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Subject:  Report by Committee of Independent Professionals Constituted by the SECP

Drear Sir(s),

As vou may be aware, the Karachi Stock Exchange (KSE) earlier in October 2009 had proposed
the concept of Margin Trading System to run parallel with the Margin Financing produoct,

ey erdler to explore additional avenues of liquidity for addressing needs of the market, conduet an
overall analysis of the derivative products and 1o review the KSE's Proposal for Margin Trading,
the Securities and Exchange Commission of Pakistan (SECP) on June 22, 2010 constituted a
Committee of independent professionals,

The said Commitiee has submitted its recommendations’ report to the SECP on July 19, 2010

(eopy enclosed). You are requested 1o disseminate the said report of your respective websites and
may also table it before your Board of Directors for views! endorsement.

Yanggs truly.

Sajjad Al
Depuity Director (SE)

Ce: Mr Wasim Baig, Company Secretary, LSE with reference 1o letter dated July 14, 20110,

..‘N'I{_' Buoiiding, Jinnah Avenue. Blue Area, Islamabad, Pakiston
PABN: O082-37-020708 194, FAX D092-051-9218395 URL www secp gov gk



Mr. Salman Al Shaikh July 19,2010
Chairman.

Secutities and Exchange Commission of Pakistan

NIC Bulding. Jinnah Avenue

Islamubad

Sub: Report by Committee of Independent Professional Constituted by the SECP

Dear Sir,

Oy behall of the Committee of independent professionals constituted by the Securities
and Lxchange Commission of Pakistan (SECPY on June 22, 2010, | have been advised to
submit herewith the recommendations/report ol the Committee.

Further. the Committee has requested dissemination of the said report by the SECP o the
stock exchanges. Ceniral Depository Company of Pakistan. National Clearing Company
ol Pakistan Limited along with making it public through the respective websites of these
entilies,

Yours truly,

Musgrat Tabeen
Cony gnur:’t':mrd’rumm'- Independent Committes
LS

Copy: All Members of the Committee
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PREFACE

I'he Securities and Exchange Commission ol Pakistan (SECP) during a meeting with the
representatives of Karachi Stock Exchange (KSE) Board of Directors. Management and some
prominent market participants. on June 22, 2010 constitwted a Committee of independent professionals
to explore avenues of generating liguidity for addressing the needs of capital markets in the country.

The Committee’s mandate entailed a detailed review ol the Karachi Stock Exchange’s Proposal on
“Marvin Trading™. an overall analysis ol the derivative products currently available at the local bourses
and giving recommendations based on international best practices to best suit unique requirements of
our local capital markets.

Constitution of the Committee :

Mr. Arif Tabibh - Chairman. Aril’ Habib Group Member

wr. Dawood Jan Muhammad - Chief Executive Officer. DIM Securitics (Private) Member
Limited . Director on KSE Board

EM . Shehrad Dada - Chairman. Pakistan Banks Association Member

Mr. Farhan Malik - Chief Executive Officer. MZNE (Pvt) Limited: SECP nonminee Member
Director on the Board of Karachi Stock Exchange (G) Limited

Mr. Shahid Ghaffar -Chief Executive Olficer. HBL Asset Managemenl Member

My Inavat Hussain -Executive Director. Banking Policy and Reguiation Group. Member
State Bank of Pakistan

Mr. Adnan Alridi - Managing Director. Karachi Stock Exchange (G) Limited Member
Mr. Habib-ur-Rehman - Chairman. Mutual Funds Association of Pakistan Member
Mr, Samir Ahmed - Managing Director. National Commodity Exchange Limited Member
Ms. Musarat Jabeen - Director. (SM). Securities and Exchange Commission of Convener/
Pukistan Coordinator

“fttended fest mecting af the Comaiiee. Resioned ax OO0 af Dentsche Baoh Pafistn, B assoviarion an the lndependent ©osnmits
Wty feculse of iy posifon g Aedag e PEA ged eevociatieneich e Eefsedie ook
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EXECUTIVE SUMMARY

Ihe Committee greatly appreciates SECP s efforts for addressing liquidity requirements in the local
capital markets and the introduction of proposed Securities (Margin Financing. Lending, Borrowing
and Pledging) Rules. 2010 (‘the proposed Rules™). [t apprehends liguidity as one of the cssential
requirements for a vibrant stock market and the need for launch of financial imstruments in line with
international best practices.

While giving its recommendations the Committee gave carcful consideration towards developmg an
enabling cnvironment that facilitates introduction of eflicient mechanisms lor Margin Financing.
Securities Lending and Borrowing, Margin Trading. Stock Options and also addresses perceived
hindrances limiting the vast potential for healthy activity in the existing derivative market segments
available 1o the Pakistani investors, [t is therefore essential that the regulators chalk out a plan for the
development of derivative segment and introduce products such as stock oplions alongside mechanism
for securities lending and horrowing, in line with international best practices,

The Committee realized that major modalities of the marzin lnance and seccurities lending and
borrowing mechanisms have already been worked out 1o a large extent through carlier consultation
sessions while dralting the proposed Rules along with submission ol views/comments by stakeholders
on the proposed Rules. The Committee theretore focused extensive deliberation on the Margin Trading
System (MTS) proposed by the Karachi Stock Lxchange (KSE). Utmost efforts were made to mitigate
all major aspects of the inherent risks associated with products similar to the proposed MTS. as
expericneed in the past. Coneurrently, efficacy of such products as the MTS which have ingrained
features that best-cater to the dynamics of our markets was also assessed.

The Committee while taking lull cognizanee that MTS being a system based linancing product which
does not envisage counter-parly risk assessment and could therefore pose risk to the market has
endeavored its best to fortify MTS with the inclusion of enhanced risk mitigation measures that also
better address weak arcas identified in the earlier leverage mechanism such as CFS MK 1L

Nevertheless, iU is telt imperative that despite a MTS with enhanced risk management measures and
increased transparency. the market participants prior to undertaking any activity in the said product
ensure that they are well versed with its product features. functional modalities. svstem requirements
and default proceedings, as with other leverage/derivative products, It needs o be underscored that
investment in the capital markets. especially through leverage products stll pose operational. hguidity
and market risks which may result in svstemic defaults and such products by no means assurce
guaranteed returns on investment. Needless to mention that all Financiers in MTS are considered 1o he
sophisticated investors and well aware of the risks associated with this market.

Furthermore, it is viewed that the existing definition of "net capital balance” for brokers is obsolete and
conerete steps need be taken by regulators 1o establish an appropriate capital adequacy regime in line
with international standards.
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While recommending the way forward, the Committee is also of the strong view that a comprehensive
capital market plan needs to be devised which seeks to set a road map for much longer-term
development and sustainable growth of capital markets in the country.

A working paper on *Margin Trading System’ finalized after incorporating views ol the Commitice

Members is enclosed as annexure A" and the Committee’s review and recommendalions in relation o
the derivative market is enclosed as annexure "B,
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ANNEXURE A

WORKING PAPER

MARGIN TRADING SYSTEM (MTS)

1. Eligibility

A.

Eligible Financiers

All eligible financiers. willing to provide fnancing through MTS, will acquire status of
Authorized Financier (AF), which status will be granted by NCCPL in accordance with the
criteria laid down for this purpose. There will be two categories of Als:

. Non Broker AFs (NBALF)
7. Broker AFs (BAF)

An agreement between NCCPL and AFs shall be exeeuted for the settlement of MTS
transactions,

AF premises will be outfitted with NCCPL's automated terminal, through which finance
offers may be made on real time basis, Through these terminals AFs can ofter finance at
given rates lor specilied serips. withdraw such offers. and/ or change the rate of hnance
offered till such time that the offer is accepted. Onee accepted the offer becomes
urevocable and the contract becomes lirm.

Following are the potential Authorised Financiers:

e g banking company within the meaning of the Banking Companics Ordinance, 1962
(LVIL of 1962),

e company. corporation or institution to which Section 3A of the Banking Companies
Ordinance. 1962 (LVII of 1962).

o A Non Banking Finance Company (NBFC)

e aninvestment company and a closed-end scheme. registered with the Commission
under the NBFC Rules. and permitted such financing in this product.

e an open-cnded scheme of any kind constituted under the NBFC Rules. and permitted
such linancing in this product

o g member of stock exchange registered with SECP as a broker, (A client ol a broker
may also provide financing through such broker. however: mimmum requirement for
financing amount from such client shall he Rz, 3 million),
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s Any other person as may be approved by the NCCPL (BOD). with the approval of
SECP, such as pension funds. EOBI ete.

Eligible- Broker Financee

Brokers of Karachi. Lahore & Islamabad stock exchanges will be the only takers of finance
Irom MTS market by using their NCCPL terminals.

Broker I'inancees will have aceess w lnanee Tor and on behalt of their clients and for their own
accounts. All acceptances of offers of finance shall be executed by inserting unigue client
codes. which are registered on the UIN system. for their client as well as for the proprietary
trades,

MTS will conduet pre-verification that each eligible Broker Financee has already a long ready
market position on that day on a particular UIN before it allows MTS transaction 1o 1ake place
and ensures that no financing is allowed against shares already held in his partiolio. Such long
position will be exclugively marked in the trading system through a separate function key.
whereby MTS shall allow financing on trades executed through this special Key assigned, In
order to restrict linancing against house shares. svstem shall compare the UIN level net
purchase position at the end of trading with the finance availed in MTS markel and any ¢xcess
financing shall be force released on the same day, The only exception would be where the MTS
contract is being refinanced due tw foree release on maturity of date of carlier MTS contract,

Where financing could not be availed from MTS market on the trades exccuted through
aforementioned separate function key, such trades shall be séttled along with other reads
market trades as per normal settlement mechanism.

Broker Financee shall be required to maintain client level margins as per Client Level
Murgining Regime presently being followed at the stock exchanges. Broker Financee will be
required 1o collect all margins and Mark-to-Market (MTM) losses from respective client/UINs
in respect of MTS transactions.

Eligible— Securities

Following will be the eligibility eniteria for MTS:

Companices that during the review period have an average daily Impact Cost ol Tess than 1%
hased on daily impact cost on an order size of Rs. 300,000

Companies that have traded on more than 90% of the trading days during the review period.

Companies that have average daily turnover of more than 1000000 shares during the review
period.
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Companies that have Free Float of more than 33% of issued capital or 60 million Free Float
shares.

Securities of Listed Assct Management Companies. Mutual Funds, Brokerage Houses and
companies whose principal activity includes short term investment/trading in sceurities shall
not be eligible. A Broker Financee can not avail financing in any scrip where he is a Director ot
sponsor or such serip 15 an Associated Company or Associated undertakimg ol such Finaneee.
AF shall not provide financing in serip where such Al i1s a Director or Sponsor or such scrip 15
an Asseciated Company or Associated undertaking of such Al

Companies that do not have negative/qualified opinion related to the Going Concern in
Auditor’s report on the Company’s Financial Statements (Last Report)

Companics that are not subject 1o any investigation/ enguiry by any regulatory body which
leads towards suspension.

Companics not on the defaulters segment

Criteria Nodi. ii, iii. and iv mentioned above are subject to monthly review and any serip which
does not meet anv of these criteria shall be excluded from the list of Eligible Securities afier

giving notice of one month.

Free loat of the company must be in dematerialized form on CDS.

Features

'he MTS shall be a separate and exclusive market. However. settlement of MTS market
transactions shall be linked and netted-ofl” with the Ready market in such a manner that
settlement obligation shall be shifted from or to AF and Financee, as the case may be. Whereas,
m case ol default. the treatment and management of default shall be managed in a completely
distinet manner whereby default of MTS market and Ready Market will not be intermingled.

MTS will ensure, through pre-trade verilication. that all ¢lient codes used in the MTS Market
e all AFs and financees. are registered on the UTN data base.

All transactions executed in MTS market will be based on Financing Participation Ratio 1.e,
FPR%. For this purpose, FPR will be higher of VaR estimate or 23% lor the Financee.
Accordingly. on settlement date of first leg transaction Broker Financee shall be required 1o pay
such FPR and AF to pay rest of the amount of the contract price.

Such FPR% shall be maintained at all time after the settlement of first leg transaction through

MTM adjustments 1.e. MTM will be collected from Broker Financee as per the AF's FPR% and
paid to respective Al so as to align the contract value.
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Example: If original contract price was Rs. 100 with FPR of 75 and 25 respectively.
It case price of particular security goes down by Rs. 5 by the end of seftlement day i.e.
T+2, the MTM from Broker Financee shall be collected by Rs. 3.75 and paid to the
respective AF accordingly. FPR will now become adjusted to 71.25 and 23.75
respectively. Similarly, the rate of return shall also be caleulated at Rs. 71.25 and so
on. However, no treatment shall be applied in case of MTM profits.

Als shall input olfers ol finance on MTS market in the form of number of specified shares
required to be financed together with required rate ol return.

Rate of return will be determined as the rate which adequately prices risk inherent in the share
and shall be determined exclusively by each AF. However, such rate of return should not be
greater than one-month KIBOR+8%. All offers and bids will be transparently displayed on
MTS.

Financees will have access to-all unmatched ofTers available on cach share and will accept Als
ofters direetly through MTS terminals. On matching bids and offers. contract will be confirmed
and become irrevocable. Financees will be able to place their own bid for acquiring financing
which anv AF may aceept for linancing in a transparent and open manner.

The trading will be done on an undisclosed basis in M TS Market.

Fach new MTS contract will be for maximum 60 calendar days. Broker Financee may release
availed funds al any tume during tenure of the contract i.e. within 60 calendar days. on selling
his position in ready market or wanting to take delivery. Broker Financee shall be allowed to
release the contract on same day ol its execution, However, same day release will cause a one
day charge of funds on the value of financed shares. 1o be paid to the Al by the financee. In
case ol helidays ic. weekly and gazette the compulsory release date will be adjusted
accordingly.

[he MTS contract period shall be limited to 60 calendar days which will be subjected 10
compulsory release by NCCPL at 1/4th ol the original guantity of the contract i.e. at every 15th
calendar day, In case of holidays i.e. weekly and gazette such compulsory release on every
calendar day will be adjusted accordingly.

In case Broker Financee releases his open poesition before the force release by NCCPLL. such
released shares shall not be available for fresh inancing in MTS market.

Broker Financee may belore the expiry of the original contract i.e. belore completion ol 60
calendar days, (except compulsory release by NCCPL) partially or totally release the contract
1o enable him to settle his sales position in the Ready Markel.

Settlement o MTS contracts will be on T+2 basis.

Nevessary reports shall be made public on a timely and routine basis for the satisfaction of the
market participants. These statistics may mter-alia include the following:
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a) Top 15 AFs and financees in MTS market will be disclosed by name,

by Number of financiers in the MTS market will be disclosed wgether with the total
amount ol linancing provided lor all M'TS eligible shares.

¢) lotal dishursements in the market and per cligible scrip:

d) Total funds due to be released in next 3 days on expiry at every]3th calendar day which
may be refinanced.

¢} Total amount of MTS released in the day.

[} Total amount of MTS released for each MTS eligible share.

g) Total funding provided in cach share. Percentage of M TS [unds invesied in cach of the
eligible shares.

by Total amount of MTS [unds released during the day and refinanced.

1) Weighted average rate of interest charged in each of the eligible serips for the day.

1) Total amount availed by the financees and the number of financees in the market place.

3. Capital Adequacy
Broker Authorised Financier
i.  Minimum net capital balance for Broker Authorised Financier shall be Rs. 10 milhon.
For Broker Financee
i,  Minimum net capital balance for Broker Financee shall be Rs. 10 milhion.
i, Lvery Broker Financee shall not exceed its leverage position in respect of MTS market by
5 times of Net Capital Balance allocated for MTS market.
4. Position Limits for Broker Financee:
I In order to check undue concentration in a particular sceurily and W prevent

cornering/manipulation. scrip-wise position limit should be imposed in the MTS market
as follows:

Market wide position limit in
MTS Market:

20% of free-float tor ¢ach serip subject to maximum of
Rs. 10/ 8 hillion.

Member wide position limit in | 2% of free-float ol the serip subject 10 maximum ol Rs.
MTS Market: I billion.

Client wide position limit in | 0.3% of free-loat of the serip. Client position will be |

MTS Market: universal and determined on UIN basis subject to
maximum of Rs. 250 million for cach scrip, Provided
that overall financing availed in all eligible scrips shall
not exceed Rs.1.25 billion.
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Net capital balance limit in MTS | 5 times of the NCB of broker financee or Rs.5 billion |
Market : whichever s lower.

- Maximum exposure in  all | 7.5 times of the NCB ol broker
Leverage Markets (MTS, Cash

Settled  Futures, Stock Index

Futures, and Deliverable

Futures Contract Market)

Authorized Financier’s Risk Management
All AFs shall deposit exposure marging and pay MTM losses 1o stock exchange and NCCPL in
the form of acceptable collaterals from the date of execution of transaction on I date till

settlement to cover the settlement risk.

All such margins will be held exclusively by NCUPL. segregated from Ready and other
markets” margins. for the benefit of M TS market participants. primarily the Als.

U settlement of Tiest leg ol transaction. AF shall not be reguired to place any margins or MM

losses with the NCCPL provided that the inanced shares are held in AFs name (Tor proprictary
trade) or the client Financier name, in a separate CDC blocked account opened for the purpase

of settlement of MTS transactions through NCSS. All other activities e inter accounl

movement: pledge ete. shall be prohibited through such CDC blocked account.

AF shall have an option to pledge his proprictary MTS linanced shares (lving ina CDC
blocked account) for the purposes of pledge against exposure with the stock exchanges and
NCCPL il alTirmation of the same, These shares are only supposed 10 be pledgzed against the
1D trades till their atfirmation. however, since the institutional exposure cannot be calculated

separately. these shares will be valued at 30% of their value and subject to applicable haireuts
and acceptable against total exposure of the broker. These pledged shares shall be released! not
valued as exposure margins upon allirmation of trades by mstitutional clients through [DS. In
such case the open second ticket sell position of AF upto the extent of pledged shares 10 stock
exchange and NCCPL. shall be included in his exposure calculations for capital adequacy
purposes. Accordingly. necessary exposure margins and MTM losses shall be collected from
such AFs,

However. such blocked shares cannot be pledeed against M I'M losses of any broker and non-
Braker Al

Lpon settlement on 1+2. the MTS linanced shares shall awtomatically be translerred to a
separate UDC blocked account 10 the name of the AF or its [nancier client and  the margins
held against MTS financing tor the first 2 days shall be released.

Broker Financee's Risk Management

Broker Financee shall pay exposure margins, M'TM losses and liquidity margins in the form
of acceptable collaterals from the date of transaction till date of settlement of first leg of
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transaction. However. exposure margins shall be higher of 23% or VaR estimate of that
particular security along with concentration margin in the form of cash/ security till the
settlement of first leg of transaction,

1. [herealter. MTM losses and concentration marging (for concenfrafion margin please refer
timexure 1) shall be collected in CASH only till settlement of second leg of transaction.

i, Concentration margins will be held by stock exchanges and NCCPL and thus will remain
sepregated from all other markets’ marging held by stock exchanges and NCCPL. Aller
settlement of first leg (Ready Market) MTS related margins will be utilized for the benefit of
Als only on default of the Broker Financee or vice versit.

v MTM losses will be collected from Broker Financee as per the AF's FPRY and will be paid to
respective Al's so as to align the contract value,

7. Corporate Action in MT Blocked Shares

o llandling of corporate action in MTS market shall be the sante as was applicable in CFS MK
market fenclosed as Annexire 1)

8. Default Management
o In case of AF Default:

i In case Al does not deposit margin call within the stipulated time: or does not make the
reguired pavment by the stipulated time on settlement date. a default will be triggered
and NCCPL shall initiate following proceedings:

17 NCCPL shall hold credit of all market participants till the recovery of shortfall
amount. However the losses shall be allocated only to the AFs in the MTS
Market.

3} Al margins of Al held by NCCPL shall be liquidated:

3) Settlement obligation of such defaulted AF will be shifted to the respective
Financees who would be given the opportunity to obtain re-financing from
another Al

4y However. shares already held in CDC blocked account of such defaulted AF
will be released on their respective maturity dates,

. In case of Broker Financee Default

A. Failure to pay MTM Loss to Maintain its FPR% i.e. 25% or VaR estimate whichever
is higher

. In case where Broker Financee fails to deposit a MTM loss within the stipulated
time following action will be taken by NCCPL:
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. In case where cerlain number of UINs of Broker Financee is in defaull however
Broker Financee has lulfilled requisite MTM call through his own resources no action

shall

be initiated against such Broker Financce, However. Broker Financee shall be

required 1o identify the defaulted UTNs,

Il. In case where certain number of UINs ol Broker Financee is in default and Broker
Financee has also failed w deposit the requisite MTM call following procedure will be
applicd:

1il.

Vi

Broker Financee shall be required o identify the defaulted UIN:

NCCPL shall immediately suspend such UIN to take further position in any
market,

NCCPL shall issue notice at the day end w such relevant Broker Financee to
square up the open position of such UIN within 3 hours of opening of market
next trading day and deposit the requisite MTM Loss amount, In case the Broker
Financee is not able to sell the shares. NCCPL will try to liquidate the same,

At the end of day (second day ol default). open position of such LN shall be
released and handed over to respective AT along with respective collaterals
deposited with the stock exchange and NCUPL and related open position shall
be treated as closed aceordimgly.

Allerwards. such delaulted UIN and relevant Broker Finaneee shall be penalized
in the following manner:

such UIN shall be restricted [rom taking new positions in all markets and
will onlv be able to reduce his open position and afier necessury
Arbitration process, if found non-compliant shall be suspended for a
period of 6-months

¢ Relevant Broker Financee shall be charged by 2% of the defaulted
amount of such UINs open position.
Such charge of 2% shall be contributed towards MTS protection fund.

In case of second default of similar UIN, it will be blocked lor a period of three

AU,

B. Settlement Default by Broker Financee

I. In case where Broker Financee defaults in mecting money settlement obligation,
pertaining to MTS Market and other market, following procedures will he

applied:
1. NCCPL shall suspend such Broker Financee in MTS Market and all other
Markels as well;
. Accordingly, NCCPL shall hold proportionate credit of all Market participants
tll recovery ol shortlall amount/finalization of default.
iii, MNCCPL shall segregate the defaulted amount market-wise.
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All margins of Broker Financee held by NCCPL and stock exchange shall be
liguidated i a segregated manner market wise:

NCCPL shall initiate square-up process of market-wise all open position of
such defaulted Broker Financee for two working days. However. NCCPL will
try 1o square up the open position in the M TS within one day

In case of successtul square-up. proceeds shall be applicd to compensate the
corresponding Al's and other market participants.

In case of partial or no square-up of market wise position. NCCPL shall apply
the following:

o In case of MTS Market-respective shares will be handed over to the
corresponding AFs with related unutilized margins, In such case 2%
penalty of the defaulted MTS open position shall be charged to Broker
Financee.

o In case of shortfall pertaining to other market transactions- normal
default proceedings shall be applied on such defaulted Broker Financee
to cover the shortfall amount.

9. MTS Market Protection Fund

e Certain portion of transaction levy shall be allocated towards such Fund.
o MTS Market Protection Fund shall exclusively be utilized for the satisfaction of losses of MTS

market.
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Annexure B

A Review of the Derivative Sector

The Committee reviewed in detail presentation prepared by the KSE on the derivative segment which
encompassed salient features of cach derivative product currently -available at the bourses 1.¢ Cash
Settled Futures Contract. Deliverable utures Contraet, and Stock Index Futures,

It 15 principally agreed that i order o ensure growth of our capital market in the long run,
development of the derivative sector in line with international best practices is imperative, [n most
Jurisdictions developed derivative segments contribute to a major portion of overall turnover at the
stock exchangcs.

The failure of Cash Settled Futures (CSF) in our market despite the availability of dilferent contract
periods and a risk management regime with relatively less margins when compared 1o the deliverable
futures product is disappointing. The Commitiee also noted the impact of substitute derivative products
in the cash scgment and the Deliverable Futures Contracts on the success of internationally accepted
and suceessiul derivative products based on cash settlement. Therefore. in order o promote the CSl
market. the market participants, particularly the sellers need 10 be provided with appropriate tools for
hedging their positions. The most suitable choice for this purpose is the Securities [ending and
Borrowing (S1.B) mechanism and introduction of Options. Although. significant progress has already
been made on the development of SLB product which is in the linal stages in terms of regulatory
framework, the Committee strongly recommends the early introduction of options.

I woes without saying that participation from {inancial institutions is one of the crucial components far
the success of CSF product and market making is an essential requirement for the product to gain
market acceptability. In view ol the same. the active role ol prominent brokers to gencrate liquidity in
this market can not be overemphasized. Yet another factor impacting the segment is the lack of
awareness amongst market constituents which needs to be addressed through imitiation ol awareness
drive among market participant and general investors.

Furthermore. it is noted that as per the current regulatory framework, which bas been designed keeping
in view the delivery based derivative products: mutual funds are not allowed 10 un-hedge their
positions in the CSI market. It is therefore recommended that suitable amendments are incorporated m
the legal framework o remove this anomaly.

In relation 1o the risk management regime {or Deliverable Futures Market (DI'M) the margining
regime seems to be quite satisfactory as it 1s less stringent when compared o the proposed M5
product. The Committee is cognizant of the fact that performance of the derivative segment is also
linked with the activity in the Ready Market and hopes that subseguent to the introduction of Margin
Financing. MTS and availability of securities lending and borrowing mechanism. the performance in
[3FM wall be Turther improved.
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Processing of Corporate Actions Pertaining to CFS Financed
Securities

7.1 Purpose and Scope

Under the CFS transactions the findncier is nol the beneficial owner of the securities instead the securities are
held as Collateral against the financing provided 1o the beneficial owner of the securities {Nnancee).

Anv entitlements on such shares arising due to corporate action should accrue 1o the beneficial owner of the
seeurities (finaneee) and not o the Neancier, Puesuant to recent commandments in CFS repulations
promulgated by Karachi Stock Exchange (KSE) the CFS transactions are ne longer allowed to be forced
released before the Book Closure (BC) Date, CFS Financed securities are held by the financier in their CFS
Blocked Account mamtained with Central Depository Company (CDC). The entitlements on all such shares
are received by the financier and later on they are transferred o the lnancee manually through Stock
Exchanges, This practice required cumbersome manual work and resulted in creating risk in the recovery of
the entitlenvents from the Donancier 1o the Nnancee

[Due to the mentioned reason an automatic mechanism is being introduced whereby entitlements shall be
directly delivered to the respective rightlul beneliciary{ies

7.2 Application of the Mechanism

I'he mechanism shall be applicable to the following entitlements:
= General Meetings
s Cash Dividend
= Stock Dividend
N Ri;_.'_hh

Fhe mechanism shall not be applicable for the following corporate actions:
= Ndergers
= De-mergers
= Snlit
= Consohdation, ¢le.

For such corporate actions, C1S trades shall be required o be forced released before the start of BO period.
7.3 Assigned Responsibilities

7.3.1 Stock Exchange (SE)

[t shall be the responsibility of Stock Exchange to ensure that all the CFS trades remain locked from SPOY
trading date till the Book Closure (BC) Date. During the aforementioned period, CFS release or open market
CFS session shall net be allowed Tor securities traded on SPOT basis,

Exchange shall ensure to provide the trade data to the Company, based on the Company™s UIN database
which has been provided to Exchange by the Company on daily basis,
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7.3.2 National Clearing Company (NCC)
The Company shall be responsible to provide CDC with the data comprising of the lnancier and financee
UIN related information along with the security and volume of shares invalved in the CFS transactions.
Information related 1o the financiers and linancees shall be provided by the Company to CDC atleast one
business day prior to the commencement of BC period:

COMIE

* LN (Both for Financier and Financee)

= LN Type (Both for Financier and Financge)

» Security Symbol

*  Stock Exchange Location

* Volume

7.3.3 Central Depository Company (CDC)

COCPL shall be responsible for further transter of CFS Financed Sceurtbics from the linancier 1o the
fnancee on the basis aforementioned information provided by the Company through an agreed upload
mechanism under these pracedures,

7.3.4 Clearing Members (CM)

It shall be mandatory for CFS finances o open and maintain CS House / Sub Account {as applicable). in
order 1o avail the financing facility from CFS Market. 1t shall be the responsibility of the Clearing Member
(UM} to use correct UIN while executing proprietary trades, inter exchange trades and trades on behalf of
clhients and alse ensure that 1the CFS Financee shall use same UIN in NOSS UIN database as well in CDS
House [ Sub-Account,

In case of automated handling of Corporate action of CES Financed Securilies, the Inter-Exchange trade
mformation shall be processed based on the UIN of the inmtiating CM instead of client(s) of such initiating
UM

7.4 Upload Mechanism

Llser penerates the required fle comaining the UIN inlormation of (linancier and linancees) o be uploaded
o CDS through an available mterface provided by the CDC. In case an error is found by CDS in the
Uploaded file, CDS shall provide a downloadable file (Error Report) that shall contain the details of the
errars found. Such erronecus recordis) shall be processed manually where npplicable,

O the basis ol such uploaded file. CDC executes automatic movement of securities inaceordanee with their
Regulations amd Peocedures.

7.5 CFS Open Position Report

Clearing Members may view the information related to buy and sell position of Exchange and Non-Exchange
Tramsactions, Net BO obligation, WNet Open Position (Aller Settlement pand Open CFS Position through CFS
Open Position Report.

7.6 Exceptions

The automatic transter shall not he executed it

= UIN of Financer or Financee nusmatches with CDS Account details
= Shares are pledeed from a Financer's aceounl.
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*  There is any restriction for the movement of securities on either side (Financee or Financer) by any

Regulatory authority,
Shares are parked in Main account instead of respective account such as Sub Aceount or House
Account of Fingneer.

In all such cases entitlement shall be issued ! credited into financier account.
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CONCENTRATION MARGINS-Annexure |

CONCENTRATION MARGIN SLABS

%AGE OF SRRS AND “%AGE OF SRRS Concentration
POSITION TO FREE FLOAT OF SCRIP Margins
MARKET-WIDE SECURITY CONCENTRATION SLABS AND RATES
Greater than 2 " Greater than 2:9 1.61
Greater than 6 0 Greater than 4.3 325
Greater than 8 ! Greater than 5.7 4.84
Greater than 10 & Greater than 86 6.45
Greater than 12 ! Greater than 14.3 8.06
Greater than 14 g Greater than 20.0 9.68
MEMBER-WIDE SECURITY CONCENTRATION SLABS AND RATES
Greater than 5 " Greater than 0.6 1.61
Greater than 10 % Greater than 0.9 323
Greater than 20 ! Greater than 1.1 4.84
Greater than 30 & Greater than 1.4 6.45
Greater than 40 ! Greater than 1.7 8.06
Greater than 60 i Greater than 2.0 9.68
UIN-WIDE SECURITY CONCENTRATION SLABS AND RATES
Greater than 1 " Greater than 0.17 0.81
Greater than 2 " Greater than 0.25 1.61
(Greater than 4 i Greater than 0.33 242
Greater than 8 " Greater than 0.42 403
Greater than 16 ¥ Greater than 0.50 A\ 569
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