Securities and Exchange Commission of Pakistan W\’/T

Securities Market Division ?g\
Public Offering and Regulated Persons Department

No. SMD/PRPD/Direction/2017 January 23, 2017

Discretionary Trading Authority

The Commission has in the recent days received several complaints from investors who, upon providing
discretionary authority to brokers of Pakistan Mercantile Exchange (PMEX) for managing their
investments, witnessed imprudent and abusive trading practices (churning in particular) by the broker
resulting in loss of their investment.

In an endeavor to protect the investors’ interest and maintain investor confidence in the futures market,
the Securities & Exchange Commission of Pakistan hereby directs all brokers.of PMEX to comply with
the following requirements in respect of discretionary trading authority with immediate effect:

1) All existing discretionary mandates with regard to any trading account shall stand void/cancelled
and brokers shall seek fresh discretionary authority from their clients as per annexed discretionary
trading authority (Annexure A) on an affidavit of at least Rs.50/- within two weeks.

ii) No broker/authorized person shall take a new position in any futures contract on behalf of its
client(s) till the time fresh discretionary mandate has been obtained as per Annexure A.

iii) All brokers shall ensure intimation to their clients for all discretionary trades entered on their behalf
through SMS and email as per Annexure A. Additionally, all brokers shall provide a weekly report
to their clients clearly specifying the rationale for trades executed.

1v) Henceforth, a loss threshold of 25% of the investment amount shall trigger revocation of the
discretionary trading authority. Subsequent to the trigger, the broker shall contact the client and
discuss the account position. The discretionary mandate shall continue only upon obtaining a fresh
discretionary trading authority from the client as per Annexure A. However, existing positions in
futures contracts shall not be affected and shall continue as per ordinary course of decision-making
by the broker.

V) All brokers shall provide a monthly report to PMEX mentioning the trader ID of clients who have
provided discretionary trading authority to the broker. Further, the brokers shall also provide
PMEX with a list of employees along with their credentials who are handling discretionary
accounts.

vi) The Chief Executive of the brokerage house shall regularly carry out a review of all
discretionary accounts and maintain a written record that such reviews were perfo
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Annexure “A”

Discretionary Trading Authorization in favour of (Name of Brokerage House) through
its Chief Executive

The undersigned. hereby authorizes (name of Brokerage House) with full power and authority
to enter into Commodity Futures contracts registered with Pakistan Mercantile Exchange (“PMEX") as per
General Regulations 2007 read with Commodity Exchange and Futures Contract Rules 2005 in my Account
("Account") titled Account NO. with (name of Brokerage House).

The employee of (name of brokerage house) has represented that he/she will undertake all trading
executions in the interest of the undersigned, with complete professionalism and to the best of his/her
ability. The undersigned has read the risk associated with such authorization and acknowledges that
trading in Commodity Futures Contracts carries high degree of risk and situations may arise where the
investment or trading decision of (name of brokerage house) may result in losses in account and in all
such situations the undersigned shall remain responsible for such losses and provide ratification to all
such decisions of (name of brokerage house).

Moreover, the employee of (name of brokerage house) has clearly identified areas of risk particularly risk
of conflict of interest situation upon the undersigned’s authority for discretionary trades in the account
and in such eventuality, the undersigned will not raise conflict of interest issue and agrees to hold (name
of brokerage house) not guilty and to indemnify it as to any expense, damage or liability sustained by it
with respect to any and all acts and practices of (name of brokerage house) regarding this account,
including all losses arising therefrom and debit balance(s) due thereof however, such indemnification shall
not cover the regulatory actions which the Exchange or the Commission may take against any violation of
General Regulations or Rules etc.

The undersigned has authority to execute the subject discretionary trading authority in favour of (name
of brokerage house) and has financial resources to bear the financial risks associated with engaging in
Commodity Futures Trading at PMEX. The undersigned acknowledges having read carefully and
understood fully the foregoing discretionary trading authority and Risk Disclosure in account opening form
and guidelines issued by the Exchange.

This authorization is a continuing one and shall remain in full force and effect until automatically revoked
due to triggering of the 25% loss thresheld (25% fall in investment amount) in which case (name of
brokerage house) shall be liable to seek a fresh discretionary trading authority from the undersigned.

Note: The subject revocation shall not, in any way, affect transactions initiated prior to its
implementation which shall be subject to the decision-making of (name of brokerage house).

Account Number Name of Account Holder

Contact No. Email Address:

CNIC no. Account Holder Signature
Name of Broker v Name of Agent/Authorized Person
Signature of Agent/Authorized Person Date-—/-——/--
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Securities and Exchange Commission of Pakistan
Securities Market Division

A e
SECP

No. SMD/CMD/Direction/2017 April 28,2017
Disc'reti.ong_l_'z' Trading Authority

This is in continuation to the Commission’s direction issued on January 23, 2017 requiring all brokers of
Pakistan Mercantile Exchange (PMEX) to comply with certain requirements in respect of discretionary trading ~
authority. ; : . :

In an endeavour to curb imprudent and abusive trading practices (churning in particular) by a broker of PMEX
in possession of discretionary trading authority given by the client, and protect investors’ interest while

maintaining investor confidence in the futures market, the Securities and Exchange Commission of Pakistan - |
in exercise of powers conferred under Rule 29 of the Commodity Exchange and Futures Contract Rules, 2005 * -

hereby directs all brokers of PMEX to comply with the following additional/modified requirements in respect
of discretionary trading authority with immediate effect:

i) - The broker before obtaining the discretionary trading authority shall outline key financial
risks, carry out risk profiling of the client, obtain investment preferences, and provide an
indicative illustration of potential loss/gain that can be incurred in sudden/extreme market
movements. The concept of stop-loss shall also be explained to the client. A checklist in this

regard shall be filled by the broker as evidence that the client has made an informed decision

1o invest in futures contracts after being educated about the risks involved in futures trading.

ii) In case of discretionary trading authority, commission charged by the broker for any
trade/transaction that has resulted in a loss to the client’s account shall be restricted to 5%
per month (pro-rata for a period less than 30 days) of ‘the total investment of the client.
However, depending on the agreement between the broker and its client, the broker may be
allowed to charge a performance fee of up to 25% of profit (net of all charges) earned by the
client during every quarter.

Moreover, clauses (iii), (iv) and (V) of the earlier direction issued by the SECP on January 23,2017 are
modified as follows: ;

iif) All brokers shall ensure intimation fo their clients for discretionary trades entered on their
" behalf through email on a daily basis.

iv)  Aloss threshold of a certain percentage of the investment amount as indicated by the client
among the options of 25%, 50% or such other percentage as specified by the client shall
trigger revocation of the discretionary trading authority. Subsequent t6 the trigger, the broker

shall contact the client and discuss the account position. The discretionary mandate shall
continue only upon obtaining a fresh discretionary trading authority from the client. Only the

first discretionary trading authority needs to be on an affidavit, thereafter, instructions for
continuation of discretionary authority may be provided by the client through email or fax.
However, for this purpose, original first agreement on stamp paper should clearly authorize

the brokerage house to accept reinstatement of discretionary authority through email/fax at

the risk and responsibility of the client. Moreover, the number of discretionary authorizations
shall be in accordance with exponential drawdown in account of the client.
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v)  All brokers shall provide a monthly report to PMEX mentioning the trader ID of clients who
have provided discretionary trading authority to the broker and containing, at a minimum,
client-wise profits/losses during the month as well as overall profits/losses for all
discretionary accounts maintained with them.

This direction comes into force with immediate effect and any circumvention of the above stated -

requirements shall compel the Commission to proceed in accordance with law.

(Akif Saeed)
Commissioner
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