. .

4. A person who by virtuc of his officc comes to possess material ip
tion with regard (o the affairs of the issuer wifl be treated as ap oflicer under
the Securitics and Exchange Rules, 1971, The definition brings an auditor of
the issuer within jts scope  because the auditor has  access to the books of
accounts which contain materjy] information about the affairs of the issuer,
The auditor s, therefore, as much an insider as the directors of the issuer,

forma-

5. The other expression which needs elucidation js that of the *beneficiy]
owner’.  This expression has not been defined in (he Ordinauce or the Rules
and it will have to be Construed with reference to the facts of each case, As
the term denotes, that person will be treated as a Dbeneficial owyer who js
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entitied 1o the bencefits accruing from the ownership of the secwities. In o'her
words, in a situation when the owncrship of the securities is held in the name
of a nomince, the person who is the ultimate recipient of the henefit of owner-
ship is the beneficial ewner. A person who is the nomince of the real owncr
is not the beneficial owner. A broker of the Stock Eg(ph:ulgu‘ or i bank which
is_holding sccuritics in its  name on behall of o client is not  the beneficial
owner. A persen  shall normally  be regarded the beneficial owner of iz
securitics held in the names of his family members who arc wiolly dependent
upon him. If. however, such a person claims  that the sccuritics held i the
name of his dependents are not benelicially owned by him and that any gain
made on the purchase and sale or the sale and purchasc of such sccurilies is
not requircd to be tendered to ihe company under section 14 of e Ordinance,

he should make a representation (o this cflect to the Authority substantiating
his claim. where available, with documentary evidence.

6. Il in an individual casc, there is any  doubt about the requirement of
liling of return by a beneficial owner, he is free to place the facts of the casc
betore the Authority and obtain a ruling in the mater.

CIRCULAR No. 2 OF 1971 _
CALCULATION OF TENDERABLE GA[N

Scction 14 of the Securities and Exchange Ordinancc, 1969 lays down that
where any dircctor or officer of an issucr of a listed Cquity security or any per-
son who is directly or indircaly the beneficial owner of not less than tey per
ceut of such sccurities makes any gain by the purchase and sale, or the salc
and purchase, of any such sceurity within a period of less
such dircctor or oflicer or Senclicial owner shall make
amount of such gain to the issuer. K

than six months,
a report and tender the

2. Rule 14 of the Sccuritics and Exchange Rules, 1971, requires the report-
ing qf beneficial ownership of sccuritics by such director, oflicer and 10 per cent
holder in Form 1Vv. The reports in Form 1V received so fur indicate that the
provisions of section 14 have not been lully understood. Iy js the purposc o)
this circular to clarify some of the aspecis of these provisions.

3. Scction 14 requires that i any gain is made from the

purchase and salc,
or from the sale and purchase, of un equity

security wip_hin a period of Iess thap
6 months such gain has to be 1cported and tendered o the issucr of such security,
1hus i€ 100 shares are sold @ Rs. 16,30 op I5-11971 and 200 sharcs gy
purchased @ Rs. 14.50 on-13-7-1971 and asain 100 shares

auin. are sold @ Rs, 15.50

on 11-1-1972, the tenderable gain will pe both in' respcct of 1y purchase on

13-7-1971 .as well as tho sale on 1H1-1972. On 13-7-197), 200 shares were

(7
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purchased @ Rs. 14.50 and in the preceding period of less than 6 months 100
shares were sold on 11-1-1971 @ Rs. 16.30. The tenderable gain would tlus
be the dilference between Rs. 16.30 and Rs. 14.50 per share.

4. Similarly, tenderable gain would arise in respect of the salc transaction
of 11-1-1972. The maching purchase during the preceding period of less than
6 months being @ Rs. |14.50, tenderable gain  would be the differcnce of
Rs. 15.50 and Rs. 14.50 per share. It will thus be seen that tenderable gain would
arisc in respect of—

(i) a salc and a subsequent purchase in any period of less than 6
months ;

(i) a purchase and subsequent sale in any period of less than 6
months.

5. In computing the gain some persons have adopted a rule by which thz
purchase and sale price is averaged over the 6 months period. Others have.
for the purposes of matching transactions, adopted the first-in, first-out rule.
Although these rules are uscd for various other purposes in business circles,
both are in-applicable in the context of section 14.

6. The gain made should be determined by matching the purchases at
lowest ratcs against the sales at highest rates within the 6 month period. The
amount recoverable under section 14 has to be calculated with respect to every
transaction and represents the difference between the purchase price and thz
sale price for any purchase and sale, or sale and purchase, m within less
than 6 months of each other, disregarding all other transactions. All such
transactions producing profits would result in tenderable gain and any transac-
tions producing losses during the same period shall be ignored in the light of
sub-rule (3) of rule 15 of the Securities and Exchange Rules, 1971. The
averaging of the purchase pricc and the sale price during the period is not a
correct basis of computation. What this basis would in effect do is to allow
as off-sets losses incurred by such trading. It is the purpose of the law to
discourage making of short-swing gains by directors, officers and 10 per cent
holders, who stand in a fiduciary relationship with their company, through
transactions within a period of six-months. This treatment is designed to
prevent conflict of interest on the part of the insider in the faithful performance

of his acivities. The lowest-in, highest-out rule would meet the needs of this
statutory purpose.

7 A view has been expressed that for the purpose of matching sales and
purchases, the securities sold should be the same as were purchased during the
period. This view is.not correct. Securities are fungible and it would, there-
fore, not be necessary ever to show that the particular security which is sold is

Ik
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" " 11. Anothet question raised :is as to yhether the 10 per cent holder should
be a 10 per cent holder at the time of the purchasc as well as of the salc. in
order .to attract the provisions of section ;|4 of the Ordinance. This section
makes it incumbent on a 10 per” cent holder to tender any gain made by the
purchase -and-salc; or-sale-and purchase, within a period of less than six months,
He has, thercfore, to be a ten' Per cent owner either at the time of purchasc or
sale to atiract the provisions-of section” 14,
T PART OF CIRCULAR No. 6 OF 1972
AMENDMENT iN RULE |4 OF THE SECURITIES AND EXCHANGE
RULES, 1971. ' -

The “Authority has amended rule 14 of the -Securitics and Exchange Ruiles,
1971 vide notilicaion No. S.R.O. 1238 (D172, dited the 19th December, 1972
published in the Extraordinary Gazette of Pakistan dated the 21st December,
1972.  This circular aims at explanining the change made by the amendment in
the following paragraphs for the guidance of all concerned :

Rule 14.—(a) The cxisting rule requiring filing of returns by insiders in
‘ Form ‘1V- has been substituted by a new rule. Under the new rule
insiders ( viz., directors, officers and beneficial owners, directly or
indirectly, of more than ten per cent of any class of the equity
secutities of an jssuer) will be required to file in the revised Form IV
returns of the beneficial ownership whenever they acquire the

shares
and thereafter whensver there js a change in the holdings.

" (b) The new rule also requires that particulars of change of bencficial

owncrship of insiders who have previously filed a return Jn Form 1V
or who 'are required to file such return under the rules shall be
filed in For‘m'lvl}. The. return showing particulars of change of
beneficial ownership. Form 1VA is to be filed within 15 days of
~the date of each change. L

2. It will be noted that under the n_.cw Rule 14 two types of forms have
* been prescribed, namely !'—

+

(@) Form 1’ —For

- (b).Form,lVA.—:,P:'qr reporting a. change in .beneficial -
virtue of a purch
wise to be filed.

reporting the bcncﬁciﬁl ownérship of an insider.
‘ownership by
asc, sale, gift, receipt of bonus or right, or other-
within fifteen days of every such change.

'3, The Authority has“so Tur tzf‘.ccn a lenient view of delays and defaults in
+ the filing of such returns! " Now, that the cause of this grievance has beeq removed
~:by ithe new. rule; it hag beer ‘decided that delays and defaults shail in future be
dealt wilt-Stemly. under atis-13wi Al comcemned.- ate therefore, advised 16 filg ‘the
reiurns under the new rule within time.

I
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the onc which was purchased. Purchases and sales would be matchable so
long as the securities involved in Yhe purchase and sale arc of the same class,

8. The following example relative to a six month period will illustra:2
what has been stated in the preceding paragraphs :—

No. of shares ~ No. of shares
Pate Purchase price Sales prics
28-2-71 .. . . 200/14 .80 —_ .
7-3-11 .. . . 100/15 20 ' —
15-3-71 .. . o 100/15 0O —
10471 ., . . - 100/15.70
15-5-11 .. . .. — 100/15.15
3-6-71 .. . .o - 100/15.10
3 o —_ 100/15 00

9. As earlier noted, purchases at lowest prices. are matched with sales at
highest prices during the period. Transactions which are once matched are
cancelled and do not re-enter the computation. Thus the purchase of 200
shares @ Rs. 14.30 per share on 28-2-1971 will be matched with the saie of
100 shares .@ Rs. 15.70 per share on 10-4-1971 and another 100 share; @
Rs. 15jl5 per share on 15-5-1971. The resulting gain would be Rs. 125
(Rs. 3085 minus Rs. 2960). Next, the purchase of 100 shares @ Rs. 15.00 on
45-3-1971, will be mached with the sale of 100 shares @ Rs. 15.10 on 3-6-1971.
The resulting gain in this. case would be Rs. 0.10 per shares-(Rs. 15.10 minus
Rs. 15.00). The remaining sale transaction @ Rs. 15.00 on 31-7-1971 will then
be matched with the purchase @ Rs. 15.20 on 7-3-1971. ‘This will not result in
any gain and will, therefore, be ignored. .

10. Whether ownership of a sharc has been the result of a * purchase"
operation or otherwise would depend on the facts of each case. . Bonus shares
distributed by an issuer to its sharcholders would not be a purchase for the
purposcs of section 14. Similarly no purchase would be 'involyed in the mere
offer by an issuer to the cxisting shareholders for right shares.  The sale of the
offer of an allotment letter of * right” shares would be ignored for the purpose
of determining and tenderable gain. But the acceptance of the offer of
“right” and subsequent acquisition of shares would- obviously constitute a
purchase. Purchase of “right” allotment letters from the market would also
be “ purchase” of equity securities for the purposes of section ‘14, -
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CIRCULAR Ny, 2 OF 1973
FILING OF RETURNS WITH THE CORPORATE LAw AUTHORITY

It has been noticed that retyrps required to be filed under the Securities and
Exchange Rules by the Companies or thejr directors or principal shareholders
are filed belatedly on the plea that the concerned director wag out of the country
at the time the Telurn - was duc to pe filed, This Authority has jn all such
previous cases condoned the Jate filing of the returns.

2. It is the duty of the Company or ye director or the principal share-
hoider, as the case may be, to arrange to file the returns within the time prescrib-
cd under the Rules. Failyrs to file the returns within time is penalizeable apg
the excuse thay 3 director was abroag at the time of filing of (he retum js
intenable. Ip future, thereforc, it has been decided that extensions will not pe
granted by this Authority for filing returns on the excuse that the concerned
dircctor hag Bone abroad. Returps which are receiveg late will attract the
punitive provisions of the law, Where a dircctor of i company proceeds
abroad, he should invariably make arrangements for filing the returns withip
time which become due during the perjod of his absence abroad,

ORDINANCE, 1969 AND RULE 14 oF THE SECURITIES AND
EXCHANGE RULES, .197I—CLAR’IF1CATIONS REGARDING.

‘section 1o file the return hasg already been jssueq vide this Authority’s Circular

No. 1 of 1971. To report, the following Peérsons are requireq lo file . the
returns :— .

(i) any director of the issuer who is or has beep the beneficial oﬁnef of
any class of it listed equity securities ;

(i) any officer of the issuer (the expression “ officer » has beep defined
to include the managing agents, Mmanager, Secretary or accountant

BEGT AVAILARLE cOPY t ’) {
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(iii) any person who is, idirectly..o;‘. ingigé.c,lly,, the beneficial owner of
more than 10 per cent of any ciass ‘of the listed equity securities of
an issuer. ' R S
2. 'The form of the varjous returns and the .ti_ipcs at'"'_yvhich the returns have
o be filed with this Authority have been prcscril?eg by nilq 14 of the Securities
and Exchange Rules, 1971, St

3. Inspite of carlier clarifications g view Seems 'to persist that directors|

hold more than ¢ ber cent of the [isted equity securities of . the compapy of
which they are (he directorsiofficers. This. s an.. eroneous ,view. As. has
already been explained in this Authority’s Circular No..1 of 1971, 4 director|
officer has to filc the return if he beneficially OWns .even one share,

4. Certain cases have come to this Author'ivty's".not’jce Where the directors
do not beneficially own any shares in the companybqt_.arq directors by virtye of
the holdings of thiry parties. In sycl situations some of the nominee directors

have been filing the returps Stating, in column _5.(b),'(>f’ Form IV, that they

by such directors or such beneficial deéfs'ivith/"':'rgégdi‘:t'a' the 5l
retum. Iy consonance with the scheme' of §£&ﬁo;1' 12',"33'};&6 m.spbn.sibility nf
the beneficial owner 10 file the requisite return Qlth'thlé‘rA,l;thélnty in the prescrib-
ed form, invariably indicating therein "th'e)nax'ﬂéwof?jz gjﬂo&iinéé'.dire'ctor who
represents ()yo beneficial owner'on the l?oa;qllglf;diﬂgctqgs' ggipp‘q‘-cpmpany.

o TR Aot O o , ;..(4 .

5. In some cuses where notice hps‘ qu?p‘ _ta‘fggn, b}:mth% ,)-(‘}1!1,1.19!11)'. for belated
ﬁlmg of the retury, the_;ptgrxll'ce' phys:t_gl_cqul'th't,i‘ bllgg.;%%g;}jgﬁ,ebdle'sparés were in
the process of fegistration’ he did not, consider ';ha’g‘}"t‘;ﬁ%s’;;%gygréc‘l',byla'w that
“he 'Shgyl.c'i:'ﬁllg the return uatil registration wds,_gﬁecgt’igé{iq t(!}féomp\,apy'.s‘ records,

VIeW is not correct, * Fop the® purpose”of filing’ the':: refurm of beneficia]

Lo VT R
on, of - shares and not the date
of, registeation of, ¢ in, the; Ly Fa
8] :}'l%lsta.slgg'gll € L.fa[.léfef_n!ﬂu%hg bookslokmelwfnmym )
thercforc, advised to r6po.rt,..€}!_a,pgp‘: 19 i@giq,ﬁgn_gﬁpidi‘,igwe;@jp, as required
, Under rule 14 (), ¥ithin 2 period of 15 days. fof fPeacatlsition of ghe shares
- LITeSpective of ' the ‘i) date” o thisir ‘Ydgisltationt 2920 Vin
COTETLIE e R & RITRTIN _g_mg_-_(c:gnzgnncm_;’.?t!!!?ﬁh 200 !
W A BRIGERIN TT TR O L L i,
" - 6MIn*some Wl_‘gﬂgn}'ll}"l’?rm IV{?havé”béé'ﬁ?x%EéfM fom the company
 instead. of:the .dlrecgoff@gfdgfﬂéd.[ﬁ?gli’ﬁf_é!é'ﬁﬁéa tEEFRTT Y o1 return is the
-per'sonahmﬁonﬁbﬂjtﬁ o theiect o andnét Cop ”ﬁ)’?ﬁgﬁ%' Al
b 2aifiwyane Viiups- baveiliawsio & ')

FrG awedl ABLE CURrY I > }
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7. 1t has been noticed that in somue cases the return is signed by a someone
other than the person whose responsibility it is 1o file the return.  Atlention in
this conncction is jnvited to the declaration in  (he prescribed Form 1V of tha
return which a returnce is personally required 1o sign. It should, therefore, be
noted that the return should mviriably be signed by the person referred 1o in
paragraph 1 of this Circular whosc duty it is to file the rcturn,

8. Correspondence with the dircclors is being sent by this Authority at the
address ol the company  concerned.  Should, however, o dircetor wish to

correspond with this Authority at any other address, he may so indicate in the
said return,

9. It is the experience of this Authority that Changes in the directorship
ire not notitied 10 us by the company. Fhis has, in some cases, resulted in
infructuous correspondence with the dircctors who had given up their positions
in the company.  To obviate such situations, it js advised that whencver a
person ceases to be a director or whenever a person joins a company as director,
the change should be communicated 1o this Authority by the toncerned company
within a period of |5 days ol the change taking place.

CIRCULAR No. 1 oF 1976

RETURN OF BENEFICIAL OWNERSHIP IN FORM 1V TO BE FILED BY
MORE THAN )0 PER CENT SHAREHOLDERS,

Section 12 of the Securities and Exchange Ordinance, 1969 requires cvery
director|oflicer of 3 company who beneficially owns any number of shares 1o fije
cach returns of beneficial ownership as laid downp in Rule 14 of the Securities
and Exchange Rules 1971 {as amendmen vide Notification No. §. R.0. 1238
()/72. dated 19th Dcccmbcr, 1972). Any other person who
indirectly beneficiy owncer of more than 0 per ce
of the company js also required undey the
thesc Returns regularly.

is dircetly or
nt shares of the paid-up capital
aforementioned Section|[Rule to file

2. It has been observed that persons who are beneficiaj ow

ners of more thay
10 per cent shares of the company are not regular in filj

ng of the said Returns,

panies arc requested to henceforthwith furnish to this Ay
shareholders Ijst 10 be filed by them under Rule 12 6)

Exchange Rules, 1971, a Separate list of only those members of the company

whose beneficial holding is more than 10 per cent of the Paid-up capital of the
company. The list should contain pajnes addresses and number of shares helq
on the date of Preparation of Jjst,

ot " ‘ "\.)l}h \'
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CIRCULARS RELATING TO ANNUAL AND HALF YEARLY ACCOUNTS
CIRCULAR No. 4 OF 1973

FURNISHING OF ANNUAL REPORT UNDER RULE 12 G OF THE
SECURITIES AND EXCHANGE RULES, 1971.

Attention is invited to Rule 12 (4) of the Securities and’ Exchange Rules,
1971, under which every issuer is required to furnish the gdnual report together
with balance sheet and profit and loss account to sharehglGers,'the Authority and
the Stock Exchange(s) at least 14 days before the annpdal general mceting of the
shaeholders is scheduled to be held.

2. In course of time it has been noticed
the annual accounts so late that these do n
and Stock Exchange(s) at least 14 days
gencral meeting. 1t has, thercfore, been/felt necessary to clarify that each issuer
is required to despatch these reports well in time so as to reach the Authority,

shareholders and Stock Exchange(s)/at least 14 days before the scheduled date
of thc annual gencral meelting.

at usually the issucrs despatch
reach this Authority, shareholders
fore the scheduled date of annual

3. It is desired that in futu
which scvere penal action will

strict compliance of this rule be made, failing
> taken against the defaulters.

CIRCULAR No. 1 OF 1930
SUBMISSION OF HALF YEARLY ACCOUNTS

Rule 13 of the Securities and Exchange Rules, 1971 ’provides that every
issucr shall, within two months of the close of the first half ¢f its year of account,
preparc and transmit to the stock exchange or exchanges/on which ils securities
are listed, to its security holders and to the Authority rofit and Loss Account

for, and a Balance Sheet as at the end of that hgif year, whether audited or
otherwise.

2. It has been observed that while most/of the companics trans.nit their
half yearly accounts in tlime in some cases ngfther the accounts nor the requests
for extension are received within time. e purpose of timcly disclosure of
linancial affairs of the companies to the ghareholders as well as to the govern-
ment and the stock exchanges is lost, if Ahe disclosurc is not made timely.

3. Time being the essence of thj6 requircment, grant of cxtension is not a
casual or routine matter. Attention /Of all concerned is inviled o para 3 of the
Authority’s Circular No. 5 of 1973{dated 19th December, 1973 wherein it was
laid down that the time for filing pf the returns having been extended from one
to two months, application for exfension shall not be entertained.

O(V"\iwd- Q.v\\ NE—‘%"{( '(_cw\-b" 1\1,0 < QO RIS (] (U /J,JA
Ao d 1nf 1 lfS™
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‘4.' The Authority e;&pects that in future strict compliance of this rule shall
bc made. ' T

CIRCULAR No. 4 OF 1983

INCORPORATION OF PATERN OF SHAREHOLDING AND THE ST ATE-
MENT OF CHANGES IN THE FINANCIAL POSITION|STATEMENT
OF SOURCES AND APPLICATION. OF FUNDS IN THE ANNUAL
REPORTS OF THE LISTED INSURANCE COMPANIES,

Section 11 (1) of the Securities and Exchange Ordinance, 1969 read with
Rule 12 (1) of the Securitics and Exchange Rues, 1971, lays down that an
issucr of a listed security shall furnish to the Stock Exchange(s), security holders
and to the Federal Government an annual report which.shall include a balance
sheet, profit and loss account, changes of financial, Position. statement or sources
and application of funds statcment and a, pattern: of shareholding statement.
Rule 12 (2-A) lays down that the pattern of shareholding: statement included in
the annual report shall be iy Form-A™. Rule 12 (2) lays down that an issuer
shall prepar: a balance sheet and a profit and loss account in accordance with
the requirements laid down in the Second Schedule to the Rules except in the
case of an issucr which is required to prepare a balance sheet and profit and Joss
account in a form prescribed by, iiter alia, the Insurance- Act, 1938.

From the latest annual reports published by'the Insurance Companies, it
has been noted that most of the companies have- not incorporated statement of
patiem of sharcholding and 1ie Statement of changes in financia] position or
Sourcss and application  of fund Statement.  This they may have done on the
assumption that the aforc-mentioned- requirements are not: applicable to them.
In this connection it is clarificd that the pattern of shareholding statement and

the statement of sources and application of fund or the changes in financia]
position statement form bart of ‘he Annual Report.  Insurance Companies are
excnipt only from the requirame. of the Second Schedule relating to the pre-

paration of balance sheet and tE  :rofit and Joss account. 'They are not exempt
from the other two Statements.

In view of the above all the listed Insurance. Companies are directed to
include the statements of pattern of shareholding and of -changes. in. the financial
pusition|sources and application of funds in their annual report in- future in
accordance with the alore-mentioned provisions of law.

BEST SV i Loy
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CIRCULARS RELATING TO DISCLOSURE REQUIREMENTS UNDER
THE 2ND SCHEDULE

CIRCULAR NO. 1 1972

CLARIFICATION OF THE TERM * WORKING RESULTS " AS USED IN
PARAGRAPH 7 OF PART 11l OF THE SECURITIES AND
EXCHANGE RULES—197]

Rule 12 of the Seccurities and Lxchange Rules, 1971 requires that cvery
listed company shall preparc the annual balance sheet and profit and loss account
in accordance with the requirements laid down in the Second Schedule. Para-
graph 7 of Part III of the said Schedule specifies that the profit and loss account
of the company is to be drawn up as to disclose separately the manufactur-
ing, trading and operational results. In the case of an undertaking having more

than onc line of business the working results of cach line of business are to be
shown separately.

2. Enquiries have been received requesting the Authority to clarify the
meaning of the expression * working results " used in paragraph 7 of Part III
of the Second Schedule. Paragraph 7 reads as below:

3. The profit and loss account shall be so drawn up as to disclose
separately the manufacturing. trading and operating results.  Tn the case of
manufacturing concern, the cost of goods manufactured shall also be shown.
Where an undertaking has morc than onc line of business the working recults of
such line of business should be separately given provided the turnover of such
line of business exceeds twenty per cent of the total turnover of the company.
Value of items exported during the financial year shall also be shown provided
such value exceeds twenty per cent of the total turnover of the company.

Yy.3 The expression “working results ™ has not been defined in the Sccuri-
ties and Exchange Rules, 1971. The correct purport of this expression has,
therefore, to be sought from the context in which it has been uscd, According
to paragraph 7 a profit and loss account is required to be drawn up by every
undertaking which should disclose separately the manufacturing, trading and
operational results. Tn the case of a manufacturing concern the cost of goods
manufacturcd should also be shown. Where, however, an undertaking
has morc than one line of business the working results of each
such line of business should be separately given. Clearly, thercfore,
the expression “working results” has been used synonymous with the
expression *‘ manufacturing, trading and cperational results . apoearing in the
first part of the paragraph. In the case of an undertaking baving more than
one line of business. separate manufacturipg. trading and profit and loss account
in respect of each line of business will have to he incorporated (provided the
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turnover of such a line of business exceeds 20 per cent of the total turmover)
in the accounts required to be prepared and transmitted under rule 12. Such
a regquirement would also be in conformity with the philosopy of full disclosure
which is the biis of the said rule.

CIRCULAR NO. 1 OF 1981

MAKING OF PRIOR YEAR ADJUSTMENT WHILE CALCULATING
WORKERS PROFIT PARTICIPATION FUND
Attention is invited to section 3 (1) of the Company's Profit (Workers
Participation) Act, 1969 which read as under :(—
“Pay to the fund annually at the cl.se of its accounting year a sum
cquivalent to two and a half per cent [subsequently enhanced to
S per cent by para 3 (1) of the Labour Laws Amendment Ordinance,
19751 of its profit during such year’s ”,

Para 4 of the Labour Laws (Amendment) Ordinance, 1975 amends the above
noted section in the following manner :—

(a) for the word ‘ pay ’ the words and commas * subject to adjustments, if
any. pay " shall be substituted ; and

(b) for the full-stop at the end a colon shall be stubstituted and there-
after the following * proviso ™ shall be added, namely :—

“ provided that, where the accounts have been audited by an

auditor appointed undcer section 23-B of the Industrial Relations

Ordinance, 1969 (XXIIT of 1969), the profits shall be assessed on
the basis of such audit. ™.

The matter has been considered and in has been decided that making of
adjustment, if any. are not conditional wpon determination of the profit by an
auditor appointed under section 23-B of Industrial Relations Ordinance, 1969
and that it is nccessary to take into account the prior year adjustment in the
profit and loss account while calculating the Workers Profit Participation
Fund thercby giving nccessary debit or credit to the fund as the casc may be.

All the companics are hereby directed to act in the manner prescribed
above while calculating the Workers Participation Fund.
CIRCULAR NO. 3 OF 1983

DISCLOSURE REQUIREMENTS UNDER SECOND SCHEDULE TO THE
SECURITIES AND EXCHANGE RESULTS, 1971

The following guidelines are circulated for strict observance :—
I. General

Policy for accounting for deferred taxation be disclosed.

BE AT e AREE 00
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11. Profit and Loss Account

() Provision for liability deferred due to timing differences in resprct
of income for the year be separately disclosed.

(b) The amount of provision in (a) above may exclude the tax eflects
of certain timing 4iffercnces when :

— there is reasonablc evidence that these timing differences will
not reverse for some considerable period (at least three years
ahead) ; and

—— there should also be no indication that after three years these
timing differences are likely to reverse.

(c) Where provision for deferred taxation is written back in a financial
year out of the provision for deferred taxation made in the previous
years, the amount so written back be shown as a deduction from the
aross charge for taxation in respect of the profits for the year.

111. Balance Sheet
(a) Deferred liability for taxatior be discloscd separately as a deferred
liability.
(b) Where the deferred liability for taxation has not been fully provided
for, the following shall be disclosed :

— the extent to which the liability for deferred taxation has
not been provided for as of the balance sheet date showing
separately thc portion thereof relating to the financial year
cnded on that date: and

— the reasons for not making the full provision for deferred
liability for taxation.

(c) Tt appears that for compliance with the requirement in ITT (b)
above, the total amount of deferred tax liability not provided for
[inclusive of the tax effect of the timing differences for which no
provision has been made referred to in I1I (b) above] as of the
balance sheet date and the portion thereof relating to the financial
year should be disclosed.

1V. Capital Reserves

Capital reserves can broadly be categorised as:

— Statutory rescrves i.e. those reserves which by virtue of
statutory provisions are not free for distribution by way of
dividend. '

- .t .
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—  Specilic purposc rescrves i.e. those reserves which by virtue ol
the decision of the directors are not regarded for the time
being, free for distribution as dividend.

The retention of the sccond category of reserves as ‘ Capital reserves’ is
entirely dependent on the directors * decision and the directors can
resolve, whercver they wish, 1o transfer whole or part of such reserves
to the Profit and loss  appropriation account or to revenue
reserves.  So long as the directors do not resolve so, it would
be appropriate to classify both the *Specific purposes reserves'
and the *Statutory reseves’ as Capital reserves.

It is also rccommended that when the purpose for which a ‘ Specific
purpose rescrve ' has been created by the directors is not self-
cxplantory by the discription thereof i.e. Reserve for contin-

gencics the purpose for such reserve be briefly disclosed in the
notes 10 the accounts.

CIRCULAR No. 6 OF 1983

ANNUAL ACCOUNTS—INFORMATIQN REGARDING PLANT
CAPACITY, ACTUAL PRODUCTION ETC.

Refercnce is invited to sub-paragraph (vii) of paragraph 2 of Part I of the
Sccond Schedule to the Securities and Exchange Rules, 1971, which lays down
that, wherc dcterminable, the capacity ot an industrial unit, actual production
and the reasons for shortfall, if any, shall normally be furnished by way of a note
to the Annual Statcment of Accounts of a company, except in a case wherc
exemption is granted by this Authority in the public interest. This is # manda-
tory provision and failure to comply with the requirements of this provision
is liable to penal action under the Securities and Exchange Ordinance.

2. In casc the capacity of an industrial unit is not determinable, and
consequently the required information cannot be disclosed, this fact has to be
clearly indicated in the notes and explanation given as to why the necessary
compliance could not be made. In the absence of any such clarification
staling the rcasons for non-disclosure of the required information, it would be
only natural for the Authority to presume, on part of the concerned company,
a wilful default of the aforcsaid sub-para (vii), which would render it liable to
penal action under the Ordinance. This presumption would be justified in
view of the fact that it has in some cases been noted that, even wherc the capa-
city of an industrial unit is determinable, the required information has

not
been disclosed in the statement of accounts.



3. AIl concerned are, thercfore, advised that, wherc the capacity of an
. industrial unit is determinable, relevant information under the aforesuid sub-
para (vii) should invariably be incorporated in the notes to the Annual State-
ments of Accounts, where however, the information  cannot  be  furnished
beciwse of the capacity of an industrial unit not being determinable, this fact
should be clearly indicated in the notes stating the reasons for non-compliance
with the requirements of the aforesaid provision.

CIRCULAR No. 1 OF 1984

CALCULATION OF PAYMENTS TO THE WORKERS (PROFIT) PARTI-
CIFATICN FUND—SHOULD PAYMENTS TO WORKERS WELFARE
FUND BE DEDUCTED WHILE COMPUTING "PROFITS .

Atiention is invited Lo this Authority’s Circular Nec. 2 of 1981 dcaling with
the above matter.

2. The matter has beon re-examined by the Federal Government. It is to
be noted that the Companies Profit (Worker's Participation) Act, 1968 defines
“profits T oas such of the * net profits " as are defined in scction 87-C, of the
Companies Acl. 1913. This latter section allows deduction of all the usual
working  charges,  interest on loans  and advances, repairs and oulgoings,
depreciations. bountics or subsidies reoejved from any Government or from a
public budy. cte., for calculation of * net profits . Payments  made to e
Workers Weltiare Fund (constituted under the Worker's Welfare Fund Ordinance,
1971) e not usual working charges ;  nor are they interest, or any other
deductible item referred to in section 87-C of the Companics Acl, 1913, Hence
payments (¢ the Workers Welfare Fund are not 2 deductible item for computing

“net profus " under the Companics Act, 1913, and “ prolits ” under the Com-
panies Profit Worker's Participation) Act, 1968.

3. The Worker’s Welfare Fund Ordinance, 1971 allows payments made to
-the Warkers Welfare Fund to be treated as an expenditurc for purposes of income-
tax-asscssment (sub-scction 7 of section 4 of the said Ordinance) alone, and not
for any other purpose,

4. All companics are advised to keep the above clarifications in mind before
calculating the payment to the Workers (Profit) Participation Fund.

5. With the issuance of this Circular this Authority's carlier Circular No. 2
ol 1981 stands with-drawn,

RIS SATA AP - coov ' 5 o



CIRCULARS RELATING TO SHARES REGISTERED IN THE NAMES OF
SHAREHOLDERS BELONGING TO BANGLADESH

CIRCULAR No. 2 OF 1972

CHANGE OF ADDRESS OF SHAREHOLDERS. REGISTRATION OF
TRANSFER ETC.

I am dirccted to say that scveral references have been received in this
Authority seeking advice as to how to deal with requests received by companies
for change of addresses of their shareholders from East Pakistan to West Pakis-
tan and for registration of transfer of shares. In the context of the emergency
and occupation of East Prkistan it has now been decided that the foliowing
procedure should be adoptad by all listed companics in the matter of ellecting
change of address of stock holders, exchange of certificates  against  allotment

cte., verification of signaturce of transferors, registration of transfers. and trading
in Stock Txchange :—

A. Change of addresses—Requests for change of addresses from East
Pakistan to West Pakistan should be acceded to on fulfilment of the
tollowing conditions :—

i) stock holders (excepting purdah-obscrving ladies) now resident
at the place of the registered office of the company should come
peesonally and sign such requests in the presence of authorised
ofticers of the company.

(h)  stock holders now resident outside such place as well as purdah-
observing ladies resident in such place who may not wish to
come in person should produce a certificate from their bankers,
or a first class Magistrate, to the eflect that they have migrated
from East Pakistan and arc now settled in West Pakistan.  The
certificate should also show the present address.

B. [Lxchange of certificates against allotment letters/renunciation
receipts/transfer receipts.—The delivery of the certificates against

allotment letters|renunciation receipts|transfer  receipts  should  be
cllected, if,—

{a) the address of the stock holder has already been changed

accordingly as at ‘A" above from East Pakistan to West
Pakistan ; or '

(b) the stock holder comes in person and signs in presence of
authorised officers of the company ;

T
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G "(c) ’lhcws.tock holder who is' now resident outside, the place of .the
registercd office of the company, as well as'a. purdah-obscrving
lady who is now in that Place but does not wis to come in
person, produces a certificate as required for change of address
mentioned above,

C.  Verification vl signatures on transfer deeds.—The sale procedure
as applies to exchange of Certificates  should be followed in the
matter of verification of signaturcs on transfer deeds,

D. Transfers.—Requests for transfer shares etc, registered in the name
of a person resident in East Pakistan to the name of another person
should not be acceded to, unless,—

(2) the address of the transferor has alrcady been changed from
East Pakistan to West Pakistan, or

(b) the transferor has carlier confirmed his|her presence in West
Pakistan by coming to the company in person and signing in
presence of authorised oflicers, or

(€} the transferor has produced the certificate of hisfher residence
in West Pakistan as required for change of address inentioned
ibove, or

(d) the shares cte, were purchased prior 1o the closure of Stuch
Exchange on the 4th December, 1971 and the relative purchase

memo duly attested by Karachi|Lahore Stock Exchange is nro-
duced, or

(¢) the shares etc. were purchascd in East Pakistay prior to the
4th December, 197 ang the purchaser produces purchasc memo
issued by a registered broker of (ke Dacca Stock Exchange or
exceules an indemnity bond, or

() the shares erc, were purchased in a private deal, and the pur-
chaser furnishes an indemnity bond.

2. All listed compunics which have any shares on the members' register
# on the date of this letger bearing East Pakistan; addresses should transmit
list of such shares together with their Tespective distinctive members to the
Secretary, Karachi Stock Exchange and Lahore Stock Exchange. The list shah
be transmitted within » forthnight of the aforesaid date.  The stock exchanges
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arc being advised, when they reopen, to suspend trading in the shares included
in such lists.” As and when o change|transfer is cffected by the company, the
same shall be notified to the stock cxchanges and the stock cxchanges will strike
out the relevant shares from the list.  Thereafter the shares so struck out will
hecome transactable in the normal manner subject to the next succeeding para-
eraph.

3. Whenever o Transfer Deed pertaining to any shares in respect of which
a change of address or transfer referred 10 above is presented for verification
of sigrature to the company an endorsement 1o the cffect that & change has
been eflected in the company’s record in accordance with these instructions shall
be made on the transfer deed under the hand of a director of the company.

CIRCULAR No. 5 OF 1972
CHANGIL: OF ADDRESSES AND REGISTRATION OF TRANSFERS

Detailed  instructions  were issued in this Authority's  Circular No. 2 uf
1972, dited the 15th May, 1972 reparding cffecting of change of addresses of
sharcholders from East to West  Pakistan  and the registration of transfers
thercol. Since the issue of Circular No 2 many points have been raised by
various institutions in relation 1o the aforesaid instructions.  The points have
been considesed in this Authority and the following further instructions  are
being isued.

2. A question has been raised whether addresses  changed  or  transfers
registered after 3rd December, 1971 and before the issue of Circular No. 2 of
1972 should be concelled.  We are of the view that each case will have to he
dealt with on its merit and that general instructions in this behalf cannot be
issued.  Transfers andjor changes of addresses validly done before the date of
. issue of the aforesaid Circular shall stand. 1In all other cases the precedure
faid down in the aforesaid Circular should be followed.

o0t has been brought to our notice that certain linancial — institutions 7
binks hold shares of companics —

(i) cither in their own name, or
(i) in the mame of one of their branches, or

i) in their name for the account of o client.

A large number of enquiries have heen reeeived as to the procedure thiy has to
be followed in such cases.
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4. So far as the cases of companies holding shares in their own names arc
concerned, change of address may be made if o change in the registered office
of the company has been permitted by the Controller f Capital Issues under
the Companics (Shifting of Registcred OfMices) Ordinance, 1972,

5. In respect of cases of (he typc mentioned in para 3 (ii) the question
raised is whether addresses may be changed in thesc cases at the request of the
head office of the financial institution|bank. The matter has been carefully
considered and we arc of the view that since fhe institution|bank is the same
legal entity, it is not material whether the shares were registered against ity
branch oftice or head officc. There should thus be no difficulty in acceding to
the request made by the head oflice in such cases.

6. Where the shares are held by the institution|bank for the account of
a clicnt the question that has been commonly asked by many companies is
whether they should accept the request of the financial institution|bank  for
cllecting the change of address.  This question is being examined in this office
and instructions thercon wili issuc in duce course.

CIRCULAR Non. 3 OF 1973

CHANGE OF ADDRESS OF SHAREHOLDERS, REGISTRATION OF
TRANSFER ETC.

In this Authority's Circular No. 5 of 1972, dated 20th July, 1972 certain
guidelines were issued regulating the change of addresses of sharcholders from
East Pakistan to West Pakistan and the registration of transfer in such cases.
However, the procedure for effecting the change of address in respect of shares
held by an institution[bank on account of g client (who is for the time - being
not residing jn West  Pakistan) was not perscribed in that circular. The legal

pusition has been cxamined in this  Authority and the following instructions
are issued for the guidance of all.

2. Issuing of duplicate share certificates in favour of persons residing'in:;
Fast Pakistan, who will be considered as ‘enemy” in view of the definition of ...

. et
the term as given in rule 164 of the Defence of Pakistan Rules, would be i"iﬁ}
-

¥

contravention of rule 165 of the said Rules which prohibits commercial and
linancial dealings with cnemy.  The issuing of the certificates will surely cnsum
for the benefit of enemy which is not permissible in view of the above pfoviql;;n
of the Defence of Pakistan Rujes. Moreover, the banks and institutions who{
had advanced loans against these shares are not entitled to"c':lai'm',"iééug‘ﬁ’é;"
duplicate share certificates in the name of the shareholdres, who pledged's
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shares with them, as the right to have a duplicate of a share certificate lost or
defaced is available only to the person in whosc name the said certificate is
issued.

3. The leagal position stated in the preceding paragraph would apply with
equal force to all cases for efecting change of addresses. registration of transfer
and consolidation of portfolios.

CIRCULAR No. 1 OF 1975

REGISTRATION OF TRANSFER OF SHARES BY PERSONS OF LAST
PAKISTAN/BANGLADESH NDOMICILE IN FAVOUR OF PERSONS
DOMICILED IN PAKISTAN.

The Federal Government enacted a law named as the Abandoned Pro-
perties (Taking-over of Management) Act, 1975 (Act XX of 1975) to take
over and manage the property left over in Pakistan by persons domiciled in
East Pakistan/Bangladesh.  The law takes effect from the 16th day of Decem-
ber, 1971, The cnactment provides that all property including shares of indus-
trial units and firms, investments, deposits, policies of insurance and all other
interests and rights in or 1o or arising out of any such property lcft over by
persons domiciled in East Pakistan/Bangladesh shall vest in the Federal Govern-
ment s from H6th December, (971,

2. Inthe past there was no specific legislation on the subject and cases

for registiation of transfer of securities were consideredidecided upon by the
Issuers corpinies according to the cxisting provisions of law governing the
purchase and sale of seeurities. With the coming into force of the Abandon-
cd Propertics (Taking over and Management) Act, 1975, in supersession of the
carlier relevant Jaws, all sccuritics remaining registered as on 16th December.
1971 in the names of persons domiciled in East Pakistan/Bangladesh vest in
the Federal Government.  Any violation|contravention of the law is punish-
able under scction 22 of the Act. It is, therefore, incumbent upon individuals
and other persons who have soughtlor who seeks registration of transfer of
securitics bought by them trom persons domiciled in East Pakistan/Bangladesh
and all companies who have since effected such registration on or after 16t
December. 1971 to seck relicf under section 14 of the Act from the Administra-
tor appointed by the Federal Government under the provisions of the Act. All
concerned are accordingly advised to take appropriatc action as required by
the Abandoned Properties (Taking Over of Management) Act. 1975,

3. This superscdes the circulars Nos. 2 and 5 of (972 issucd by this

Authority in so for as they may be in confict with the provisions of the Abandoned
Propertics (Taking Over und Management) Act, 1975.
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It has been brought to our notice that companies have not been accepting
the requests for registration of transfers of securities holders of which us on
I6th December, 1971 had their addresses in East Pakistan or which stood in the
name of a person domiciled in the former Province of East Pakistan although
the change of addressiregistration of transfer was alrcady made according to
instructions laid down in the Circular Nos. 2 and § of 1972. Such refusal has
¢reated problems in the capital market,

2. The matter has been examined and it has been decided by the Federal
Government that the securities in respect of which change of adress|registration
of transfer was already cffected accordingly as provided for in the Circular Nos. 2
and S will continueto be transactable. Companies concerned should not, there-
fore, refuse registration of transfer in favour of a buyer and all listed com-
panies are advised 1o register transfer of shares s claborated above.
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PART OF CIRCULAR No. 6 OF 1972

AMENDMENT IN RULE 13 OF THE SECURiTiES AND EXCHANGE
RULES, 1971.

The Authority hus amended rule 13 of the Securitics and Exchange Rules,
1971 vide Notification Mo. S.R. O, 1238 (1)]72, dated the 19th Dedember,
1972 published in the Ex raordinary Gazette of Pakistan dated the 21st December,
1972, This circular aims at explaining the change made by the amendment in the
lollowing paragraph for the guidance of all concerned :——

Rule 13.—Under the cxisting rule the half-yearly profit and loss account
and balance sheet are required to be transmitted to the Authority,
the stock cxchanges and shareholders within two months of the end
of the half-ycar. Instances have, however, come to notice where
the issucrs had not transmitled these accounts but have insisted that
these had been mailed. ‘The rule has, therefore, been amended so
that the accounts shall be transmitted to the Authority and the stock
exchanges under registered post. The accounts are required to be
transmited to the sharcholders under cover of postal certificate.

CIRCULAR No. 1 OF 1982

DECLARATION OF DIVIDENDS SUBJECT TO APPROVAL BY FINAN-
CIAL INSTITUTIONS.

It has been observed that some of the listed companies announce dividends
but they arc valid subject to approval of the financial institutions in terms of the
Joan agreements. In a  number of cases such  declarations have been sub-
sequently withdrawn by such companies on the grounds of refusal by financial
institutions. This tendency is neither desirable nor healthy for the promotion
of investment climate and [or infusing confidence amongst the investing public.
Moreover as a result of this situation some of the companics have created artificial

price hike of the scrips on the stock market and manipulated the market to their
own advantage.

2. You are requested 1o ensure thar in case your company has 1o obtain

clearance of financial institutions before declaration of dividend the amnounce-
ment regarding dividends should not be made til} the clearance has been obtained.
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CIRCULAR No. 1 OF 1983

APPLICATION OF FORM “F" OF THE COMPANIES ACT, 1913 TO
THE LISTED COMPANIES.

By an amendmicnt made in the Securitics and Exchange Rules, 1971 in
July, 1982, the format of the Balance Sheet prescribed therein had begn done
away with. Of late enquirics have been received whether Form “F ™ of the
Ird Schedule of the Companies Act, 1913 continues to be applicable to the
listed companies or not after the said amendment.

It is clarified that the position in this regard is that Form “F ™ and other
requirements of the Companies Act, 1913 have not altered dve to the said
amendment in the Securities and Exchange Rules. Accordingly, Form “F"
and other provisions of the Companics Act, 1913 continuc to apply in the case
of listed companies in additionzl to the requirements of the llnd Schedule of the
Sccurities and Exchange Rules, 1971 as in the past.

CIRCULAR No. 2 OF 1983
RESPONSIBILITIES OF AUDITORS

‘The undersigned is directed to draw your attention to Rule 12 of the
Sceuritics and Exchange Rules, 1971 which inter alia, provides that—

(i) the annual report required to Le furnished by an issuer of a listed
security to the stock exchapge, the security holders and the F-deral
Government under scction 11 of the Securities - and BExchange
Ordinance, 1969 shall 'include a balance sheet, profit and loss
account and statement of changes in the financial posmonlstalement
of sources and’ appllcatlon of funds etc. ’prcpared in accordancc

with the requirements of the Second Schedule to thc smd Rulcs,

- and eyt

(i) the said balance sheet and profit and loss account, etc. shaIl" bc
audited by an auditor who is a Chartered Accountant and- the repon
. of the auditor shall be in Form B anncxed to the ‘Second® Sch?du'l&

i Jhd e

These provisions, read in conjuction with the provisions of-gectibn-* 18
the Securitics and Exchange Ordinance, 1969 and section 145 of the Comp'a:nf?
Adt, 1913, inter alia, impose responsibility on the auditors in relation to! the
accounts statements and require them-to state the factual posmod in' xeg&
various matters referred to in their report after due verification’’ ‘In’par
the duties of auditors require that they should bring out any maccuracnes,
comings or disregard of the requirements in clear terms and state reasom fon-
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qualification or negative answer in this respect in their own report. Mere
reference to any note or notes appended to the accounts can hardly be consider-
ed as adequate. This applies to the contents of the balance sheet, profit and
loss account and statement of changes in financial position|statement of sources
and application of funds as also the notes which form part thereof. Needless to
add that any lapse in this regard on the part of any person, morc so on the
part of auditors who, by virtue of their profession and office, have special res-
ponsibilities in relation to company accounts come in the mischief of sections 18
and 22 of the Sccurities and Exchange Ordinance, 1969 besides seciion 145 of
the Companies  Act, 1913 and professional codes applicable to them. The
Authortty is, therefore, required to take cognisance of such lapses.

3. While bringing the abuve position to your notice, this Authority has no
doubt that the auditors shall discharge their legal and professional responsibilities
in regard to company accouats in an un-exceptionable manner and ensure that
no disregard thereof takes place that could warrant action as alluded 1o above.

CIRCULAR No. 5 OF 1983

EXTENSION IN THE PERIOD FOR HOLDING ANNUAL GENERAL
MEETINGS AND ISSUING AUDITED ACCOUNTS.

Allention is invited to rule 12 (4) of the Sccurities and Exchange Rules,
1971 under which every issuer is required to furnish, at least 'l4 days before its
annual gencral meeting, the annual rcport (including the audited balance sheet
and the profit and loss  account) to its shareholders, to the

Corporate 1.aw
Authority, and to the Stock Exchange(s).

2. It has been obscrved that, when issuers scek, from the Stock Exchanges,
or (pursuant to scction 131 cf the Companies Act) from the Registrar, Joint
Stock Companies, cxtensions of time, they usually do not endorse copies thercof
.to the Corporate Law Authority.  This results in the Autherily remaining in

the dark about the likely delay in the circulation of annual accounts and holding
of annual general mcelings.

3. It has been decided that henceforth all
time, cither fromn the Stock Exchange(s), or from t
panics, shall invariably endorse copies of their applications te the Authority.
The Stock Exchanges|Registrar, Joint Stock Companies have been advised to
entertain requests for extension only if copies thereof have been so endorsed.

issuers that seck extension of
he Registrar, Joint Stock Com-

PCPPI—S. 498 C.LA.—-12-3-84—500

PEST AVAILARLE COPY



APPENDIX B:

STATEMENT SHOWING EXISTING AND
PROPOSED PROVISIONS OF SECURITIES
AND EXCHANGE ORDINANCE, 1969

A LN I S~ AKX

(RECEIVED FROM THE CLA)
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H

EXTING IEXT,

2(aa) Do not exist.

2(xk) . Do not existe.

Slacdisgy? SiI0Tiig Z{ISPING & FROFCSED
FROVIS_oils Ur S=CURITILS i E{CHANGE

“ORDINANCE, 1969,

PROPOSED LTmil,

2(aa) "acset Mana sment Company
means a compzny wiich offzrs in-
vestment schem:=s orzahized under
c;truSulndenmuc rit.. fastier onir
rodecmable securities, each of
which represents an individual
interest in the unit of specified
securities.

2(kk) "Securities Depository" means

a company which acts as a custodian

of securities in connection with g
system for the central handling of
securities whereby all securities

dezosited within the system are tre-
ated as fungible and may be transferred,

loaned, or pledged by book-keeping on
entry without physical delivery of sec-—

urities certificates.

dpsendex—A

REMARKS,

Defination is needed in
lay to provide for framia
of rules for open-ended
fund s,

Securtities Depository cc
is proposed to be licenc
the law.



sanl

2(h)

2(h)(d)

2(m)

EXISTING TEXT

Dans not a2xist,

"jobber" means any person
engagad in the zZusiness

of etfecting tiansactioans
in securities for his 9wn
account, thivough a hroker
or olherwise, but does nut
inclwie any oserson who
trades in securities for
his awn account, either
individusilly o2r in some
fiduciary capacity, sther-
wise than as a part of
tegulat husiness;

"Officer"* for the vurpse
of Chapters III, IV and V
in relation to an issuer,
lncludes managing agents,
miniger, secretary,
accountant wr o audilar of
the issuer;

"Stock Zxchange" means any
Derson whn maintains or
nravides a matket place
or facilities for bringing
trgether buyers ind cse]ler
of securities ar for

f ; t cther-
wise perflorming with t:spect

STATEMENT SHONIMG EXISTING & PRCPOSED

PilCMISI NG OF

SECLRITIES R EXCIANGE
SIDIMANCE, 1969

_Q(;m)

2(h)

2(h)(ii)

2(m)

PROPOSED TEXT

"Authority" means Corpoarate
Liw Authority,

"Dealer or jobber" means any
person engaged in the busines:.
of effecting transactions in
securities for his own account,
through a broker or otherwise,
but does not include any persan
why trades in securities for
hhis own account, either indivi-
dually, otherwise than as a
part of a reqular business;

"Officer"* far the purposse >f
Chapters III, IV and V, in
relation to an issuer, inclulss
managing agents, directar,
chie{ executive (by whatever
name _desiqnated), manager,
secretary, accountant or auditor
of the issuer;

"Stock Exchange" means any
organization or assoaciation
of personslincornorated under
the Companies Ordinance, 1984,

who constitute who maintains
or provides a1 market place or

REMARKS

Authority is bheing defi
s2 as to substitute the
"Central Government" wii
wird "Authority" in the
Ordinance,

Dealer is being include:

the definition :1long wi
j obber,

"Director, chief execut
(hy whatever name desigq:
are beiny included ir t-
definition,

It is being nrovided th
orgunization/associatio
inCorporated under the
Ordinai ~e, 1984,



ol

EXISIING li<T

L2 securiliag tha {unc-

Li~ns comenly norf augoed
hy 1 sbock dvchiinge, o,
Lthat Lo is gonecally

understond, and Lo lides
stuchy markel nlace 1nd
f:cilities,

Does nal 2xist,

SUATZSMENT SHONING =SXISTING & PAGPOSED
RIS TOMNS F SECURITILS & EXCHAMG:

ORDINANC: ) 1969

PROPOSED TEXT

ficilities for brining
tagether buyers ind sellers
Of securities -t for ather-
wise nerfarming with respect
to cecurities functions
casonly performad by a Stock
Exchange, as that term is
generslly undertond, and
inclides such macket place
angd facilitias,

Chapter 1l-A
Caornorate Law Authority

Constitution >f Corporate
Lyw Authority :-

(L) rhe Federsl Government
shall, by notification in the
2fficial Gazette, coanstitute
a Corpzrale Law Authority,

(2) The Authority shall
consist of such number of
members not, being less than
three, 3s the Federal Govern-
ment deems fit, to he apnoin-
ted by thit Government by
notification in Lhe of ficial
Gazette,

(3) ne “f the members shsll
be an:sinted hy the Federal
Government t- he the Chairman
of the Authority,

REMAIRKS

Constituti-mn of CLA i
nrovided in the Ordin
35 to give it a statu
=Landing the nrovisio
neen adopted from Com
rdinance, 1934,



Fh

SALSTIN S Texl

STATEMENT SiJ9ING EXISTING & PROPOGED
PROVISIOM; OF  SECULRITIES &  EXCiHANGS

UIDIMNAMCE, 1969

PROPOGED TEXT

(1) No act or proceeding of the
Authority shall be invalid by
I23ason anly > the existence >f
3 vacancy in, or defect in the
constitution of, the Autharily,

Fowers and functioans nf the
Authority :-

(L} TIhe Authority shall exeiciwe
ind perform such powers and func-
tioans as are conferr:d an it by
°r under this Ordinance or any
other law,

(2) Notwithstanding anything
contained in any cther law, ind
without prejudice to the genera-
lity of the foregoingy provisians,
the Federal Government may, by
notification in the sfficial
Gizette, direct that 311 or any
2f tne powers and functions
conferred on the Federal Govern-
ment ar any officer ~f the
Federal Government under any law
shall, subject to such limit:tiors,
restrictions or cinditions, if
any, as it may from time to time
impose, be exercised or perfarmad
by the Authority,

(3) The Authority may, by order
in writing, direct that any poawer
or functiosan of the Authsrity
raferred to in sub-section (1)

or sub-section (2) shall, subject
t3 such conditinns i1nd limitatic ng
if any, as may be snpecified in the
order, be a2xercised or perf-rrmed

HEMARKS



chl

SX1SHLts TeXl

STATEMENT SilO4INS EXISTIMS & PROPOSED

PROVISIONS

OF GSECUAITIES & EXCHAMNGE
CRDINANCE, 1969

PROPOGED TEXT

by the Chairman of the Authority
’r oy such other member ar
officer of the Aulhiority as may
be so spuocified,

(4)

The Authority, and the membor

or officer referred in sub-section
(3) may, for the purpises of a
proceeding or enquiry, require any
one ——o

(3)

%a) to produce wefore, and
2 allow te be examined and

kept ey, an officer of the
Authority specified in thig
hehalf, any hooks, accounts
2r other dacuments in the
custody ar und2r the contral
2f the nerson so reqnuired,
b2ing documents relating to
any matter the examination
of which may he considered
necessary by the Authoarity
2r such memker or officer;
3nd

(k) to furnish to an officer
of the Authority specified in
this behalf such infoarmatioan
2nd documents in his prosse-
ssioan relating to any matter
ds m3y be necessary for the
purpoases of the proceeding or
enquiry,

The procedure of the Authority

shall ke such may be prescribed.

(6)

The Federal Government may

appoint such officers as it thinks

RIE ARV

KS
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A 1Y UVAY 1S dF

AR

4(L)

A(2)(3) Does nt

STATEMENT SHOWINS EXISTLING & PROPOSED

PaQVISIONS OF

SECIRITIES &  EXCHANGE

OADINANCE, 1969

SXISTIN S T4l

Moostack 2valaanan Lo sonocate

without cogistration-, - o

steck Exchinge, ..

® * v o a s L B ]
Ordinanas,
Bansg nal axist, 2{(2)
Anv steck Exchiyngs whiet 1)

fullil Sueh coniditions a1
complics with suco re uir:-
ments -5 may he orescribed
t> ensure f.ir dealings »nd
Lo protect invests.s shiall
be eligil-1> [ ar rogistraliog
mrler this Oidinance.

axisl,

PROPOSED TEXT
necessary to assist the Aulharity
in the performince >f its duti=as
nd funetions under this Ordinince
and miy make regulations wil,
I2spect Lo their duties,

(7) All ofticers .nd persns
emnlayeed in the execution of this
Crdinince shall observe and fallow
the »rder, instructions and
directions of the Authority,

47 3tack Exchinge t) operats with-
Jut rejistration-,-(1) No 3tack
Exchange ............. Ordinance,

e aumber ot stock exchanges Lo
he established at 2 ¢cit and Lhe
suitubility of 5 city shall he
decided by the Authoarity.,

Any stock éxchange which fulfi)
sguch conditions 21 comnlies with
3uUca reguirements as may be
prascribed tos 2nsure its sustiin-
able ecoandmic viability, shall 5e
el1)ible Tor tegistratiosn und :r
this Jdrdinance.

Such non-refundable NTICcess ing

lee 35 may he prescrihed by the
Authority from tine to time,

REMALKS

Present se-tion beir
sub-secti~n 315 a nev
section is h=2ing inc

Znabling nowacs for
lishment of A stack
f a city heing nra
the Autharity,

N r WoT g LU P
ﬂﬁd Egepfﬁtggt g%bgs
the words "its susts
2cHnomic viability®
22ing sukstituted t:
the viabibtlity of
exchange,

A 1ot sf documents i
ne examined in Lhe
of registritian, As

Authority to be pow
prescribe a fea,
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WV HVAY 1839

LR :}

Al

Fal

5(2)

SALSILLN Hizy

[he Contiag Gavernment i
it is soti. fied, aftar s
furthior iof ctoabin o, it
may considaer necess vy, -
(i) Lo L tha SL.ck
Is 2tijioles Lar Logisc
Leatl v and

(i) Uil it woeld o in Lae

tolercnt 0 Lh2 U1 e
g rlso in Lhe ounlic
intervst Ly yeyister
Lthe Slack.uxeninge;

M3y “vanl 4 curtilic stz of
regislratinn to the 3tk
Exchange.

NI IINE

SEATEMENT STeING IXISTIMS & PRODED

ST GEOMs Oy

(")

SECURITIES R
MDINARCE) 1969

EXTINMGEE

PROPOCSED TEXT

fhe Autharity shall on rescaipt
°f an application under sub-
section (1), aublish astico f
the yoplication ind oFfnrd
sthar intarestad sersans an
st tunily bt submit within
JU aays: :

(1) data, views ind comments
m the csnceraed aeslica-
tion; ind/or;

(i) ‘resh nplication for
registration,

Within ninety days of thae date
2f osublication of such natice
(or within such bnger -eriod
with the coancurrence of the
acolicant(s)/, the Authority
after considering 411 eliqgibhle
3 licsticns 3nd if it is
satisfied after such enquiry

and :fter obtiining such further

information 3s it may consider
necessary ;-

(1) that the 3tock Exchange is
*ligivle for registratioan:

nd;

i) Lhat it would 22 in the
tabar -t

inz2y

A Lrade nd
in ths Hublic interest Lo
ragistar the Stock CXCiting.;

ils o

gtont oy Cortificate of Regise
Lritioun L.

moist

Lhe Slock Exchangesti

suvitatle oo licane,

!ix.:l'\’-Li{'K:!

Zxisbing nrovisiong keo
submissinn ~f apnlicati
3L any time which creal
Dlems in making “ecigi-
change is being made te
such situation'in futw
provide ~:qual oaparlLuni
111 interasted parties,



3(2)

i
&

9(2)

LAND AIEYIVAY

E' 9(3)

Mo 3 »licsiti~n for registea-
tion shall b2 fussd except
after giving the palicant

0 zpoartunity of heing heord,

.

No Busines. shall be transuc
ted 2on a Stuck dxchangz in

g security, ~th:r than .
wovernment security or a
bunus_entitlement voucher,
which is nat iisted 2n such
Stock txchange,

Upon r1eczist »f an apolica-
tion under sub-sTTtion (L),
the Stock Exchange may, if
it is satisfied after mak-
ing inyuiry »5 it may consi-
der necessary that the
3oplicint fullils *he condi-
tions orescrihed in this
behalf, Jist the security
for dealings an the Stk
Exchainge,

‘here 1 Stuck Exchirnge
Lo list 2@ sacurity, the
Centrasl G varnmont may, @ilher

12 fusas

an netilion By Ene anplicilion

JEATEMENT SUMWING CXISTING & PROPOSED

TWNTISLONS OF SECURITICS &

ZXCHAMN L

HDIMANCE, 1969

%(3) Mo applicatien for registratian

6(2)

3(2)

A3)

made within Lhe _rzscri=szd Lim-

oL 3 Lt
the 5L ck
s2cur i by,

2un omubioon,
Lveh onge Lo

ditect
list tha

(which fulfils the reguirzments
ind tulzs [ramed thereunder)
shall b2 relused except 3fter
aroviding the spnlicant an
Hartunily of being heard,

No business shall be transacted

2N a3 Stock txchange in a security,
wther than z Government security
which iz nct listed on such Stack
Exchange,

Unn receipt of the application
under sub-sectisf™{l), the

Stack cxchange may, i it is
satisfied after making inquiry

35 1t may consider necessary that
the aoplicant fulfils the condi-
tions nrescribed in this behalf,
list the security for dealings m
the 3tack Exchange,

“Wher= 1 Gtock Exchinge refuses

to list a security, the Authority
may, 2ither on netitiun by 3n
anslicition made witin in' the
nrescribed time or sn its own
moti_n, direct the Stock Exchange
ta lisl the seourity,

Proyvisioan is being =2labor

Rcdgndant instrument bonu
entitlement voucher are b
deleted,

The word "the" ypoearing
the words "petition by",
substituted by the word *
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'—o
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-gecurity, is

STATCMEND SHOWING EXISTING & PROPOSED

JAWNISIONS  OF SeCURITIES

& EXCHAMNSE

RDIMANCE, 1969

An sircder umiler sub-secii in I( &)
(7) shall remain ia feoLrce.:

far 4 oerid »f sixty

days which Lhe Jont: vy

Covernment =r, 35TTAB casc

oy hE, Lhez stack dxchange

may extend for furthoer

veri d nnt oxceeding sixty

days :t any Llime,

Where the Cantral Governmant, 14U,

having rogard To the nmature
2f, and the d2alings, in, any
Af the 2pinion
M2C2S3 10y DL XD e—
dient in the public inlerest
so to.dn, il may, after con-.
sulting 3 3lock Exchinge nd
giving the iszuer of such
security, n 2ppoartunity of
being heard, dir:ct the JStack
Exchange L> Jist the s2cUTIEy

that it is

An scder under sub-section

(7) siall remain in force for
3 v2riad of o sixty eys which
the Authority or, as tne case
may he, the Stock ixchange may
extend for fucrther perioads not
exce .ding sixty diys 3t 3ny
time, T

Where the Authority, having
regicd to Th2 nature of, and
the dealings in, any security,
is »f the opinian that it is
n2cessary or 2xnadient in the
~ublic interest so to do, it
may, after consulting the
Stock Exchange concerned and
givinyg the issuer of such
securily, an oppartunity »f
being heard, direct the comany
Lo jet ils security 1listed
an STOCK =Xchang? T

ihe word "upta" is hein
inserted after the word
"period of", o 35 to
provide for enforcement
the neder for less than
sixth days as well,

Substitution of the wor:
in nlice of "a" gfter w
consulting" and inserti-
the word "concerned" afl
word "Stock Exchange" i
3, s2 35 to make provisij
more clear, Moreoaver, si
tution of the words "cor
to got its security lis!
the stack Exchanme™ is t
made to place the oblig
of listing on the coanpal
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17,

LYy

CUNEL O NT O CHOWING FXTISTING & PLOPO!
PLOYISICHS OF SECURITIFS @ LXCHANGE
ORDINANCE, 1969

F"ISTING TFAT

Subnicsion of retirns

Omittecd a: repealcd 1y Con-nnies
Ordinance, 1¢p4,

11,

I'LOPOSFD TIXT NINALLRS

Re~istratjon of Registiar -nd

Fal

loter Ftc,

()

(2)0

(3.

(&)

(%)

No per:on shall act as recistrar
or ln'loter, by whetcrver name Jde cn
culled, to sn irsve of a eccurity ?g;e $0 35 ta
ticted or in the process of b..lr.glstrars
lisling vnlesc sich wercon is balloters unds
resistered under this Crdinrnce, Srdinance,

Provision ar-

A person to be fligible for
registration as resistirar or
talloter under the Ordin wece shal]
apply to the Autherity for repistra-
tion on prescribed lorm and pay

cuch fee as may be preccribed,

The Authority, if il ir soljir (icd,
after guch enquiry cnd sfter
oblainine such furtner information
as il may concider nece-sary, may
srant a certificete of registrution
to act as registrar or 'alloter,

No applicslicn for re~ist.atiin rhall
e refused except aftrr viving the
appli-ant &n o port: vity of t:eing
heard ,

vhere Uie Authority is ol the

opinion that a revistror or twlloter
hae contravened any movicion, or has
othervise nepglected oy F2iJed o



[

12,

Submiscion of ctitenmrnts of
beneficinl ownrre of lisled
cquity recurities,

Omitird e
Comparie s

repenled Ly
Crdiinnce, 10ph,

12

caomply vilth gny req irewents
of 'he Ordinsnce, or of any

r 1l s,recula L10“u or dircection
mace or iven therauncer, lhe
Authority way sucpend Lo
re=icsliralicn for » ceivicd
period or eancel the re tis Ly -

Liory ol mi.ch rerigtiar  ar
ba?'later. ' ’

Provided that the re-irti:
chall not be cancellec ¢

calion
reent

«f"c1 "ivinsg the resistrar Ar the
tallotler «n cpoortunmily of Leing
heard ,

(€) Yhe reiristration shall he renctrd

cVery yeor on pavrmient of

prescribed fee,

'egistration of Underwriteres,

(1

Mo person rhall =~*' ¢ Upder-1iter
to o securily to be 'irigr¢ o oz
~lock exclin: g0 unler:

is renistered undev Ihis Croirsnce

(2) A person to be eligiole for

reqgistration as undsrwriter
under the OrdlngnCF rha 1

apply to the Authsrit 2r
registratian an prmscrlbcd

form and pay suca fe2 as ma

be orwqcr?hyd. Y
The fulbority, if jtL ir raiicficd
after cuch eng ity ¢d o fter

ot-laining cuch further intor:.ntian
¢ 1t mAay concider nccesrary, pay

‘t.ch 3 nmerson

grant a certificale of repisirati-n

to :v1 as an underwriter,

Firavision

matie cx gf

ave

lo

unteririters

Crdin:

nce,

1



S

(“).

(6.

(11) -

lo apilication for resist atjog
Fholl be vefused ercent Lfler
siving ths apnlicant on TATSIRNE ) S
unily of teing heard,

Vihere Lhe Aulhiority ic o@ ihe
enivrion thel an undervailer har
conliavencd any provisicn:, or
hoes othervise negltcted or frjled
Lo comply with eny revirvemepnts

of the O°din. nce, or of uny rules,
regulations or direction pade or
riven thereunder, 1he Molher gty
ey respend the resictrction o1 a
fepeciijed period or caincel he
regictiation of cich unteivriter,

Provided thet the rerictistion

fhall nt Le czncelled rscent olter
dAving the unCervriter an op:ros b nity
of hcing heard,

The re-ist ation shall Lr reiw wed
every yeor on vavument o f nic:rce:ilrd
fee ,



13.

TYIOEIG mp oy

Prohitition ol shorti selling

¥

gGmitted =z¢ 1epcaled by the
Companirs Ordin-nce, 1084,

et e nT

THOMTHG S 2TETIG & P erest D
TOMICTONT OF SFCUHRTPTES & TYCH SDGH

OiDINANCE, 1660,

13.

- ————— - ——— ———

Pive 1N KT

Prohiit iti:n of making ficlitious
:nd W ltiple appricalions in new

irc

.'l,xC_L_‘-_..

(1)

().

Mo person o1 any othrr rerson

»n his rehslf, rhall nalic a
fictitiovs spnlic:li-n or ruebmit
nore than one apnlic Li - Ty
fharer of connanice viich e
oifered to the public,

In case of violation ol sut-
scctinn(1), Lhe apnlic:li n

money chall be liable Lo conlircation
by the Auithority,

Yrovided that no aprlication roney
*hall he cornfiscated ¢ cent :fter
niving lthe applicant an on-orlupity
of Veing heard,

DMIARKS

Leatling nros
%1€ 'cinr mat
pennlife per:
maling na 1t iy
ficljitlious ar
n ncy issyes


http:tL'itimO.IF
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¢Sl

1°r e

1o tione or cirections mate or

“iven thareunder, the Aulhority eay
‘usnend the reistration for a
rpecjlied period or cancel the
pecistration of the Securitlics

l cpos=itory,

Provided that 1he 1eaistration shall
vot be rurpended or cance Jed roxcept
ffer giving the Sccvrjbies Tenoritary
zn opportonity of Leing heard,

6, The

tersiclioljon ~hall b penr yedi cuery

year on paymont of preseriled e

otle ¢

"“reeritics Vepository" moans a
company which act ar o curtedinn

of ¢rcuritirs in connectirn vith

a Fyrtem Tor lhr cermtrnl hondling
of sccuritirs whereby .33 recuritiee
Ceporited vithin the rystrn zre
lreated os fungible ond ney e
transierred, loanrd, or nledped by
book-keécping entry withoul physicnl
delivery of securitier certificutre,



}

25

(15) .-

CTREIITU SMONIRG TISTING e PROT™OCED
LT el CF SINPETTTES 0 FYOH T

————— .

ENTEPING TENT

15, Resvlation of Proxics 15,

Omiltted &r vepriled tu
Corypipies Croipiner , 1Cph,

Seclion

NN

!

The Feociol Unverneent may, on jLs

ovwn motinn or en reprecentatj: g of nnt
lers Lhap e L1000 in punker of the
nembers of the Stock I ange or,

in the care ol Lhe wenlerr or ray
transection wrrtioned in c¢lavses (v),

on the represcnlation of the “tuck
Fxchange or any person intercstra in or
alfected by ruch buosine:s or trennsotian,
at any tine Ly order in v1iling, couse an
cnquiry to ie node by any pereon appointed
in this tehslf into:-

1
1

a) the zl(uirs of, or ¢rulinrs in, any
Jteck Fyvchonpe; or

2
b)  the cealines, lecincer o any
frensielive in rearitics Vv oy
troler, rwler, Cirector or officer
¢l a Stock Trchonge,

PROPCSED TTXT REMARKE,

Leristiati-n of Credit
Weling Areney,

M oposed provi:ions are placed
L Apvendix "A" Tor considera-
tion/approval of the Committee,

Inquiry:=(1) The Avthortity iProvisions which existed

pay. on ite ovwn motion or, in prior to enforcement of

in the case of tne i::urr of "€aompanies Ordinance, 1984

o lirted security, on ropreec «oeirmy re-introduced so as

rntati-n of holders of rot ito provide foar suo-mota

lese than ten per cent of investigations of the

equily sccurities at any time case of

Ly ofder in writing, ceovce an

cnq:iry to ke nade bLy any a) listed comvanies; and

person appointed in thirs lehalf for

into:- b) violations of section
17.

a) the affairs of any ot .l Vxchiige,
or of any irrcuer of a listed
csecurity;

b) lhe business or any !ropsschion
in sccuritics by any mewher,
director or officer of o
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oinaellelil SHOwIGG wXIULLdy Ah PHOPUSEV

Fiv L oludy O SeCUnlills & BXCHANGE

Ol taliCu, 1969

_ —- : :
salsrivi el i PLOFOSED LEXT i Retli a RKS
. — _
7 ! 2 | 3
2. Penalty foro...ooooo.., . Poennl bty fove.veeoiiannnn dnount of penrlty ig bein .
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Section 27
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Section - 28

Delegation of powcer (1). The Centrul
Government may, by notificalion in
the Official Gnzelte, dircet that
2ll or any of its powers and func-
tions under this Ordin:nce may,
subject to such limitntions
restrictions or conditions, if any,
as it may frem time Lo time impose,
be exercises or prrfoimed also by
any officer or ~uthority subordinaste
to it or specirlly sppointed for

the purposes.
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Advieory Committeo:- The Fadecral

word central is being
reolsced with the woxrd
"Federal",

o0 abtsining sdvice and 3ssistance
0 carrying osut  the purposes of
tiris Ordinance, constitute an
Advisory Committee consisting of
such pursons representing interests
#ffected Ly this Ordinance or
having special knowled,;e of the
subject-matter thureof as it may
think fit.

Fees - (1) There shallbe paid
feces in respect of
matters as may be

specified from time to time

o1 ng Lhe Authority may direct.

Provisions for deleuntic
of powers o2xist in prop:
prrt-A-I, Hence existin,
Lext is being deleted n
substi tuted for making
provisions far fees.

(2) Al1 fees paid in pursuance of

this Ordinance shnll be accounted

for to the Federnl Government.
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sirsets Mons.sement Companies, —
The bLusine: scf Assets Munajzement
Compenies -hall ve re ulnted in
cuch waner oo may e preseribed

Proiisiun veing made t
cmpower Lhe Authority
rules forAsset Mannzer.
Companics.
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CHAPTER IV-4A

INSIDER TRADING

Prohibition on stock exchanse deals by insiders, etc.

(1) No person who is,or at any time in' the vreceding

g€ix months has been, knowingly connected with a company shall
deal, directly or indirectly, on a stock exchange in a listed
security of that company if he has information Wiich he knows:-

(a) is not generally availsble; and
Y

(b) would, if it were so availatle,
e tho

materialiy to affact the pric
securities.

be likely
of 2

(2) No person who is, or at any time in the preceding
six months has been, kmowingly connected with a company shall
deal, directly or irdirectly, on a stock exchange in any listed
Securities of any other company if he has infermation which he
knows 1~
(a) 1is not generally available; and
(b) would, if it were so available, be likely
materially to affect the price of those
securities; and
(c) relates to any transaction (actual or
contemplatzd) involving both those companies,

or involving one of them and securities of
the other.

Bxvlanztion: For the Purpose of this Part of the Ordinance;

-~

(A) A perscn is connected with a com:any if, but
only ig:
a) heis an officer or employee of that company; o

b) he is a relevant Shareholder in the company
or a relaoted company; or

c) he occuvies a position which may be reasonably
expected to give him access, by reason of-

(65
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i) any professional or business r2lationshiy
existing between himself ( or his em;loyer or
a company of which he is a director) and that
company or a related company; or

ii) his being an officer or emnloyee of a relevant
shareholder in the compazy or a related company.

to information which is not generally availzble ang
is likely to include information which would , 1f 1

ct

were SO available, be likely materiallzy t~ affect

trice of securities of tzat company or any ot er

cemTany.

(2) A perscr deals in securities if (whe<ire» as
principal or agent) he buys or sells or agrees
to buy or sell any securities or accuires or

-~

0
isposes of,or agrees tc acguire or dispose oL,

[aH

the right to buy, sell or subscride For any

ecurities.

92}

In this section-—

" related company”in relation to a company, means
any body corporate which is that cempnany's
subsidiary or holding company, or a sussidiary
of that company's holding company5“

" relevant shareholder”in relation to any company,

EEST AVAILABLE COPY Leans a verson interested in shares comprised in
the equity share cavital of that comoany of nomin
value equal to at least ten percent of that share

capital.
(3) No zersen shall, at any time when hes is prohibited
sut section (1) or (2) above from dealing or a stscl exc ang?

in any listed securities, shall Irocure any other terss: to
deal directly or indirectly on a stock excaange in thiose
securities.

(4) No perscn shall, at any 4ime when he is vrohibitad
aforzsaid from dealing on a stock exchange in any listed
securities by reason of his having any irformaticn, communica

Cther
that information to any other person if he knows that(person
. 2
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or of procuring any other person to deal,

in those securities.

on a stock exchange

(5) The provisions of this section shall not oro: ‘bit a

person by reason of his having any information frona doing any

particular thing if either:-

(a) he does that thing otherwise than with a view to
the making of a profit or the avoidance of a loss
(whether for himself or another) by the use of tk

‘ infeormation; or

(b) that thing consists in his entering into a
tion in the course cf the exercise in gcod

(6) (i) Whenever it shall appear to the
person has violated any provision of this
or regulations thereunder, the Authority,
after giving +the peison an opportunity of

contravention was wilful, by order direct

a

Tran
al
T

us

ct HH o

ot
ct 3"

S

section or the rules
if it is satisfied
being heard that the

that such verson shal

be liable to tender the amount of such gain to the issuer and i

addition pay to the Federal Government by way of vernalty such s

not exceeding three times the vrofit gained or loss avoided as

result of such contravention.

(ii) Any sum directed to be paid under clause (i) shall ve

recoverable as an arrear of lond revenue.,

BEST AVAILARLE LoPy

65
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Sub:- AMENDMENT TO EE INCORPORATED IN SECURITIES AND
ZXCHAVGE ORDINANCE TO PROVIDE FOR INVESTIGATION
OF INSIDER. TRADING.

In section 21 in sub=section(I), after new clause (c),
a new clause (d) will be added so as to orovide for investigatio
into dealings by a director or officer of an issuer and/orcx
verson having more than ten percent of listed securities., The
pronosed text is:~
" (d) The dealings, business or any transaction
in securities by a director or officer of an
issuer or a person having more than ten vercent
of listed securities of an issuer-or a nerson in

prossession of material non-public information of
the issuer".

i4
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LIST OF PEOPLE

INTERVI EWED

Corporate Law Authority

Mian Mumtaz abduliah
Chairman

Mr. Khalid Masood
Member (CRW)

Mr, M, Javed PFanni
Chief Securities
Grindlays _Bank

Mr. Adil Anmeo

Area Manager
Interbank

Mr. Fredrick Fiechozek

Chief Executive

Investment Corporation of Pakistan

Mr. Asadullah Khawaja
Deputy Manaz2inge Direcuor

Islamabad Stock Exchange

Mr., Amanutiah Khan
President
Jehangir _Siddiqi_& Company

Mr, Jehangir Siddiqi
Chairman

GEGT AvalL ARy s COpy
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Karachi Stock Exchange

Mr., Arif Habib
Presidant.

Mr. Sirajuddin Cassim

Vice President

Member harachi and Islamabad Stoci: Exchange

Mr. Amin Issa Tai, member Varachi Stock Exchange and former Chairman

Mr. Firozuddin A, Ciassim, member of iharachi Stock Exchange and Islamabad Stock

Exchange Former Fresident Karach: Stock Lxchar.ge

Khadim Bukhari_& Company

M1. Khadmm Ali Shah Bulhari

Ministry of Commerce

Mr. Shamim Ahmad Khan
Secretary, Pakistan Investment Eoard

Ministry of Finance

My Nasir Ahmed
Joint Secretary, invesunent, Finance Division

Nalional Development Finance Cor'p.

Mr. “ati ur Rehman
Chairman

e¢nt. Trust Corporalion

National Investm

Mr. Salahuddin Quresii
Chairman

State Bank of Pakistan

Mr. Achraf Janjua
Deputy Governor

U.S.AID/Pak istan

Mr. Cari R. Duisberg
Chief {4) Offife of Private Enterprise & Energy
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PROPOSED RULES OF CONDUCT FOR THE MEMBERS AND EMPLOYEES OF THE
CORPORATE LAW AUTHORITY

It is recommended that the Authority establish a Code of
Ethics or a Code of Conduct setting forth sStandards of ethical
conduct required of Authority members and employees. It is also
recommended that every member and every employee be given a copy.of
the standards with an attached receipt which is to be signed by
each recipient to document the fact that it was received so that
those on the Authority or employed by the Authority can be held to
the Standards.

The following Receipt and Standards are recommended for Authority
consideration.

If the Authority believes that it is necessary to preclude
members and employees from engaging in any securities transactions,
item 15, 16 and 17 could be replaced by a complete prohibition on
securities transactions.

17!
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CORPORATE LAW. AUTHORTTY

RECEIPT

Instrucfions: Please complete this receipt and return it to

I achnowieage recelpt of a copy

of the Authority's Rule regarding
Conduct of Members and'Emplqyees ’ > .

NAME POSITION DATE

| 1o



= MEMBLRS AND EMPLOYEES OF THE.  _ .
CORPORATE LAW AUTHORTITY

RULES OF CONDUCT FOR Trg

I PoLICY

The Corporate Law - Authority has been entrusted with tne )
protection of the public interest in an important area of our
national économy. In view of the effect which Authority action
may have on the general public, it is important that members and-
employees of the Authority maintain high standards of honesty,
integrity, impartiality and general conduct. They must be

For these reasons, memhers and -employees are expected to abide by
the standards of conduct set forth in this Rule.

In addition to this Rule, all professional pPersons have an

obligation to know and comply with the ethical standards of their
profession.

II GENERAL PROVISIONS

1. Members and employees shall avoid any activity which
would result in or might create the appearance of:

(a) Using public office for Private gain;

(b) Giving Preferential treatment to any organisation or
person;

(c) Not being completely inéependent_or impartial;

(d) Making Authority decisions outside official channels:
. or .

(e) Affecting adversely the confidence of the public in the
. integrity of the Authority, - : :

authority, or that is based upon confidential or non-public
information which he or she gains by reason of such position
or authority. ' .

3. A member or employee of the Authofity shall not solicit or

accept, directly or indirectly, any gift, gratuity, favour,
entertainment, loan, service, or any "other thing of

7%



significant monetar§ value from any person who has .or is A
seeking to obtain, bESiness or financial relations with the
Authority, conducts activities regulated by the Authority or
has interests that may be substantially affected by the
performance or non-performance of the member's or

employee's official duty.

The preceding paragraph does not prohibit members and employees
from -

(a) accepting food or refreshments, not lavish in kind,
offered free in the course of a meeting or other group
function, not connected with an inspection or
investigation;

(b) accepting items whza the circumstances make it clear
+ that family or personal relationships are the basis;

(c) accepting unsolicited promotional items such as pens,
pencils, notepads, calendars, etc., of modest value;

(d) accepting meals or refreéhments provided to all
Speakers or panelists when participating in an
educational program or conference;

(e) accepting gifts of nominal value given to all
participants in an educational program.

A member or employee of the Authority shall not divulge
to any unauthorised person or release in advance of
authorisation for its release, any hon-public Authority
document, or any information contained in any such document
or any other confidential information.

A member or employee of thé‘Aﬁthofity shall not;

(a) act in any official matter with respect to which there
exists a personal interest incompatible with an
unbiased exercise of official judgement;

(b) have direct or indirect personal, business or financial
affairs which conflict or appear to conflict with his
or her official duties and responsibilities;

(c) use or allow the use of Authority property of any kind,
including property leased to the Authority for other
than officially approved activities.

Any publication or speech by a member or employee of
the Authority dealing with securitjes matters shall incluge
in an appropriate place or by way of a footnote a disclaimer
that the views expressed do not necessarily reflect the

4
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views of the Authority or its staff, unless the material has
been approved by the Authority to represent its Views.

A ﬁember or employee of the Authority shall not
participate, while on Authority owned or leased property, or

III CONFLICTING EMPLOYMENT ACTIVITIES

8.

10.

11.

12.

A member or employee of the Authority shall not have
any outside or private employment, activity or affiliation
that is incompatible with concurrent responsibilities to the
Authority. This includes activity which impairs the persons
mental or physical capacity to perform Authority duties and
responsibilities in an acceptable.mannper. Any employment or
prospective employment of a member’s - or employee's spouse or
other member of his or her immediate household with an
entity the activities of which are under the jurisdiction of

would be an un-acceptable conflict of interest.

. A member Oor ‘employee of the Authority shall not discuss

An employee of the Authority may not negotiate :
employment with anyone outside the Authority with whom he or
she is bpersonally engaged in any matter for the Authority. .

considering any proposal for future employment, except
pursuant to direction from the Authority.

A member or employee of the Authority may not receive

anything of monetary value from a Private source as
compensation for his or her services to the Authority.

B
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1V SECURITIES REPORTING AND TRANSACTIONS
.13. A member or employee of the Authority shall prior .to

Spouse or minor child. . An additional report of.all such
holdings as of June 30, shall besubmitted by September 30 of
each year. Every purchase or sale of any security shall be

transaction date.

14. A member or employee of the Authority shall not have a
‘beneficial interest in any broker or dealer.

15.° " A member or employee of the Authofity shall not effect
Or cause to be effected any transactiop in a security except
for bona fide investment burposes. A /memdger or employee is

her immediate household that such transactions must be
subject to the same limitations that apply to members and
employees. : .

16. A member or employee of the Authority 'shall not
purchase securities on margin or borrow funds to purchase
securities unless prior approval has been granted by the
Authority.

17 A member or employee of the Authority shall not’
purchase any security of any company which to his or her

knowlgdge is the subject of any pending investigation or any
other action by the Authority.

V INDEBTEDNESS
. ‘

18. . The Authority considers the indebtedness of its ﬁemberé
ana employees to be a matter of their own concern, however,

|76



APPENDIX F:

EXAMPLE CONFLICT OF INTEREST RULE
FROM INDONESIA
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Note:

Amendments to this rule are being considered which would provide
for more flexibility in receiving approval from independent
shareholders than is provided in paragraph 2.

The new provisions would permit three successive meetings in which
to seek such approval of a majority.

The first meeting would require approval by a majority of at least
two thirds of the total independent shares.

The second meeting would require approval by a majority of at least
one-half of the total independent shares.

The third meeting would require BAPEPAM approval and approval of a
majority of the independent shares represented at the meeting.



UNOFFICIAL TRANSLATION

RULE NUMBER IX.D.1

CONPLICTS OP INTEREST ON CERTAIN TRANSACTIONS
Wt

ATTACHMENT:

Decision of the Chairman of BAPEPAM
Number : Kep-01/PM/1993
Date : 29 January 1993

RULE NUMBER IX.D.1l: CONFLICTS OF INTEREST ON CERTAIN TRANSACTIONS

1. Definitions:

a.

Company means a public company that has made a public offering;

Controlled company is a Company in which the controling company
has a con:irolling interest as referred to in Article 1, Item 44 of the
Ministerial Decree 1548/KMK.013/1990 regarding the Capital Market as
amended by the Ministerial Decree of the Republic of Indonesia
Number 1199/KMK.010/1991 regarding changes of the Ministerial
Decree No. 1548/KMK.013/1990 on the Capital Market.

Transaction means the act of granting and or acaquiring a lean,
obtaining, disposing of or using the assets, services or sacurities of
a company or any of its controlled companies or contracting with
respect to such an aci;

Conflict of interest means a divergence or difference between the
common interests of a company and its shareholders and the private,
economic interests of a commissioner, director or substantial
shareholder, severaily as well as jointly. The definition of conflict
of interest also includss matters which are not in the interests ol
investors and the public, when such transaction involves
conimissioners, directors ovr substantial shareholders and when their
personal interests may be in conflict with th2 interest oi the2
company, unless provided otherwise by this rule.

Employece mzans all versons who receives a salary {rom a company,
a member of the board of commissioners and a membar of tne board
of dirncrovs.

[SSUZD 29 JANUARY 1993



UNOFFICIAL TRANSLATICN

RULE NUMBER IX.D.1 CONPLICTS OP INTEREST ON CERTAIN TRANSACTIONS

Except as provided in paragraph 3 of this rule, a transaction in which a
commissioner, 2 director or a substantial shareholder has a conflict of
interest must receive approval from more than 50% (fifty percent) of the
shareholders who do not have a conflict of interest with respect to the
transaction. The provision on such matter must be confirmed in the form

of a notarized deed.

The transactions that are exempt from the requirements as referred to in
paragraph 2 of this rule, are:

a. Transocztions between a company and a 1iwholly owned controlled
company or oetween wholly owned controlled companies when the
financial reports of the companies are consolidated;

b. Transactions betwean a company and a non-wholly owned controlled
company in which none of the company’s commissioners, directors, or
substantial shareholders nor any affiliated persons own shaves of
the controlled company. if the share ownership in :h2 controlled
company is over 30% (fifty percent}, the financial report must be
consolidated;

c. Transactions involving a company or a controlled company with an
affiliated person wnen:

1> The rezlationship and the type of transactions existed baforz
the company made a2 public offering and this relationship and
its continuing nature was fully disclosed in thz inizial offering
prospaectus; or

27 The rzlationship and the type of transactions ave initiated
after -the public offering with the approval of more than 350%
(fifty percent) of the company's shareholders who do not have
a conflict of interest in the transactions.

d. Transactions betwe=n a company and its employees as well as with
- the employees of the controlled company and transactions betiween
the controlled company and its employees as weil as with the
employees of the company on the same terms as iong as it i3
disclosed to BAPZPAM, shareholders, and all empioyezs. The
transactions alsc include benefics provided by @ company OY
controlled company on the same terms to all employees aczording o
the policy ci the company as disclosed to BAPEPAM, sharsholdars,
and all empioyess;

v

ISSUED 29 JANUARY 1991 4



UNOFFICIAL TRANSLATION

RULEZ NUMBER 1X.D.1

CONPLICTS OF INTEREST ON CERTAIN TRANSACTIONS
W

e. The use of any facilities provided by the company ov controlled
company to commissioners, directors, and substantial shareholders
who are also employees, that s directly related to their
responsibilities to the company and is in accord with the company
policy that is submitted to BAPEPAM as information to the public ;

f. Compensation, including salary, contribution to pension furds, and
or any other special benefits given to commissioners, directors and
substantial shareholders who are also employees when the aggregate
of such compensation is disclosed in periodic financial statements;

Purchases of land and or houses from a commissioner, director,
substantial shareholder or any person known by them tc be
affiliated at the time, in an amount less than Rp. 1 billion and .5% of
the company's net assest value in conformity with the most recent
audited financial statements. Such purchases must be in accord with
a company Dpolicy that applies to all emplovees and has been
disclosed to BAPEPAM, shareholders, and employees. Purchasec in
which there is a conflict of interest and that are in excess of Rp.
200,000,000 (two hundred million Rupiah) should be subject to an
independent appraisal.

vo,

A notice of a general meeting of shareholders required to approve a
transaction not exempted by Item 2 of this rule, must be published in at
least 2 (two) Indonesian newspapers, 1 (one) of them having a national
distribution, at least 30 (thirty) days prior to the meeting. The notice
must include the information provided by Item 6 of this rule.

A copy of the published notices as referred to in Item 4 must be submitted

5.
to BAPEPAM no latzr than the end of the second working dav after the
publication. :
o. The information that must be disclosed as referred to in Item 4 of this rule
include:
N A description of the transaction, including, at least :
1> The assals or services involved;
2% The vaiue of the transaction involvad;
ISSUED 29 JANUARY 1993 5



UNOFFICIAL TRANSLATION

RULE NUMBER IX.D.l1 CONFLICTS OY INTEREST ON CERTAIN TRANSACTIONS

3> The namels) of the parties to the transaction and their
relationships to the company; anc

4> The nature of the conflict of interest of the personi(s)
involved in the transaction.

b. A summary report from any designated independent person (if
required);
c. The date, time, and location of the general meeting of shareholders

and a statement with respect to eligibility to vote on this issue, in
accordance with this rule;

d. Explanation of the justification for such transactions as opposed to
other similar transaction in which there would be no conflict of
interest;

e. A summary of any expert's or consultant's report, if deemed

necessary by the Chairman of BAPEPAM.

f. The plan and data of the company and other important information
in connection with the transactions effected.

1. in connection with transactions involving the acquisition ov participatzion
by a company of other companies which results in a conflict of interest,
the company in addition to meeting 1equirements as referred to in Item 6
must also comply with the following procedure.

1> Decignate an independent person to appraise as well as provide
recommendations concerning the fairness of such acquisition or
participation.

2 Th2 announcement as required in Item 4 also include the following

information

i The company's pian Lo conduct an acquisition of or o
pavijcipate in another company.

tee The data of the company to be acquired or Lhat wil reca2ive
pacticivazion, which includes, among other things the line of
business and summary ol important financial dat:t.

1SSUED 29 JANUARY 1993 &

| 62



UNOFFICIAL TRANSLATION

RULE NUMBER IX.D.1 CONZLICTS OF INTEREST ON CERTAIN TRANSACTIONS
. . ‘ ot

»

c> Description of the place/address that can be contacted by

shareholders in order to obtain information concerning the
company acquired or that will receive participation.

An audited financial report of the company to be acquireé or which
will receive participation for the last two (2) years. Should the
company’s establishment be less than two (2) vears, the financial
report shall be adjusted to the period of its establishment. In the
event the time the decision to conduct an acquisitior. or participation
is made in the general meeting of shareholders of the company is
more than 180 (one hundred and eigthy) days after the date of the
last financial report, the interim financial report cf the company that
will be acquired or receive participation must be auditad.

The provision in Item 7 also applies to companies that conduct divestiture,
in which there is a conflict of interest.

8.

At the time of the general meeting of shareholders of the company
in connection with the acquisition participation, or divestiture,:
shareholders who have a conflict of interests must make a statement
clarifying that all important and relevant informaticn has been
disclosed and the information is not misleading. Such information
must be submittad to the Chairman of BAPEPAM, no later than the
end of the second working day.

ISSUED 29 JANUARY 1993 ]



APPENDIX G:

EXCERPTS FROM INDONESIAN CAPITAL MARKET
COMPETENCY EXAMINATIONS REGISTRATION INFORMATION
BOOKLET FCR BROKER-DEALERS, UNDERWRITERS
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2% INDIVIDUA L, LICENSING:REQUIREMENTS "FOR- UNDERWRITER: REPRESENTATIVES, :B'ROKER:-D
... REPRESENTATIVES. AND INVESTMENT. ADVISORS -, BAPEPAM -KEP-36/PM/I99I ;..

e

EALE

ATTACHMENT:

DECISION OF THE CHAIRMAN OF BAFEPAM
NUMBER : KEP-36/PM/1S9]
DATE 227 JuLy 1991

RULE NUMBER V.B,! INDIVIDUAL LICEMNSIMG REQUIREMENTS FOR UNDERWRITER REPRESENTATIVE,
DROKER-DEALER REPRESENTATIVE OR INVESTMENT ADVISOR

INDIVIDUALS SUBUECT TO LICENSING BY THE CHAIRMAN OF BAPEFPAM

ALL EMPLOYEES OF SECURITIES COMPANIES AND ALL INDIVIDUALS WHO OPEIRATE A BUSINESS AS AN INVESTMENT
ADVISOR, EXCEPT THOSE PERSONS EXEMPTED BY PARAGRAFPH © OF THIS RULE, MUST OBTAIN AN INDIVIDUAL LICENSE
FROM THE CHAIRMA.N OF BAPEPAM,

BAsIS LICENSING

THE CHAIRMAN OF BAPEPAM SHALL GRANT A LICENSE TO AN INDIVIDUAL TO ACT AS AN UNODERWRITER REPRESENTATIVE,
AS A BROKER-DEALER REPRESENTATIVE OR AN INVESTMENT AOVISOR, IF:

A, THE CHAIRMAN OF BAPEPAM HAS NO REASTN TO BELIEVE THAT THE APPLICANT WILL NOT PERFORM HIS DUTIES
FAIRLY AND HONESTLY.

B, THE APPLICANT HAS SATISFIED THE COMPETENCY REOUIREMENTS ESTABLISHED IN THIS RULE.

C. THE APPLICANT HAS NOT BEEN OECLARED BANKRUPT AND DOES NOT HAVE SERIOUS FINANCIAL PROBLEMS THAT
MAY JEOPARDIZE RIS ABILITY TO PERFORM MHIS DUTIES FAIRLY AND HONESTLY.

EMPLOYMENT REOUIREMENT

AN INDIVIDUAL WHO HAS RECEIVED AN INDIVIDUAL LICENSE MAY ACT AS AN UNDERWRITER REPRESENTATIVE, BROKER-
DEALER REPRESENTATIVE OR PERFORM THE FUNCTIONS OF AN INVESTMENT MANAGER ONLY IF HE IS EMPLOYED BY A
LICENSED SECURITIES COMPANY,

PRONIBITION OF MULTI EMPLOYMENT
LICENSED INDIVIDUALS MAY NOT BE EMP!L.OYED BY OR ACT ON BENALF OF MORIT THAN ONE SECURITIES COMPANY,
LICENSE OF INVESTMENT ADVISORS

AN INDIVIDUAL WHO PERFORMS THE FUNCTIONS OF AN INVESTMENT MANAGER FOR A SECURITIES COMPANY MUST HAVE
AN INDIVIDUAL LICENSE AS AN INVCSTMENT ADVISOR.

LICENSING OF UNDERWRITER REPRESENTATIVES

AN INDIVIDUAL WHO IS GRANTED AN INDIVIDUAL LICENSE AS AN UNDERWRITER REPRESENTATIVE MAY ALSO ACT AS A
BROKER-DEALER REPRESENTATIVE, AN INDIVIDUAL LICENSE AS AN UNDERWRITER REPRESENTATIVE IS REOUIRED ONLY
FOR DIRECTORS AND EMPLOYEES OF A SECURITIES COMPANY WHO ARE ENGAGED IN THE NEGOTIATION OF UNDERWRITING
CONTRACTS,

LIMITATION ON INVESTMENT ADVISORY ACTIVITIES UNDER CERTAIN LICENSES

INDIVIDUALS WHO HAVE BEEN GRANTED EITHER AN UNDERWRITER'S REFRESENTATIVE OR A BROKER-DEALER'S
REPRESENTATIVE INDIVIDUAL LICENSE BUT WMO DO NOT HAVE AN INDIVIDUAL LICENSE AN INVESTMENT ADVISOR MAY
ENGAGE IN INVESTMENT ADVISORY ACTIVITIES ONLY TO THE EXTENT THAT SUGCH ACTIVITY IS SOLELY INCIDENTAL TO THE
CONDUCT OF THEIR BUSINESS OF DEALING IN SECURITILS AND NO SPECIAL COMPENSATION IS RECEIVED FOR THE
INVESTMENT ADVISORY SERVICES.

-

-

} >



10,

AUTOMATIC CANCELLATION OF LICENSES

ALL INDIVIDUAL LICENSES ISSUEOD 8Y THE CHAIRMAN OF BAPEPAM, EXCEPT FOR A LICENSE AS AN IVESTMENT ADVISOR,
SHALL BE AUTOMATICALLY CANCELED IF AN INDIVIDUAL IS NOT EMPLOYED BY A SECURITIES COMPANY FOR A PERIOD
EXCEEDING 24 ITWENTY FOUR) consscur/vc MONTHS,

INDIVIDUALS EXEMPTED FROM LICENSING

INDIVIDUALS WHOSE WORK IS LIMITED TO ANY OR ALL OF THE FOLLOWING FUNCTIONS ARE NOT REQUIRED TO BE LICENSED
UNDER ARTICLE | OF THIS RULE!

A, INDIVIDUALS WHG WORK IN A SECURITIES COMPANY WHOSE FUNCTIONS ARE SOLELY CLERICAL OR
ADMINISTRATIVE;

B8, INDIVIDUALS wHOSE .CONNECTION WITH A SECURITIES COMPANY IS FOR PRESTIGE PURPOSES OR AS A
REPRESENTATIVE OF FINANCIAL BACKERS OF THE COMPANY;

[ INDIVIDUALS ASSOCIATED WITH A SECURITIES COMPANY WHOSE FUNCTION RELATES EXCLUSIVELY TO EFFECTING
TRANSACTIONS ON A SECURITIES EXCHANGE, IN ACCORDANCE WITH THE PROCEDURES AND RULES ESTABLISHED
BUT THE SECURITIES EXCHANGE;

D. INDIVIDUALS DEALING EXCLUSIVELY IN EXEMPT SECURITIES,

E, INDIVIDUALS ENGAGED IN NEGOYIATING UNDERW,:..TING CONTRACYS WHO ARE NOT EMPLOYEES OF SECURITIES
COMPANIES AND WHO ARE REGISTERED WITH BAPEPAM AS SUPPORTING PROFESSIONALS;

F. INDIVIDUAL S WHO ARE NOT EMPLOY iES OF SECURITIES COMPANIES WHO PUBLISH ANALYSIS OR REPORTS ABOUT
SECURITIES, WITHOUT SPEC!'AL COMNMPENSATION, AND NOT A5 A REGULAR BUSINESS;

G. INDIVIDUALS WHO ARE NOT EMPLOYEES OF SECURIT!™G COMPANIES AND WHO ADVISE 15 IFIFTEEN) OR LESS
PERSONS ABOUT SECURITIES FOR A FEE, OR |6 ISIXTEEN) OR MORE PERSONS, WITHOUT SPECIAL COMPENSATION;

M, INDIVIDUALS WHO ARE NOT EMPLOYEES OF SECURITIES COMPANIES AND WHO MANAGE INVESTMENT PORTFOLIOS
WITHOUT SPECIAL COMPENSATION;

1 EMPLOYEES OF INSURANCE COMPANIES OR PENSION FUNDS WHO MANAGE INVESTMENT PORTFOLIOS AS PART OF
THE COMPANY'S BUSINESS;

J. EMPLOYEES OF ORGANIZATIONS THAT PUBLI:.H REPORTS OR ANALYSIS ABOUT SECURITIES AS BUSINESS, IF SUCH
EMPLOYEES THEMSELVES ARE NOT OFFICIALLY RESPONSIBLE FOR THE PREPARATION OF SUCM REPORTS OR
ANALYSIS, AND WORK UNDER THE SUPERVISION OF A PERSON WHO IS LICENSED AS AN INVESTMENT ADVISOR;

K WRITERS wHO PUBLISH CURRENT ANALYSIS OR REPORTS ABOUT PARTICULAR SECURITIES PUBLISHED IN THE
MASS MEDIA OR IN BOOKS OF GENERAL DISTRIBUTION, UNLESS SUCH WRITERS PUBLISH RECOMMENDATIONS
ABOUT SPECIFIC SECURITIES REGULARLY AND REPEATEDLY;

L PROFESSIONAL WRITERS THAT REGULARLY PUBLISH ARTICLES OR BOOKS ABOUT SECURITIES AND INVESTMENT
TECHNIQUES THAT ARE GENERAL IN NATURE, WITHOUT REFERENCE, DIRECTLY OR INDIRECTLY, TO SPECIFIC
SECURITIES, OR THAT MERELY REPORT PAST SECURITIES PRICE MOVEMENTS, MARKET THAT MERELY REPORT
PAST SECURITIES' PRICE MOVEMENTS MARKEY CONDITIONS, OR ACTIONS OF ISSUERS, WITHOUT MAKING CURRENT
RECOMMENDATIONS REGARDING THE INVESTMENT MERITS OF SPECIFIC ISSUES.

Basis For MEETING COMPETENCY REOUIREMENTS

CoMPETENCY REOQUIREMENTS FOR GRANTING AN INDIVIDUAL LICENSE MAY BE EVALUATED ON THE BASIS OF A WRITTEN
TEST WHICH IS ADMINISTEREZ RY THE COMMITTEE OF PROFESSIONAL STANDARDS OR BY THE BOARD OF EXAMINERS
ESPECIALLY FORMED BY THE COMHITrEE OF PROFESSIONAL STALOARDS. FULFILLMENT OF COMPETENCY REOUIREMENTS
ON THE BASIS OF EXPERIENCE DEPENDS OF THE DISCRETION OF THE CHAIRHAN OF CAPEPAM,
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12.

COMPETENCY REOUIREMENTS ON THE BASIS OF EXPERIENCE

IN ORDER TO FULFIL THE COMPETENCY REOUIREMENTS ON THE BASIS OF WORK EXPERIENCE AS REFERRED TO IN ARTICLE
10 OF THIS RULE, THE PERSON MUST PRESENT PROOF OF EMPLOYMENT BY ONE OR MORE SECURITIES COMPANIES, OR
SIMILAR COMPANIES ENGAGED IN DEALING IN SECURITIES OR MANAGING INVESTMENTS IN SECURITIES, FOR A PERIOD OF

AT . EAST THREE YEARS.

A, SUCH WORK EXPERIENCE MAY BE IN ANY COUNTRY THAT HAS AN ACTIVE, ORGANIZED, AND REGUILATED CAPITAL
MARKET,

B. TO BE VALID FOR A SPECIFIC INDIVIDUAL LICENSE, WORK EXPERIENCE IS REOUIRED AS FOLLOWS:
[ UNDERWRITER REPRESENTATIVE ; THE APPLICANT MUST HAVE AT LEAST ONL YEAR OF EXPERIENCE IN

ORGANIZING AND MANAGING UNDERWRITING OPERATIONS, ONE YEAR OF EXPERIENCE IN SECURITIES
ANALYSIS, AND ONE YEAR OF EXPERIENCE IN BROKER-DEALER OPERATIONS,

2, BROKER-DEALER REPRESENTATIVE : THE APPLICANT MUST HAVE AT LEAST ONE YEAR OF EXPERIENCE IN
SECURITIES ANALYSIS, ONE YEAR OF EXPERIENCE IN BROKER-DEALER OPERATIONS, AND ONE YEAR OF
EXPERIENCE IN SECURITIES MARKETING AND SALES;

3. INVESTMENT ADVISOR ! THE APPLICANT MUST HAVE AT LEAST TWO YEARS OF EXPERIENCE IN SECURITIES
ANALYSIS AND ONE YEAR OF EXPERIENCE IN PORTFOLIO MANAGEMENT,

c. THE APPLICANT MUST PROVIDE AN EXPLANATION OF THE EMPLOYMENT, REFERRED TO IN ARTICLE |l 8 OF THIS
RULE INCLUDING THE N/ME OF THE EMPLOYER, THE PERIOD OF EMPLOYMENT, THE JOB8 TITLE, AND A DETAILED
DESCRIPTION OF THE APPLICANT'S RESPONSIBILITIES IN THE JOB. COPIES OF DOCUMENTARY EVIDENCE, SUCH AS
LETTERS OF RECOMMENDATION OR PERFORMANCE EVALUATIONS, MAY BE ATTACHED.

D. THE APPLICANT MAY PROVIDE SUPPORTING INFORMATION REGARDING HIS QUALIFICATIONS FOR THE LICENSE,
SUCH AS A PROFESSIONAL LICENSE OR AN OFFICIAL LICENSE FROM ANOTHER COUNTRY, MEMBERSHIP OF
PROFESSIONAL ASSOCIATIONS, AWARDS, OR UNIVERSITY DEGREES.

COMMITTEE OF PROF.SSIONAL STANDARDS

THE WRITTEN TEST REFERRED TO IN ARTICLE IO OF THIS RULE, SHALL BE UNDER THE JURISDICTION OF A COMMITTEE
OF PROFESSIONAL STANDARDS APPROVED BY BAPEPAM FOR EACH TYPE OF INDIVIDUAL LICENSE. SUCH TESTS SHALL
BE CONDUCTED AT LEAST E£EVERY THREE MONTHS.

A, THE COMMITTEE OF PROFESSIONAL STANDARDS FOR EACH TYRE OF INDIVIDUAL LICENSE HAS THE FOLLOWING
TASKS AND RESPONSIBILITIES:

A PREPARE THE CURRICULUM AND SYLLABUS FOR THE MATERIAL TO BE EXAMINED;
2. PREPARE A WRITTEN STUDY GUIDE OF ALL THE MATERIALS TO BE EXAMINED;
3. SUDERVISE AND ADMINISTER THE EXAMINATION SYSTEM

8. THE COMMITTEE OF PROFESSIONAL STANDARDS SHALL NOT BE AFFILIATED WITH PERSONS THAT ADMINISTER
PROFESSIONAL TRAINING.

c. THE COMMITTEE OF PROFESSIONAL STANIL.ARDS SHALL REPORT TO BAPEPAM AFTER EACH EXAMINATION
ADMINISTRATION PERIOD IS OVER, CONCERNING:

[ THE PASSING OUALINTICATIONS FOR EACH EXAMINATION;
2. THE NUMBER OF APPLICANTS EXAMINED;
3. THE NUMBER OF THOSE WHO PASS AND THE NUMBER WHO FAIL!
4, THE NUMBER OF APPLICANTS WHO ARE REPEATING AN EXAMINATION.
o. THE AMOUNT OF THE EXAMINATION FEE AND THE PRICE OF THE STUDY GUIDE SHAILL BE REASONASLE AND

SUBUECT TO APPROVAL BY BAPEFPAM.



13.

14,

15,

17.

E. ' EAcH éOHHI'ITEE OF PROFESSIONAL STANDARDS SHALL ALSO PREPARE A COMPETENCY PROGRAM WITH THE
FOLLOWING STIPULATIONS:

I EACH PROGRAM SYLLABUS MUST COVER AT A MINIMUM, THE PRINCIPAL LAWS AND REGULATIONS GOVERNING
THE INDONESIAN CAPITAL MARKET:

A, THE SYLLABUS FOR COMPETENCY AS AN UNDERWRITER REPRESENTATIVE MUST INCLUDE ALL THE
SAME MATERIAL AS THE SYLLABUS FOR A BROKIZR-DEALER REPRESENTATIVE, PLUS SPECIAL
MATERIAL RELATING TO THE FUNCTIONS OF UNDERWRITING:

B, THE SYLLABUS FOR COMPETENCY AS A BROKER-DEALER PEPRESENTATIVE MUST INCLUDE MATERIALS
ON INVESTMENT ANALYSIS PLUS MATERIALS ON THE PROCEDURES AND TECHNIOUES OF TRADING,
SECURITIES ACCOUNTING, RULES AND OTHER REGULATIONS RELATED TO A SECURITIES EXCHANGE
AND BROKER-DEALER'S OPERATIONS;

c. THE SYLLABUS FOR COMPETENCY AS AN INVESTMENT ADVISOR SHALL BE DIVIDED INTO TWO MAIN
PARTS: INVESTMENT ANALYSIS AND PORTFOLIO MANAGEMENT,;

2, A TEXT BOOK AND TRAINING SYLLABUS CONTAINING ALL THE MATERIALS ON WHICH THE EXAMINATION IS TO
BE ADMINISTERED SHALL BE MADE AVAILABLE AT A REASONABLE COST TO ALL APPLICANTS,

3. A SVYSTEM FOR ADMINISTRATION OF EXAMINATIONS SHALL BE FAIR AND IMPARTIAL.

4, A PROVISION MUST BE ESTABLISHED FOR EASY ACCLSS TO THE TEXT BOOKS AND EXAMINATION SYSTEM BY
ALL PERSONS WHO INTEND TO BE EMPLOYED BY SECURITIES COMPANIES OPERATING IN EACH REGION,

DENIAL OR LIMITATION OF AN INDIVIDUAL LICENSE

BAPEPAM MAY DENY, LIMIT, OR REVOKE, TEMPORARILY OR PERMANENTLY, AN INDIVIDUAL LICENYE TO ACT AS AN
INVESTMENT ADVISOR, A BROKER-DEALER REPRESENTATIVE, OR AN UNDERWRITER REPRESENTATIVE, WHEN:

A, THE INDIVIDUAL DOES NOT MEET THE ESTABLISHED OUALIFICATIONS;

B, THE INDIVIDUAL HAS ENGAGED IN UNETHICAL OR IMPROPER PROFESSIONAL CONDUCT

C. THE INDIVIDUAL HAS VIOLATED OR AIDED OR ABETTED A VIOLATION OF ANY PROVISION OF THE CAPITAL MARKET
DECREE,

RIGHT OF APPEAL

THE DECISION TO DENY, LIMIT OR CANCEL AN INDIVIDUAL LICENSE SHALL BE TAKEN ONLY AFTER BAPEPAM HAS GIVE
AN OPPORTUNITY TO THE PERSON CONCERNED TO PRESENT HIS VIEW ON THE MATTER. THE INDIVIDUAL MAY APPEAL THE
DECISION TO THE MINISTER OF FINANCE.,

MISREPRESENTATION OF LICENSE

NO ONE MAY REPRESENT THAT AN INDIVIDUAL LICENSE GRANTED BY THE CHAIRMAN OF BAPEPAM IS IN ANY WAY AN
ASSURANCE BY THE GOVERNMENT AS TO THE CORRECTNESS, VALIDITY, OR USEFULNESS OF ANY ASSERTION MADE BY
SUCH LICENSEE REGARDING INVESTMENT IN SECURITIES, OR A STATEMENT THAT THE LICENSE IS ANY GUARANTEE OF THE
HONESTY OR ETHICAL CONDUCT OF THE LICENSEE.

PROCEDURE OF SUBMITTING APPLICATICN

AN APPLICATION FOR AN INDIVIDUAL LICENSE AS AN UNDERWRITER REPRESENTATIVE, A BROKER-DEALER
REPRESENTATIVE OR AN INVESTMENT ADVISOR SHALL BE SUBMITTED TO THE CHAIRMAlI OF BAPEPAM oN FORM v.B.I-1
ATTACHED, IN FIVE COPIES.

TRANSITIONAL REOUIREMENTS
INDIVIDUAL LICENSES ror UNDERWRITER REPRESENTATIVES, BROKER-DEALER REPRESINTATIVES, OR INVESTMENT

ADVISORS MAY BE GRANV/ED WITHOUT TAKING A COMPETENCY qXAMINATION UNTIL SUCH TIME WHEN THE FIRSYT TESTING
IS AVAILABLE, WITH THE STIPULATION THAT THE APPLICANT SHALL SUBMIT A COMPETENCY CERTIFICATE WITHIN SIX




18.

MONTHS AFTER EXAMINATION PROCEDURES BECOME AVAILABLE, UNLESS SUCH INDIVIDUAL LICENSE MHAS BEEN

. N .

APPROVED ON THE BASIS OF EXPERIENCE , e

A, THOSE WHO DO NOT SUBMIT A COMPE)ENCY CERTIFICATE WITHIN THE TIME ‘PERIOD STATED ABOVE THEIR
LICENSES SHALL AUTOMATICALLY BE INEFFECTIVE, '

8, PERSONS THAT HAVE BEEN EMZLOYED IN ANY ACTIVITY REOUIRING AN INDIVIDUAL LICENSE UNDER THIS RULE MAY
‘CONTINUE TO BE EMPLOYED THROUGH DECEMBER 4, 1991,

c. WITH THIS RULE BECOMING EFFECTIVE, ANY COMPANY ENGAGED IN SECURITIES AS REFERRED TO IN THE DecreE
OF THE MINISTER OF FINANCE NUMBER; 1548/KMK.OI3/1990 SHALL MAKE ADJUSTMENTS TO THiS RULE.

THE FORMS USED ARE AS FOLLOWS:

A. APPLICATION FOR AN INDIVIDUAL LICENSE MUST BE IN THE FORM AND WITH THE CONTENY STIPULATEL IN FORM
V.B.A-l '
'
8, NOTIFICATION ON DEFICIENCIES IN AN APPLICATION FOR AN INDIVIDUAL LICENSE MUST BE IN THE FORM AND WITH

THE CONTENT SiTIPULATED IN FORM V.B.1-2,

c. THE DECISION OF THE CHAIRMAN OF BAPEPAM TO GRANT AN INDIVIDUAL LICENSE MUST BE IN THE FORM AND
WITH THE (.ONTENT STIPULATED IN FORM V.B.1-3,

D, THE DECISION OF THE CHAIRMAN OF BAPEPAM TO DENY AN APPLICATION FOR AN INDIVIDUAL LICENSE MUST BE
IN THE FORM AND WITH THE CONTENT STIPULATED IN FORM V.B.1-4, AND THE DECISION MAY BE APPEALED TO THE
MINISTER OF FINANCE WITHIN 15 [FIFTEEN) DAYS AFTER THE DECISION HAS BEEN ISSUED.,

E, THE DECISION OF THE CHAIRMAN OF BAPEPAM ToO REVOKE AN INDIVIDUAL LICENSE MUST BE IN THE FORM AND
WITH THE CONTENT STIPULATED IN FORM V.B.1-5, AND THE DECISION MAY BE APPEALED TO THE MINISTER OF
FINANCE FIFTEEN (15) DAYS AFTER THE DECISION HAS BEEN ISSUED. :

F. FORM V.A.I*6 AND THE DECISION MAY BE APPEALED TO THE MINISTER OF FINANCE WITHIN IS5 {FIFTEENI DAYS
AFTER THE DECISION HAS BEEN ISSUED.



BROKER-DEALER REPRESENTATIVE COMPETENCY EXAMINATION
PART |

SrLtABUS

THIS DOCUMENT CONTAINS A COMPLETE SUBJECT LISTIHG OF THE AREAS OF STUDY REOQUIRED FOR THOSE PREPARING FOR THI
BROKER-DEALER COMPETENCY EXAMINATION,

THE MAJUOR AREAS THAT WILL BE TESTED ARE LISTED, TOGETHER WITH THE RELATIVE WEIGHING OF THESE AREAS ON TMI
ACTUAL EXAMINATION,

THE EXAMINATION WILL CONSIST OF 75 MULTIPLE CHOICE OUESTIONS. ONE HOUR AND THIRTY MINUTES IS THE TIME ALLOCATEL
TO COMPLETE THE EXAMINATION, APPLICANTS MUST BRING THEIR ADMISSION TICKET TO THE EXAMINATION SITE WHERE THE)
WILL BE ASKED TO PRESENT THEIR CITIZENSHIP IDENTIFICA TION.

NO PRINTED MATERIALS OF ANY KIND MAY BE TAKEN INTO THE TESTING ROOM. PAPER OR SCRAP WORK WilLlL BE PROVIDED.
APPLICANTS SHOULD BRING A SIMPLE CALCULATOR WITHOUT A TAPE-PRINTING DEVICE OF ANY KIND, THE CALCULATOR CANNO?Y
HAVE THE ABILITY TO ENTER, STORE OR RETRIEVE ALPHA CHARACTERS ILETTERS OF THE ALPHABET). PLEASE ALSO BRING 2
PENCILS THE TEST SITE.

THIS EXAMINATION WILL TEST FIVE MAJOR SUBUECT AREAS. THESE AREAS ARE LISTED BELOW WITH THE APPROXIMATE
PERCENTAGE OF THE EXAMINATION THAT WILL BE DEVOTED.

CAPITAL MARKET DECREES 27%6
IPRESIDENTIAL DECREE NoO. 53 or 1990
DECREE OF THE MINISTER OF FINANCE No, 1548)

CODE oF ETHICS 1396
FINANCIAL ANALYSIS/CORPORATE FINANCE 1796
BROKERAGE OPERATIONS AND TRADING 1096

{KEP-OI/PM/ISS])
SECURITIES PRODUCT KNOWLEDGE ' 3396

RESULTS OF THE TEST WILL BE REPORTED BY THE PROFESSIONAL STANDARDS COMMITTEE TO ALL THOSE WHO HAVE COMPLETE
THE EXAMINATION.,

PART Il

SAMPLE QUESTIONS

THESE QUESTIONS ARE OFFERED AS SAMPLES ONLY. THEY WILL NOT NECESSARILY APPEAR ON THE COMPETENCY EXAMINATION
BUT ARE USED TO DEMONSTRATE SEVERAL DIFFERENT WAYS IN WHICH QUESTIONS WILL BE PRESENTED.

EVERY EFFORT HAS BEEN MADE TO HAVE ONLY ONE CORRECT ANSWER TO EACH OUESTION. [F YOU DO NOT THINK ANY OF THE
AMNSWERS IS PRECISELY CORRECT, CHOOSE THE ANSWER YOU THIS IS CLOSEST TO CORRECT.

L A STOCKN SELLING FOR RP, 3,700 AND PAYING AN ANNUAL DIVIDEND OF RP. 260 HAS A CURRENT YIELD OF ,
APPROXIMATELY:

A, 596
8. 696
c. 796

D. a9%6



DECLARATION OF A CASH DIVIDEND AFFECTS WHICH OF THE FOLLOWING?

[
1.
.
.

CURRENT ASSETS

FIXED ASSETS

CURRENT LIABILITIES
SHAREMOLDERS' EOUITY

A, !l oNnLY

8, Il AND IV ONLY
c. 1l AND IV ONLY
D. I, N, 1 aNnD IV

TRANSACTION FEES ARE CHARGED AT THE RATE OF:

A, 196 (171001

8. 196 (171,000
c. .0196 (1/10,000)
D, .00196 (1/100,000)

A RP. 1,000,000 BOND wWiTH A 15%6 INTEREST RATE PAYS QUARTERLY INTEREST IN THE AMOUNT OF:

A, RpP. 3,700

8. RP. 15,000
c. Rp 37,500
D, RP. 150,000

MONEY-MARKET INSTRUMENTS ARE GENERALLY CONSIDERED TO HAVE A MAXIMUM MATURITY OF:

A SIX MONTHS

8. ONE YEAR

A FIVE YEARS

D. TWELVE YEARS

ANSWERS AND EXPLANATIONS TO SAMPLE QUESTIONS:

I3

A,

CURRENT YIELD IS DERIVED BY DIVIDING A SECURITY'S ANNUAL PAYMENT BY ITS CURRENT PRICE. 260/3700 =
7.096

THE DECLARATION AFFECTS CURRENT LIABILITIES (WHICH ARE INCREASED/| AND STOCKHOLDERS EQUITY fwHiCH 1S
REDUCED). THE LATER PAYMENT Or THE DIVIDEND WiLL REDUCE CASM, CURRENT ASSETS AND TOTAL ASSETS, AND
CURRENT LIABILITIES.

THE TRANSACTION FEE IS I/10 oF 196 or .196 ARTICLE 51, KEP-OI/PM/1991

THE ANNUAL INTEREST WOULD BE Rp. 150,000 (.15 x 1,000,000!, sUT THE QUESTION ASKED FOR ‘THE
OUARTERLY PAYMENT WHICH IS I/4 OF THAT AMOUNT.

RIGHTS MAVE A LIFE OF APPROXIMATELY ONE MONTH, WARRANTS MAY LAST IO YEARS OR MORE. DOMESTIC BONDS
HAVE MATURITIES OF FROM 5 TO 12 YEARS. F. OREIGN BONDS HAVE MATURITIES OF 30 YEAHS OR MORE. THE



PART Il

Sruoy Guioe

CAPITAL MARKEY DECREES (27961

PRESIDENTIAL DECREE No, 53 OF 1990 RE CAPITAL MARKET

STUDENTS MUST BE FAMILIAR WITH THE ENTIRE DECREE, WITH PARTICULAR EMPHASES (ON:

CHAPTER | - ARTICLE | GENERAL PROVISIONS
CHAPTER 1] - ARTICLE 2 THROUGH | . CAPITAL MARKET
SUPERVISORY AGENCY .
{BAPEPAM)

CHAPTER IV - INVESTMENT FUNDS
CHAPTER V - SECURITIES COMPANIES AND INDIVIDUAL S
CHAPYER IX - PROHIBITED TRANSACTIONS

MINISTERIAL DECREE OF THE REPUBLIC OF INDONESIA
NUMBER 1548/KMK.013/1990

STUDENTS SHOULD BE FAMILIAR WiTH THE ENTIRE DECREE, WITH PARTICULAR EMPHASES ON:
CHAPTER | - ARTICLE | . DeFiniTIONS
CHAPTER Il - ARTICLES 2 THROUGH 9 AUTHORITY AND FUNCTIONS
OF THE CAPITAL MARKET
SUPERVISORY AGENCY
IBAPEPAM)
Secrion I *  RULE MAKING PROCEDURES - ARTICLE 40 THROUGH 45
SeCcTION IV - REPORYING REOUIREMENTS - ARTICLE 46-47
CHAPTER IV - INVESTMENT FUNDS - ARTICLE 5! AND 52
SecTion ll - LICEnsING PRocEDURES - ARTICLES 53 THROUGH 56

Secrion It = MANAGEMENT AND GOVERNANCE OF LLICENSED INVESTMENT FUNDS - ARTICLE 60 THNOUGH 70

CHAPYER YV - SECURITIES CoMPANIES AND INDIVIDUALS INVOLVED IN THE SECURITIES BUSINESS -
ARTICLES 7! THROUGH 9]

Secrion V - PusLic REGISTERS OF LicENSE HOLDERS - ARTICLES 92 AND 93
CHAPTER VI - TAPITAL MARKET SUPPORTING INSTITUTIONS - ARTICLES 94, 99 THROUGH 105

PARAGRAPHII - CusTopian DUTIES FOR AN INVESTMENT FUND - ARTICLE 107

SECcTION I *  SECURITIES ADMINISTRATION AGENCIES - ARTICLES 108 THROUGH 113
SEecTION I = TRUST-AGENTS - ARTICLES 1|4 THROUGH 120
SEcTiONIV - GUARANTORS - ARTICLES 121 & 122

CHAPTER VIl - BusINESs ConpucT oF SECURITIES COMPANIES AND INVESTMENT ADVISORS -

ARTICLES 134 THROUGH 138

SECTIiON IV - CoNpucT oF SEcuRITIES COMPANIES ACTING AS BROKER-DEALERS - ARTICLES |46 THROUGH I55

b2



CoDE oF ETHICS 113%6)

MINISTERIAL DECREE OF THE REPUBLIC OF INDONESIA
NUMBER 1548/KMK.103/1990

CHAPTER X

PROHIBITED SECURITIES TRANSACTIONS

SECTION | FRAUD AND DECEIT - ARTICLE 179

SecTiON Il MARKET MANIPULATION - ARTICLES 180 THROUGH 186

SEecCTION 1] FALSE OR MISLEADING OR MANIPULATIVE STATEMENTS - ARTICLES 187, 188 anD 18:
SEcCTION IV INSIDER TRADING - ARTICLES 190 THROUGH 196

SecTioN V PROHIBITED OPERATIONS AND TRANSACTIONS F INVESTMENT FUNDS -

ARTICLES |97 THROUGH 202

FINANCIAL ANALYSIS/CORPORATE FINANCE 11796]
BALANCE SHEET ANALYSIS

CALCULATION OF:

-~  WORKING CAPITAL

-  CURRENT RATIO

= CAPITALIZATION RATIOS

- BooK vaLuE
EFFECT ON BALANCE SHEET OF:

- DECLARATION OF CASH DIVIDEND

= PAYMENT OF CASH DIVIDEND

©  SALE AND LEASE-BACK OF FIXED ASSETS AT A DISCOUNTED FROM BOOKED VALUE
INCOME STATEMENT ANALYSIS

CALCULATION OF:

= MARGIN OF PROFIT

- EXPENSE RATION

- CASH FLOW

= EARNING PER SHARE
OTHCR FINANCIAL RATIOS

= PAYOUT RATIO

= CURRENT YIELD [STOCKS AND BONDS/

- PRICE/EARNINGS RATIO (PER)

* ACCRUEL INTEREST ON BONDS IGENERAL CONCEPT ONLY)
©  MEASURING INCREASE [DECREASE) IN PORTFOLIO VALUE

THE BASIC OF CAPITAL BUDGETING AND CASH FLOW ESTIMATES
DiSCOUNTED CASH FLOWS ANALYSIS
RISKS .ND RATES OF RETURN

LEASE FINANCING

i



CAPITAL MANAGEMENT

= Risx ANALYSIS AND THE.OR!_I_I*!AL CAPITAL BUOGET
* CAPITAL STRUCTURE THEORY A;J;.POLICY

= Divioeno pPoricY

-~ WORKING CAPITAL POLICY AND FINANCING

“ CORPORATE RESTRUCTURING

FINANCIAL PLANNING AND CONTROL
SOURCES oFr MONEY FOR BUSINESS ACTiviTY
’
- COMMON AND PREFERRED STOCK AND INVESTMENT BANKING PROCESS
- LONG TERM DEBT
- CASM AND MARKETABLE SECURITIFS
= ACCOUNTS RECEIVABLE AND INVENTORY

BROKERAGE OPERATION AND TRADING (1056

TEST-TAKERS ARE RESPONSIBLE FOR THE CULL CONTENTS OF "DECISION OF THE CHAIRMAN OF THE CAPITAL MARKET
SUPERVIZORY BOARD - NUMBER: KEPOI/PM/ISO]~

PARTICULAR ATTENTION SHOULD BE PAID TO THE FOLLOWING:

ARTICLE | H ROUND LOTS AND ODD LOTS
ARTICLE 5 : TRADING DA YS AND HOURS

ARTICLE 7 : MARKET, LIMIT AND DISCRETIONARY ORDERS
ARTICLE 8 : REJECTION OF ORDERS/EFFECTIVE UNTIL CANCELED ORDERS
ARTICLE 25 H MEMBER RESPONSIBILITIES

ARTICLE 27 H TRADE CONFIRMATIONS

ARTICLE 29 H MAINTENANCE OF RECORDS

ARTICLE 30 M RESPONSIBILITIES OF AN ISSUER

ARTICLE 31 : DOCUMENT RETENTION

ARTICLE 34 : BROKER-DEALER ABSENCES

ARTICLE 39 : TRADE SETTLEMENT

ARTICLE 40 : DELAYED DELIVERIES

ARTICLE 41 H DAMAGED CERTIFICATES

ARTICLE 44 : SUBSTITUTE CERTIFICATES

ARTICLE 45 N LOST CERTIFICATES

ARTICLE 46 M REZGISTRATION

ARTICLE 5] H COMMISSIONS AND TRANSACTION FEES

SECURITIES ProDUCT KNOWLEDGE (3396

- PRIMARY vS SECONDARY MARKETS

*  ACTING AS BROKER [AGENCY TRADING] VS ACTING AS DEALER (PRINCIPAL TRADING)
= MARKET RISK VS. NON-SYSTEMATIC RISK

= ARBITRAGE (GENERAL CONCEPT ONLY)

- QUOTATIONS (BID/ASKEDI

=  RIGHTS AND WARRANTS

= OPTIONS [DEFINITIONS OF PUTS AND CALLS ONLYI]

*  MARGIN TRADING ICONCEPT ONLY) RISKS AND REWARDS

= MEASL'NING MARKETS - AVERAGE AND INDEXES

&



SHORT SELLING IBASIC UNDERSTANDING) RISKS ANO REWARDS
MONEY-MARKET INSTRUMENTS
YIELD CURVES - NORMAL AND INVERTED
TECHNICAL ANALYSIS - SUPPORT {DEMAND! AND RESISTANCE {(suPpLY)
Srocks
COMMON VS PREFERRED STOCKS
VALUING STOCK PORTFOLIOS
RISKS AND REWARDS OF INVESTING IN COMMON STOCKS
BowNDs
EQuITY vs DEBT SECURITIES
COUPON RATES
YIELD
NoMiINaL YIELD (couPON YiIELD)
CURRENT YIELD FOR BOTH PREMIUM AND DISCOUNT PRICES
YIELD TO MATURITY (BASIC UNDERSTANDING)
CALLABLE BoNnDS
CONVERTIBLE T.ONDS
ADVANTAGES AND DISADVANTAGES
CONVERSION PRICE
CONVERSION RATIO
CALLABLE CONVERTIBLE BONDS

EFFECT OF CHANGES IN GENERAL INTEREST RATES ON SECONDARY MARKET BCr:s PRICES

INSTITUTIONAL ACTIVITIES IN THE SECONDARY BOND MARXET [ACTIVE - IMACGTIVE! AND REASONS THEREFORE

REFERENCE INTEREST RATES

BUKU REFERENS| YANG DIANJURKAN UNTUK D

RECOMMENDED READING LIST roR BROKER-DEALER CANDIDATES:

1.

PERATURAN PASAR MODAL - EDISI 1992
Penerblt: Yayasan Mitra Dana

PERATURAN BURSA EFEK JAKARTA
Penerblit: PT. Bursa Efek Jakarta

YODE ETIK ANGGOTA IKATAN PIALANG EFEK JAKARTA
Penerbit: Ikatan i ialang Efek Jakara

ACCOUNTING PRINCIPLES - Last Edition
By: Niswonger & Fess
Publisher: South Western Publishing Co.

INVESTMENT - 1989 Edition
By: Zvi Bodie, Alex Kane, Alan J. Marcus
Publisher: richard D. Irwin Inc.

THE HANDBOOK OF FIXED INCOME SECURITIES - 3rd Edlitlon 1994
By: Frank J. Fabozzi, T. Dessa Fabozz, Irving M. Pollak
.Publisher: Business One Irvin

IBACA BAGI PESERTA PERANTARA-PEDAGANG EFEK:



UNDERWRITER REPRESENTATIVE COMPETENCY EXAMINATION
2

Part |
SrLLaBUS

THIS DOCUMENT CONTAINS A COMPLETE SUBJECT LISTING OF THE AREAS OF STUDY REQUIRED FOR THOSE PREPARING FOR THE
UNDERWRITER REPRESENTATIVE COMPETENCY EXAMINATION. '

THE MAJOR AREAS THAT WILL BE TESTED ARE LISTED, TOGETHER WITH THE RELATIVE WEIGHING OF THESE AREAS ON THE
ACTUAL EXAMINATION.

THE EXAMINATION WILL CONSIST OF 75 MULTIPLE CHOICE QUESTIONS. ONE HOUR AND THIRTY MINUTES IS THE TIME ALLOCATED
TO COMPLETE THE EXAMINATION, APPLICANTS MUST BRING THEIR ADMISSION TICKET TO THE EXAMINATION SITE WHERE THEY
WILL BE ASKED TO PRESENT THEIR CITIZENSHIP IDENTIFICATION,

NO PRINTED MATERIALS OF ANY KIND MAY BE TAKEN INTO THE TESTING ROOM. PAPER FOR SCRAP WORK WILL BE PROVIDED,
APPLICANTS SHOULD BRING A SIMPLE CALCULATOR WITHOUT A TAPE-PRINTING DEVICE OF ANY KIND. THE CALCULATOR CANNOT
HAVE THE ABILITY TO ENTER, STORE OR RETRIEVE ALPHA CHARACTERS [LETTERS OF THE ALPHABET). PLEASE ALSO BRING

2 PENCILS THE TEST SITE.

THIS EXAMINATION WILL TEST SIX MAJOR SUBJECT AREAS. THESE AREAS ARE LISTED BELOW WITM THE APPROXIMATE
PERCENTAGE OF THE EXAMINATIUN THAT WILL BE DEVOTED.,

UNDERWRITING 3096
FINANCIAL MANAGEMENT 2096
LEGAL ASPECTS 1096
ASSETS APPRAISAL/ACCOUNTING 2096
Errics 1096
PORTFOLIO MANAGEMENT 1096

RESULTS OF THE TEST wWILL BE REPORTED BY THE PROFESSIONAL STANDARDS COMMITTEE TO THOSE WHO COMPLETE THE
EXAMINATION,

ParT Il
SAMPLE QUESTIONS

THESE QUESTIONS ARE OFFERED AS SAMPLES ONLY. THEY WILL NOT NECESSARILY APPEAR ON THE COMPETENCY EXAMINATION
BUT ARE USED TO DEMONSTRATE SEVERAL D'FFERENT WAYS IN WHICH OUESTIONS WILL BE PRESENTED.

EVERY EFFORT HAS BEEN MADE TO HAVE DNLY ONE CORRECT ANSWER TO EACH OUESTION. IF YOU DO NOT THINK ANY OF THE
ANSWERS IS PRECISELY CORRECT, CHO’ SE THE ANSWER YOU THIS IS CLOSEST TO CORRECT.

[ AN UNDERWRITER REPRESENTATIVE'S LICENSE WILL BE CANCELED IF HE/GHE 1S NOT EMPLOYED BY A SECURITIES
COMPANY FOR MORE THAN:

3 MONTHS
6 MONTHS
12 MONTHS
24 MONTHS

On o>

2. AN UNDERWRITER REPRESENTATIVE WHO IS NOT LICENSED AS AN INVESTMENT ADVISOR MAY ENGAGE IN INVESTMENT
ADVISORY ACTIVITIES UNDER WHICH TWO OF THE FOLLOWING:

[ WHEN SUCH BUSINESS IS SOLELY INCIDENTAL TO THEIR SECURITIES DEALING BUSINESS
1. WHEN COMPENSATION FOR SUCH SERVICES REPRESENTS LESS THAN 2096 OF THEIR TOTAL BUSINESS INCOME.,
M, WHEN ONLY BONDS OR STOCKS ARE RECOMMENDED FOR PURCMHASE

Wixper s
-
FRTTRY
£,
i



. WHEN NO SPECIAL COMPENSATION IS RECEIVED FOR THE INVESTMENT ADVISO_RY SERVICES

lano Il

A

B. |1 AND IV
c. Y -Nl]
D. Il AND IV

3. A COMPANY EARNING RP. 575 PER SHARE AND TRADING IN THE OPEN MARKET AT RP. 8, 650 HAS A PRICE~EARNINGS RATIO

{PER) orF;
A. 6.6
B, 1S
c. 49.7
D. {CANNOT BE DETERMINED FROM INFORMATION GIVEN)®

o, BAPEPAM APPROVES SECURITIES:

A, ONLY 45 DAYS OR MORE AFTER THE REGISTRATION STA TEMENT HAS BEEN SUBMITTED

B. HAVING PRICE-EARNINGS RATIONS MORE THAN 5096 LESS T‘HAN THE AVERAGE PER OF STOCKS ON THE JSE
c. ONLY AFTER THEY HAVE BEEN LISTED FOR MORE THAN ONE YEAR

D. UNDER NO CIRCUMSTANCES

5, SALES LITERATURE MAY COMTAIN FORECASTS WHICH:

[ ARE CLEARLY WARRANTED
A CONCERN ONLY PROJECTIONS FOR LESS THAN 5 YEARS
. ARE LABELLED AS FORECASTS
IV. CONTAIN PROMISES OF SPECIFIC EARNINGS AND DIVIDENDS
A. 1l AND 11l ONLY
8. | AND 1Il ONLY
c. Il AND IV ONLY

o

1 AND IV ONLY

ANSWERS AND REFERENCES FOR SAMPLE OUESTIONS

I, o RuULE NUMBER V.B.I

2. 8 RULE NUMBER V.B.l

3 B THE PER IS DERIVED BY DIVIDING CURRENT PRICE BY EARNINGS PER SHARE. 8,650/575 = |5
4. o ART'CLE I7.0 « DECREE OF THE MINISTER OF FINANCE NO. 1548

S. B8 RULE NUMBER X.C.1

APPROVED TRAINING SCHOOLS

{UNDERWRITER ASSOCIATION - APPROVED SCHOOLS SHOULD BE LISTED HERE, WITH ADDRESSES AND TELEPHONE NUMBERSI



ParT 111

Sruoy GUIDE

NOTE: CANDIDATES FOR UNDERWRITER REPRESENTA TIVE MUST ALSO BE REGISTERED AS BROKER-DEALER REPRESENTATIVES
IBDR’sl. Since THE BDR COMPETENCY EXAMINATION TESTS BOTH PRESIDENTIAL DECREE NoO. 53 OF 1990 AND MINISTERIAL
DECREE 1548 RATHER EXTENSIVELY, ONLY SELECTED PORTIONS OF THOSE DECREES WILL BE TESTED ON THIS EXAMINATION.
THOSE SELECTED PORTIONS, PARTICULARLY RELEVANT TO UNDERWRITERS, ARE LISTED IN THE “SUBJECT MATTER® SECTION

WHICH FOLLOWS,
SUBJECT MATTER
PRESIDENTIAL DECREE No. 53 or 1990

CHAPTER 11 - CAPITAL MARKET SUPERVISORY AGENCY
ARTICLE 9

MINISTERIAL DECREE OF THE REPUBLIC OF INDONESIA No, 1548

CHAPTER | - DEFINITIONS - ARTICLE |
CHAPTER V
SECTION] = LICENSING OF SECURITIES COMPANIES - ARTICLE 75

SECTION Il - OBLIGATIONS OF CAPITAL MARKET SUPPORTING PROFESSIONALS -'ARTICLE 128

SecTioNill. - Conpuer oF SECURITIES COMPANIES ACTING AS UNDERWRITERS - ARTICLES 139 THROUGH 145

CHAPTER IX

SECTION | = REGISTRATION OF Pust e OFFERINGS AND PuUBLIC COMPANIES - ARTICLES 162 THROUGH 165
SECTION I -~ REGISTRATION PROCEDURE - ARTICLE I66, 167, 168

SEcCTION Il - THE PROSPECTUS AND ADVERTISING - ARTICLES 167 THROUGH

SECTIONIV - PEeRIODIC DISCLOSURES BY ISSUERS AND PusLic CoMPANIES - ARTICLES 173 AND (74
SECTION V = THE PUBLIC OFFERING OF AN INVESTMENT FUND ARTICLES 175 THROUGH 178

CHAPTER X! - SANCTIONS AND APPEALS - ARTICLES 2I4, 215, 216
THE FOLLOWING RULES, FROM THE DECREE, ARE ALSO IMPCRTANT TO KNOW:
RULE Numser V.B.1

INDIVIDUAL LICENSING REQUIREMENTS FOR UNDERWRITER REPRESENTATIVE, BROKEI«-DEALER REPRESENTATIVE OR
INVESTMENT ADVISOR

RULE NUMBER IX.A.5
PROCEDURE FOR POSTPONEMENT OF A PustLic OFFERING
RULE NumMBER 1X.B.2
GUIDELINES CONCERNING THE FORM AND CONTENT OF A PROSPECTUS FOR PUBLIC OFFERING
RULE NumBER 1X.B.3

GUIDELINES CONCERNING THE FORM AND CONTENT OF A SUMMARY PROSPECTUS

y



INVESTMENT ADVISOR COMPETENCY EXAMINATION
PART |
SriLaBUS

THIS DOCUMENT CONTAINS A COMPLETE SUSJECT LISTING OF THE AREAS OF STUDY REOUIRED FOR THOSE PREPARING FOR THE
" INVESTMENT ADVISOR COMPETENCY EXAMINATION. ’

THE MAJOR AREAS THAT WILL BF TESTED ARE LISTED, TOGETHER WITH THE RELATIVE WEIGHING OF THESE AREAS ON THE
ACTUAL EXAMINATION.

THE EXAMINATION WILL CONSIST OF 75 MULTIPLE CHOICE QUESTIONS, ONE HOUR AND THIRTY MINUTES IS THE TIME ALLOCATE}
TO COMPLETE THE EXAMINATION. APPLICANTS MUST BRING THEIR ADMISSION TICKET TO THE EXAMINATION SITE WHERE THEY
WILL BE ASKED TO PRESENT THEIR CITIZENSHIP IDENTIFICATION,

NO PRINTED MATERIALS OF ANY KIND MAY BE TAKEN INTO THE TESTING ROOM. PAPER OR SCRAP WORK WILL BE PROVIDED.
APPLICANTS SHOULD BRING A SIMPLE CALCULATOR WITHOUT A TAPE-PRINTING DEVICE OF ANY KIND. THE CALCULATOR CANNOT
HAVE THE ABILITY TO ENTER, STORE OR RETRIEVE ALPHA CHARACTERS [LETTERS OF THE ALPHABET). PLEASE ALSO BRING

2 PENCILS TO THE TEST SITE.

THIS EXAMINATION WILL TEST SEVEN MAJOR SUBJECT AREAS. THESE AREAS ARE LISTED BELOW WITH THE APPROXIMATE
PERCENTAGE OF THE EXAMINATION THAT WILL BE DEVOTED.

ETHICS AND PROFESSION STANDARDS 10%6
FINANCIAL ACCOUNTING 1996
Economics 1096
QUANTITATIVE ANALYSIS 1096
FIXED-INCOME ANALYSIS 1296
EQuITY ANALYSIS 1996
ASSET MANAGEMENT 20%6

RESULTS OF THE TEST WILL BE REPORTED BY THE PRDFESSIONAL STANDARDS COMMITTEE TO ALL THOSE WHO HAVE COMPLETE
THE EXAMINATION,

PArRT N
SAMPLE QUESTIONS

THESE QUESTIONS ARE OFFERED AS SAMPLES ONLY. THEY WILL NOT NECESSARILY APPEAR ON THE COMPETENCY EXAMINATION
BUT ARE USED TO DEMONSTRATE SEVERAL DIFFERENT WAYS IN WHICH QUESTIONS WILL BE PRESENTED.

EVERY EFFORT HAS BEEN MADE TO HAVE ONLY ONE CORRECT ANSWER TO EACH QUESTION. IF YOU DO NOT THINK ANY OF THE
ANSWERS IS PRECISELY CORRECT, CHOOSE THE ANSWER YOU THIS IS CLUSEST TO CORRECT.

I A SHARP iNCREASE IN INTEREST RATES Wil.L HAVE WHICH EFFECT ON THE PRICES OF LONG-TERM BONDS?
A, BONU PRICES WIlLL DECREASE SLIGHTLY
B. BOND PRICES WILL DECREASE SHARPLY
[ BOND PRICES WILL INCREASE SLIGHTLY
D. BOND PRICES W' LI INCREASE SHARPLY

2. A CONVERTIBLE PREFERRED STOCK, PAR VALUE |00, IS CONVERTIBLE AT ). IF THE UNDERLYING COMMON STOCK IS
TRADING AT 50, WHAT IS PARITY FOR THE CONVERTIBLE PREFERRED?

A. 1.25

8. 125

c. 2,000

o. {CANNOT BE DETERMINED WITHOUT KNOWING THE PAR VALUE OF THE UNDERLYING COMMON STOCK)

’I"



INTERESY RATES ARE RISING SHARPLY

INTEREST RATES ARE FALLING SHARPLY

THE BOND IS CONVERTIBLE

THE BOND IS TRADING AT ITS PAR VALUE (NO PREMIUM OR DISCOUNT)

AN INVESTMENT ADVISOR MAY GUARANTEE A CLIENT A SPECIFIC RESULY ONLY WMEN:

RECOMMENDING SENIOR SECURITIES SUCH AS PREFERRED STOCKS/AND/OR BONDS
THE CLIENT HAS HAD PREVIOUS EXPERIENCE IN THE SECURITIES/MARKETS
HE/SHE WILL PAY FOR ANY TRADING LOSSES IN THE ACCOUNT

{UNDER NO CIRCUMSTANCES)

MARKET RiSK CAN BE MINIMIZED BY PURCHASING:

oo >

o

ONLY LOW PER (PRICE EARNINGS RATION) STOCKS IN THE SAME INDUSTRY
ONLY HIGH PER STOCKS IN THE SAME INDUSTRY

STOCKS IN DIFFERENT INDUSTRIES

THE STOCK OF A SINGLE WELL-CAPITALIZED COMPANY

ANSWERS AND REFERENCES FoRr SAMPLE QUESTIONS

[

2.

[~

THE PRICES OF BONDS AND iNTEREST RATES VARY INVERSELY, WHEN INTEREST RATES INCREASE, THE PRICE OF
OUTSTANDING BONDS GO DOWN. THE LONGER-TERM BONDS ARE MUCH MORE AFFECTED THAN THE SHORTER-TERM
BONDS, °

THE CONVERSION RATIO IS 2.5 WHICH If DERIVED FROM DIVIDING THE CONVERTIBLE STOCK'S PAR VALUE B8Y THE
CONVERSION PRICE OF 40, |00/40 = 2.5 PARITY FOR THE STOCK PREFERRED WILL BE 2.5 X THE PRICE OF THE
COMMON STOCK, OR 125, 2.5 x 50 = 125,

IS WHEN THE BOND IS TRADING AT 100 (FACE vaLuEl.

No sreciFic RESULTS CAN EVER BE GUARANTEED.

THIS PROVIDES DIVERSIFICATION,

APPROVED TRAINING ScHooLs

lINVESTMENT ADVISORS ASSOCIA TION-APPROVED TRAINING SCHOOLS SHOULD BE LISTED MHERE WITH ADDRESS AND TELEPHONE

NUMBERS)

PART 111

STupy Guipe

ETHICS AND PROFESSIONAL STANDARDS

INDONESIAN SECURITIES Law AND ReGuLATION

A

BAPEPAM - AUTHORITY AND FuncTion

A, THE CAPITAL MARKET DecreE orF DeEceMBER 1990

8. APPROVAL OF sTock EXCHANGES

c. LICENSING AND REGISTRATIONS OF MARKET PARTICIPANTS
D, INSPECTION

E, RECORD KEEPING REOUIREMENTS

Y 0

o


http:INTERI.SI

r. REGISTRATION REQUIREMENTS

1. REQUIRED INFORMATION
2. ACCURACY AND OBUECTIVITY OF INFORMATION PROVIDED
3. RESPONSIBILITY FOR FALSE AND MISLEADING STATEMENTS
G.  ADVERTISING RESTRICTIONS
H.  SANCTIONS AND PENALTIKS

ETHICAL CONSIDERA TION

10.

A

12,

COMPLIANCE WITH ALL RULES AND REGULATIONS OF BAPEPAM AND SELF-REGULATORY ORGANIZATIONS

A, KNOWLEDGE OF ESSENTIAL RULES AND REGULATIONS
B, OBLIGATION TO MAINTAIN FAMILIARITY WITH RULE AND REGULATION REVISIONS

PrRoONMIBITIONS AGAINST TAKING PART IN OR ASSISTING IN ETHICAL OR LEGAL VIOLATIONS
ProniBITIONS AGAI':’ST THE USE F MATERIAL NON-pPUBLIC INFORMATION
REsPoONsIBILITY OF SUPERVISORS

A.  ASSURE THAT SUBORDINATES ARE PROPERLY TRAINED AND MHAVE KNOWLEDGE OF APPROPRIATE
REGULATIONS

B, REASONABLE SUPERVISION OVER SUBORDINATES TO ASSURE COMPLIANCE WITH STANDARDS
RESEARCH REPORTS AND INVESTMENT RECOMMENDATION

A, DUE DILIGENCE AND THOROUGHNESS IN MAKING INVESTMENT RECOMMENDATIONS

8. REASONABLE AND ADEOUATE BASIS FOR RECOMMENDATIONS

c. MAINTENANCE OF APPROPRIATE RECORDS TOO SUPPORT CLAIMS FOR PERFORMANCE
PORTFOLIO RECOMMENDATIONS AND ACTIONS

A, CLIENT NEEDS AND CIRCUMSTANCES

B. CHARACTERISTICS OF INVESTMENT FECOMMENDED

. CHARACTERISTICS OF TOTAL PORTFOLIO

PRONIBITIONS AGAINST PLAGIARISM

FAIR DEALINGS wiTH CUSTOMERS AND CLIENTS

A, FAIRNESS IN DISSEMINATING RECOMMENDATIONS OR CHANGES IN PRIOR INVESTMENT ADVICE
8, PRIORITY OF TRANSACTIONS

DiscLosurE orF CONFLICTS ON INTEREST

A, OWNERSHIP OF SECURITIES RECOMMENDED
8, FINANCIAL INTEREST IN ANY ASPECT OF RECOMMENDATION

COMPENSATION

A, DiscLosure oF ADDITIONAL COMPENSATION ARRANGEMENTS
B. DiscLosuUre oF REFERRAL FEES

RELATIONSHIPS WITH OTHERS
A, PRESERVATION OF CONFIDENTIALITY
B, MAINTENANCE OF INDEPENDENCE

C. FIDUCIARY DUTIES

PROFESSIONAL MisconpucT



A

1.

1v.

FINANCIAL ACCOUNTING

GENERALLY AccePTED ACCOUNTING PRINCIPALS IGAAP)

{ DeriniTiON ¢

BALANCE SHEET ANALYSIS

1 CURRENT ASsSETS .

2. NON CURRENT (FixeD) ASSETS
3. INTANGIB. £ AssETS

4. CURRENT LiaBILITIES

5. LonNGER TERM LiasiLiTies

6. STocxHoLpens Eourry

INCOME ST TEMENT ANALYS!IS

-~

PROFIT MARGINS

2. CASH FLOwW

3. EARNINGS PER SHARE

4. TRANSFER TO ACCUMULATED RETAINED EARNINGS ACCOUNT
Economic

Basic Srsrem OF EconomiIc ANALYSIS

1 + CLassicaL

2, KEYNESIAN

3. SociaLisr

4, MONETARIST

5, "SuPPLY siDg*

MACROECONOHIC CONSIDERA TIONS

EFFECTS OF INTEREST RATES ON ECONOMY
EXCHANGE RATES

CAPITAL GOODS vs CONSUMER GooODS
INTERNATIONAL TRADE

AWN =~

QUANTITATIVE ANaL Ysis

Basic OUANTITATIVE ANALYTICAL TooLs

Basic Sratistics

I STANDARD DEVIATION
2. ARITHMETIC/GEOMETRIC MEANS

PROBABILITY THEORY [coNncEPT ONLY)

FIXED INcOME ANALYSIS

TYPES OF Fixeo INCOME SEcURITIES

~

SOVEREIGN IssuEes

2. SUPRANATIONAL Issues
3. CORPORATE Bonps
4. ASSET BacKkeo SECURITIES

o



vi.

CREDIT CONSIDERATIONS

I
2.
3.

YieLDS

RATING AGENCIES
“INVESTMENT GRADE" BONDS
“HIGH YIELD" BONDS

COUPON YIELDS

A. FIXED RATE
B. EFFECT OF EARLY CALL ON YTM
c. YIELD-TO-CALL

DURATION [CONCEPT ONLY)

CONVEXITY [CONCEPT ONLY)

FIXED INCOME STRATEGIES

EOUITY ANALYSIS

COMMON STOCK [ORDINARY SHARES)

BASIC CHARACTERISTICS

INDUSTRY ANALYSIS

[
2.

BAsic INDUSTRIES
GROWTH INDUSTRIES

EVALUATING COMMON STOCKS

[

3.

EARNINGS

A, GROWTH
B. P/E RATIO

DiIvIDEND YIELD

A. EFFECTS OF RAISING DIVIDEND PAYMENT
8. EFFECTS OF LOWERING DIVIDEND PAYMENT
c. DIVIDEND PAYOUT RATION

Lrouvioiry

CONVERTIBLE SECURITIES & WARRANTS

[
2.

CONVERTIBLE BONDS AND PREFERRED STOCKS
WARRANTS

TECHNICAL ANALYSIS

CHARTS
PATTERNS

A, TYPICAL BULLISH PATTERNS
8. TYPICAL BEARISH PATTERNS

VOLUME AND LIOUIDITY MEASURES



F. EFFICIENT MARKET THEORY

I WEAK, SEMI*STRONG, STRONG VERSIONS
2. THE RANDOM WALK

vil. ASSET MANAGEMENT

A. MODERN PORTFOLIO THEORY
[ DIVERSIFICATION
2. CAPITAL ASSET PRICING MODEL (CAPM)
3. HISTORIC RETURNS
A, STocks
B. Bownos
c. CASH
o. OTHER ASSETS
8. PORTFOLIO RISK MANAGEMENT
A BETA COEFFICIENTS [CONCEPT ONLY)
C. ALLOCATING ASSETS IN ACCORDANCE WITH INVESTOR D3JECTIVES AND ABILITY TO ASSUME RISK



