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SECURITIES & EXCHANGE COMMISSION OF PAKISTAN
(Securities Market Division)

Market Supervision & Capital Issues Department

No. MISC/MSW/SMD/1(5)2004 /4 7= B : July 3, 2012

Mr. Nadeem Nagvi

Managing Dhrector,
Karachi Stock Exchange () Limited,

Stock Exchange Building,
Stock Exchange Road,
Karachi.

Subject: QRDER IN THE MATTER OF SHOW CAUSE NOTICE ISSUED TO
SAKARWALA CAPITAL SECURITIES (PVT.) LIMITED UNDER RULE &
OF THE BROKERS AND AGENTS REGISTRATION RULES

Dear Sir,

Please find enclosed herewith copy of order dated June 28, 2012 passed by the Director/ HOD
(MSCID) on the abovementioned subject for your information and record.

Youts Sincerely,

Minhdtomad Af Hameed
Deputy Ditector (MSCID)

63, NIC BUILDING, JINNAH AVENUE, ELUE AREA, ISLAMABAD
PABX: 051-111-117-327, FAX: 051-9218595  URL: wupw.secn gov. pl
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SECURITIES AND EXCHANGE COMM

Jung 20, 2012

Date of Heariag:

Presert ¢f Jearing:

Representing Sokarwald Capital Seewrities (Pvt.) Limited:

Naominge Direclon
() Mr. Ghulam Myjiaoa Sakarwaln Capital Securities (Pvt,) Limited

Assisting the Divector / HOD (MSCID):

() Mr. Muhcmmed Atif Elameed Deputy Director, SECF

(Throngh Videe Corference Link)

ORDER
e
1. This order shall dispose of the proccedings initiated through Show Cause Notice bearing Na.

WSO/ MEW/SMDY1(5)2007/1558 dated April 13, 2012 (“SCN™) issued to Sakarwala Capital
Qecurifies (Pvt.) Limiied (“Respondent”), corporate member of the Karachi Stock Eﬁﬂh@ge
(Cuarantee) Limited (“KSE") by the Securities and Fxchange Comimission of Paka&’tgu
Y under Rule 8 of the Brokers and Agents Registration Rules, 2001 (“Brokei's

(“Commission’
Rules"}.
ondent §o registered with the Commission under the

5 The byief facts of the case are that the Resp
Atomated Trading System CKKATET) of

Broleis Rules. On perusal of the trading data of Karachi

~ NIC Building, 63 Jinnah Avenue, Islamabad.
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KSE, it was observed that two clients of the Respondent namely Dielphine Demelo and Julie
Desouza (“Clients™) bearing olient codes “020248™ and (31407 respectively were engaged In
ciroular trading in the serip of Hinopak Muators Limited (“HENO™) during the period from ARrgust
20, 2011 to October 20, 2011, The Clients traded in the sorip of HING in such 2 way that buy orders
nf one clent matched with the sell orders of the other client and subsequently the frades were

 reversed between the Clients on the same day.

3

Further, on perusal of the trading dota of KATS, it was observed that the Clients were algo engaped
v ciroular trading in the scrip of Lonier Pak Cielatine Limited (“LPGL”) during the period from
April 01, 2011 to March 12, 5012, The Clients twaded in the serip of LPGL in such a way that bay
arders of one client matched with the sell orders of the other client and subsequently the trades were

seversed between the Clients on the same day.

The Cotamission vide lettor dated Mareh 21, 2012 sought clarification from the Regvondent
reparding the sbove mentioned ading by the Clients, The Respondent, vide letter dated March 20,
2012, replied that it has taken up the maiter with the Clients who have stated that the said
nansactions were executed to offset ledger balance of their accounts without any imtention to
manipulate the mearket price of the scrips. The Clients further stated that the guantity of the shares
teaded was negligible and aot enough to affect the price of the serips. The Respondent further staied
that the Clients are trading through if since long and has no commlaints against them in the past. The
said reply of the Respondent was reviewed and was not found satsfactory. Therefore, vide letter
dated March 28, 2012, the Respondernt was required to fugther clarify its position in the matter. In its
reply dated April 02, 2012, the Respondont redteratad its stance given in its earlier reply and also
sdded that it hae warned the Clients not 1O indulge In similar trading pattern in future and the Clients
Lave assured that they will not repeat the same, The Respondent further requested to excuse the

mistales on this oocasion.

The aforementionsd response of the Respondent was not ronsidered gatisfactory as it did not contairs
reasonable justifieation for the execution of said trades in the CHents accounts. The analysis of the
o enersation availeble on record and the clariiication provided by the Respondent, prima facie,
haywed that the Respondent has failed to maintain high standard of integrity end has failed to
veraive due care, skill and diligence in conduct of its busimess. Consequently, SCN dated April 13,

|\
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013 was lasuved to the Respondont under the Brokers Rules stating that the Respondent has privna
Bacie-contvavened Clause A (1) and A (2) of the Code of Conduct ("Code af Condact’) set forth
wmder the third schedule of the Brokers Rules, The Respondent was agked to explain its position
through written reply within seven (‘) days of issuance of SCN and also appear in person or through

an athorized representative before the undersigned at Commission’s Head Office on May 9, 2012 at

t (130 a1n. for hearing.

. The Respondent, vide letier dated April 20, 2012, requested for extension i submission of written
reply to the SCN and further requested for change in venue of hearing from Islamabad to Karach:,
The request of the Respondent was acceded o in the interest of justice. Subsequently the Respondent
suhmitled it written reply to the SCN vide letter dated April 25, 2012, The key assertions made by

the Respondent in its writken reply are reproduced below:

a)  The platform that {s provided lo us is on open one. KATS operaiors work on these work
stations om the trstructions of the Clients. We iry owr best to trair andl wpdate our

cperators regording the dos and dor't of the trading riles.

h) It iy alsc the responsibility of the Stock Exchange to budlt in the checks in the frading
engine that can prevent the erroneous (rade or unholy irades.

¢) Recemtly IT Department of KSE has launched the Risk Management Gareweay System and

we are ong of the first ones to deploy this system.

In its wiitten reply. the Respondent also attached o written staernent from 1ts KATS operator stafing
that he executed the trades in question as per the instractions of the Clients and he or the Respondent

had no interest In these trades,

Subsequently, the hearing was held at the Commisston’s Karachi Office on Tune 20, 2012, On the
date of hemring Mr. Ghulam Mujtaba, Nominee Director of the Respondent (“Representative’)
appeared on behatf of the Respondent and made the following submisgsions:

a) The Representative refterated the Respondent's stance given in the reply to the SUN amnd

in previous carrespondence.

MIC Byjlding, Jmnah AVenne, Bloe Arcy, lslamabad, Faxigian Pase 3 0f 5
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Gy He axnlatned that the Clents are old eustomers of the Broferage House. One of the client

Dielphine Demelo 18 & vatived teachar. The Cliemts are not big investors and trade in very

small quariiiies aof shares. Thay hdave reviewed the Clienls frgding history and found no

Vialation or Gy SUch problom in these accounts in the past. The CHents have not maele

vy gain front ihe trodes in guestion.

e) Inraplyfoa question the Representaiive iinformed thal Loth the aceowiis of the Clients

e belng operated by Delphine Demeic.

a e informed that ke Brokerage House has aequired the new Risk Managemenl Guieway
System, recently mroduced by KSE, i nrder 1o ensure complianee of applicable rules

criad regulalions.

g 1 have thoroughly amslyzed and axamined the facts, avidence and docuimnents O rapard, in addition
ws the weitten reply 10 qCN end assertions made by the Repre antative of Respondent doring the

senrge of haaring. My findines on the issyes &S 83 follows:

(s) The assertiof of the Respondent that the trades in question Were executed due to the opet
wiatform. of the rading system 12 KATS of KSE, end non avaitability of checks in the
gygtemt is not tenable. The non-existence ﬂf he checks in trading systein call not be taken
as vaiid justification for exceution of afarementioned trades and does not absolve the
Respondent from it responsibility 1o sondnet ity business with duc care skill and
diiigenee a8 reauired under the Code of Conduct, 1t Was the Respondent’s dufly to ensule
doar ]l the orders placed through its ssrminal do not interfere in the smooth functiomng

of the market.

(6 The statement nrovided by the KATS operator glso dnag not prove that be had been
vigilant and had knowledge of applicable rules and teculations. In the ingtant case the
orders for buying and selling were placed by Delpbine Demelo on wahalf of the Clients.
wurther, the orders werd being placed in wATS through the sane termninal, Had the
K ATS operator boen convels ot with applicable miles and regulstions and vigilapt the
caid trading patiern by ¢he Clients shoutd have created suspicion in g mind and forther
probe in the matier ~euld hiave prompted the Respondent 1o talee corrective aetions.

e B lo e, Jhmsh AVenue, Blue Arca, isiamabad, Pakistan Pege 4 of 3
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